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INTRODUCTION  OF  NEW  SUBCOMMITTEE  MEMBERS 

Mr.  Walsh.  The  subcommittee  will  come  to  order. 

I  understand  our  colleague,  the  ranking  Member  of  the  sub- 
committee, Mr.  Dixon,  is  on  his  way. 

This  is  our  first  meeting  this  session.  I  would  like  to  welcome  our 
new  members.  We  have  two.  One  is  not  here  yet  and  one  is.  Mike 
Parker,  who  represents  the  Fourth  District  of  Mississippi,  will  be 
joining  us  on  our  side  of  the  aisle.  We're  delighted  to  have  him.  On 
the  other  side  of  the  aisle  my  very  good  friend  and  distinguished 
colleague  from  New  York  State,  representing  the  16th  District  of 
New  York,  Mr.  Jose  Serrano.  Welcome. 

Mr.  Serrano.  Thank  you. 

Mr.  Walsh.  He'll  be  replacing  Mr.  Durbin  of  Illinois  on  the  sub- 
committee. We  extend  a  warm  welcome  and  look  forward  to  work- 
ing with  both  Mr.  Serrano  and  Mr.  Parker  to  try  to  get  the  District 
government  back  on  a  sound  footing. 

ANTI-DEFICIENCY  ACT  CITED 

We  are  here  this  morning  to  hear  about  the  financial  results  of 
the  District's  operations  for  fiscal  year  1995  based  on  Peat 
Marwick's  independent  audit.  We  are  particularly  interested  in 
hearing  about  the  District  government's  violations  of  the  Anti-Defi- 
ciency Act  and  what  is  being  done  about  them. 

The  Anti-Deficiency  Act  states  the  following.  "An  officer  or  em- 
ployee of  the  United  States  government  or  of  the  District  of  Colum- 
bia government  may  not  make  or  authorize  an  expenditure  or  obli- 
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gation  exceeding  an  amount  available  in  an  appropriation  or  fund 
for  the  expenditure  or  obligation."  Let  me  stop  at  this  point  to  ac- 
knowledge our  ranking  Member,  Mr.  Dixon.  Welcome. 

Mr.  Dixon.  Thank  you,  Mr.  Chairman. 

Mr.  Walsh.  The  Act  goes  on  to  say  that  officers  or  employees  vio- 
lating that  provision  may  be  subject  to  administrative  and  criminal 
penalties  under  31  U.S.C.  1349  and  1350.  Additionally,  31  U.S.C. 
1351  requires  the  mayor  to  report  immediately  to  the  President 
and  Congress  all  relevant  facts  concerning  the  violations  and  to 
provide  a  statement  of  actions  taken  regarding  the  violations. 

Section  603(e)  of  Public  Law  93-198,  the  District  of  Columbia 
Self-Government  and  Governmental  Reorganization  Act  continued 
the  applicability  of  the  Anti-Deficiency  Act  to  the  District  of  Colum- 
bia following  the  adoption  of  the  Home  Rule  Charter. 

We'd  like  to  see  this  morning  how  all  of  this  can  be  applied  in 
the  District  for  fiscal  year  1995. 

INTRODUCTION  OF  WITNESSES 

We  have  three  witnesses  before  the  subcommittee  this  morning. 
John  Hummel,  a  partner  with  KPMG  Peat  Marwick,  the  District's 
independent  auditor  for  fiscal  year  1995.  Anthony  Williams,  the 
District's  chief  financial  officer,  and  Angela  Avant,  the  District's  in- 
spector general. 

Our  standard  procedure  is  to  swear  in  all  witnesses.  So  if  you 
would  all  come  forward  I  will  swear  you  in  together  and  then  each 
of  you  can  take  a  seat  and  make  a  statement.  Then  we'll  open  it 
up  for  questions. 

[Witnesses  sworn.] 

Mr.  Walsh.  Welcome.  Mr.  Hummel,  we'll  be  pleased  to  receive 
your  testimony  at  this  time.  Then  we'll  go  to  Mr.  Williams,  and 
then  last,  Ms.  Avant. 

Mr.  Hummel.  Thank  you. 

Mr.  Walsh.  Let  me  just  give  my  colleagues  the  courtesy  of  ask- 
ing if  they  would  like  to  make  an  opening  statement. 

Mr.  Dixon.  I  have  no  opening  statement. 

Mr.  Walsh.  Please  proceed,  Mr.  Hummel. 

Opening  Statement  of  John  Hummel 

Mr.  Hummel.  All  right  then.  Gtood  morning,  Mr.  Chairman,  and 
Members  of  the  subcommittee.  I  am  pleased  to  be  here  today  on  be- 
half of  my  firm,  KPMG  Peat  Marwick  LLP,  to  provide  information 
that  may  be  helpful  to  the  subcommittee  in  reviewing  the  oper- 
ations and  financial  position  of  the  District  of  Columbia. 

I  am  the  KPMG  partner  that  was  responsible  for  the  1995  audit 
of  the  District's  financial  statements.  My  personal  experience  in- 
cludes more  than  20  years  of  auditing  financial  statements  of  gov- 
ernmental entities,  both  local  and  Federal. 

We  issued  three  reports  in  accordance  with  the  General  Account- 
ing Office  standards  this  year.  The  reports  we  issued  were  an  inde- 
pendent auditor's  report  on  the  general  purpose  financial  state- 
ments, an  independent  auditor's  report  on  the  internal  control 
structure,  and  an  independent  auditor's  report  on  compliance  with 


laws  and  regulations.  In  addition,  we  issued  a  management  letter 
which  included  matters  of  lesser  importance. 

CHANGES  IN  DISTRICT  SINCE  1991 

As  you  know,  my  firm  audited  the  District  in  the  past,  specifi- 
cally for  Fiscal  Years  1987  through  1991.  I  was  also  the  partner  in 
charge  of  those  audits.  What  changed  since  1991?  Two  primary 
things.  First,  there  has  been  a  significant  deterioration  in  the  Dis- 
trict's financial  condition  that  is  requiring  tighter  and  tighter  budg- 
etary constraints  on  procurement.  The  District  agencies  often  re- 
spond to  these  constraints  by  going  around  the  rules.  We  found 
widespread  commonplace  violations  of  procurement  rules. 

OBLIGATIONS  NOT  BEING  RECORDED 

The  most  common  violation  is  not  recording  obligations  when  the 
District  commits  to  spend  money.  This  practice,  which  is  prevalent 
at  District  agencies,  is  very  harmful  because  it  makes  budgetary 
controls  meaningless.  We  think  the  extent  of  these  violations  has 
increased  since  1991.  Add  the  lack  of  controls  over  recording  obliga- 
tions to  the  continued  violations  of  the  Anti-Deficiency  Act,  and  you 
also  get  less  budgetary  control  now  than  in  1991. 

[CLERK'S  NOTE. — Anti-Deficiency  Act  violations  have  been  reported  in  past 
years  by  the  District  of  Columbia  Auditor  and  the  U.S.  General  Accounting  Office. 
In  fact,  according  to  the  annual  audit  reports  prepared  by  the  "independent  audi- 
tors" (including  Peat  Marwick),  violations  of  the  Anti-Deficiency  Act  have  been  re- 
ported every  year  from  fiscal  year  1983  through  fiscal  year  1995.] 

REDUCTIONS  IN  QUALIFIED  FINANCIAL  PERSONNEL 

Equally  important  has  been  the  impact  of  reductions  in  qualified 
financial  personnel  on  the  District's  ability  to  manage  its  financial 
affairs  and  perform  routine  processing.  The  District  uses  the  same 
systems  and  follows  the  same  interim  and  year  end  reporting  pro- 
cedures as  in  1991,  but  with  far  fewer  people.  Recordkeeping  short- 
comings that  used  to  be  corrected  with  staff  help  and  institutional 
knowledge  now  hamper  management  and  almost  caused  the  Dis- 
trict to  miss  its  February  1  reporting  deadline. 

YEAR-END  CLOSING  DEADLINES  IGNORED 

Generally,  closing  deadlines  were  ignored.  In  fact,  we  requested 
the  city  administrator  to  apply  intense  pressure  to  certain  agency 
controllers  to  divert  their  attention  from  daily  processing  matters 
to  closing  the  1995  books.  They  did  so,  and  the  financial  statements 
were  completed  on  time.  But  this  level  of  intervention  was  new  for 
us  this  year. 

SIGNIFICANT  AUDIT  FINDINGS 

Now  I  will  discuss  our  audit  findings  in  detail.  Our  most  impor- 
tant finding  in  the  audit  was  an  obvious  one.  The  District  has  a 
serious  liquidity  problem.  This  liquidity  problem  is  apparent  in  the 
general  purpose  financial  statements  which  disclose  a  $378  million 
accumulated  deficit.  The  District  will  continuously  experience  cash 
shortfall  problems  until  this  deficit  is  eliminated. 


[CLERK'S  NOTE.— It  should  be  noted  that  this  $378  million  represents  an  accu- 
mulated deficit,  i.e.,  an  excess  of  liabilities  over  assets;  it  does  not  represent  a  "cash" 
shortfall.] 

Further,  the  District  must  deal  with  its  unfunded  pension  Uabil- 
ity  which  will  become  a  funding  problem  in  2004.  All  agree  that  the 
District  will  be  unable  to  fund  this  liability,  which  in  2004  we  un- 
derstand will  be  over  $10  billion. 

[CLERK'S  NOTE.— It  should  be  noted  that  the  District  government  has  taken 
no  action  to  adjust  pension  benefits  for  police,  fire  fighters  and  teachers  even  though 
responsibility  for  pension  benefits  was  transferred  to  the  District  government  in 
1979.  In  testimony  before  the  Committee  on  May  24,  1994,  Council  Chairman  David 
Clarke  made  the  following  statement  (excerpt  from  page  1222,  part  2,  FY  1995 
House  D.C.  Appropriations  Subcommittee  hearings): 

*  *  *  with  respect  to  new  hires,  legislation  has  been  introduced  in  the 
Council  to  tie  the  new  police,  fire,  and  teachers  into  the  system,  the  new 
system  that  was  established  for  everybody  else  in  1987. 

It  is  basically  a  "defined  contribution"  plan,  a  system  coordinated  with  so- 
cial security.  That  legislation  is  scheduled  for  hearing — it  was  introduced 
Friday — on  the  12th  of  July,  *  *  *  we  are  just  going  to  have  to  modify  it 
a  little  bit  from  what  would  apply  to  everybody  else. 

But  those  three  employee  groups  are  the  groups  within  the  fund  that  has 
the  unfunded  liability. 

The  District's  Delegate,  Eleanor  Holmes  Norton,  in  a  letter  dated  October  17,  1995, 
addressed  to  the  Committee  states  "The  Council  has  pending  legislation  which  will 
close  the  defined  benefits  plan  to  all  new  hires.  Mark-up  is  scheduled  for  December 
(1995)." 

As  of  September  10,  1996,  no  change  has  been  made  to  the  pension  program  for 
police,  fire  fighters  and  teachers.] 

QUALIFIED  AUDIT  OPINION 

Despite  the  efforts  of  many  individuals,  including  the  City  Ad- 
ministrator, the  Chief  Financial  Officer,  and  the  Inspector  General, 
the  District  was  unable  to  provide  us  sufficient  evidence  regarding 
two  accounts  receivable  balances  this  year,  one  affecting  the  gen- 
eral fund,  and  one  affecting  an  enterprise  fund.  This  led  to  a  quali- 
fied opinion  on  the  1995  general  purpose  financial  statements.  The 
fact  that  we  qualified  the  opinion  with  respect  to  these  two  ac- 
counts does  not  affect  the  validity  of  the  other  financial  information 
in  the  financial  statements. 

[CLERK'S  NOTE. — Regarding  the  District's  financial  crisis,  it  should  be  noted 
that  in  the  independent  auditor^s  FY  1994  audit  of  the  District's  financial  state- 
ments (CAFR),  the  only  "qualification"  mentioned  relates  to  a  lack  of  documentation. 
Also,  it  should  be  noted  that  the  "independent  auditor's"  opinion  letter  does  not  in- 
clude a  "MATTER  OF  EMPHASIS  PARAGRAPH"  which  would  have  brought  the 
District's  financial  crisis  to  the  reader's  attention.] 

ERROR  IN  BUSINESS  TAX  INFORMATION  SYSTEM 

I  will  now  discuss  the  details  of  these  two  accounts  for  which  we 
were  unable  to  render  an  opinion.  The  first  qualified  accounts  re- 
ceivable balance  relates  to  system  errors  in  the  business  tax  infor- 
mation system,  which  is  the  responsibility  of  the  Department  of  Fi- 
nance and  Revenue.  Business  taxes  include  business  income,  prop- 
erty, sales  and  use,  hotel  occupancy,  and  other  business  related  ac- 
tivities. These  taxes  are  recorded  in  the  general  fund.  We  tested 
the  accounts  receivable  in  the  system  and  found  errors  in  over  half 
of  the  items  we  tested.  Our  testing  included  confirming  amounts 
due  with  taxpayers  and  examining  support  for  amounts  due.  The 
errors  included  accounts  receivable  which  were  calculated  incor- 


rectly,  and  amounts  owed  back  to  taxpayers  which  were  calculated 
incorrectly. 

The  business  tax  system  accounts  receivable  at  September  30, 
1995,  amounted  to  $77  million  with  an  allowance  for  uncollectable 
accounts  of  $41  million,  resulting  in  a  net  balance  of  $36  million. 
We  tested  accounts  receivable  of  $9  million  and  identified  errors  to- 
taling $3.6  million.  We  also  tested  amounts  owed  back  to  taxpayers 
of  $18  million  and  identified  errors  totaling  $10  million.  We  also 
found  many  incorrect  taxpayer  addresses,  and  mail  which  was  re- 
turned to  the  District's  Department  of  Finance  and  Revenue.  For 
these  reasons,  we  knew  that  the  accounts  receivable  information 
generated  by  this  system  was  materially  incorrect,  but  no  one  could 
generate  the  correct  balance  for  us. 

WATER  AND  SEWER  CUSTOMER  RECEIVABLES/$3 1  MILLION 

The  second  qualification  of  accounts  receivable  balances  had  to 
do  with  the  Water  and  Sewer  Utility  Administration's  customer  re- 
ceivables. The  utility  administration's  accounts  receivable  are  the 
responsibility  of  the  Water  Billing  Unit,  which  moved  during  the 
month  of  November,  1995.  This  move  caused  the  Water  Billing 
Unit  to  cease  operations  for  over  one  month.  As  a  result,  reports 
which  we  required  in  order  to  perform  our  audit  were  not  provided 
to  us  until  the  day  before  our  report  was  to  be  signed.  Therefore, 
we  did  not  have  enough  time  to  perform  our  audit  procedures.  For 
this  reason,  we  could  not  express  any  opinion  as  to  whether  the 
$31  million  of  net  customer  receivables  were  correct. 

MATERIAL  WEAKNESSES  IN  INTERNAL  CONTROLS  AND  NON- 
COMPLIANCE WITH  LAWS  AND  REGULATIONS 

In  our  report,  we  describe  material  weaknesses  in  the  internal 
control  structure  as  well  as  non-compliance  with  laws  and  regula- 
tions. The  single  most  pervasive  internal  control  weakness  is  in  the 
electronic  data  processing  systems  of  the  District.  There  is  no  stra- 
tegic EDP  plan  which  encompasses  all  District  entities,  and  a  par- 
tial plan  which  has  been  developed  by  the  Department  of  Adminis- 
trative Services  has  not  been  implemented.  As  a  result,  certain  Dis- 
trict agencies,  such  as  the  Department  of  Human  Services  have 
very  secure  facilities  which  are  under-utilized,  while  other  District 
agencies,  such  as  the  General  Hospital,  have  very  poor  facilities 
which  are  over-utilized. 

Throughout  the  District,  we  found  a  lack  of  consistent  data  secu- 
rity, segregation  of  duties,  and  system  backup.  The  lack  of  a  disas- 
ter recovery  plan  was  part  of  the  problem  experienced  by  the  Util- 
ity Administrations'  Water  Billing  Unit  when  they  moved  and 
could  not  re-start  their  operations. 

The  District  once  solved  the  weaknesses  in  EDP  by  using  exten- 
sive manual  labor  to  control  and  correct  the  data  in  these  systems. 
The  District  can  no  longer  afford  to  do  this,  and  as  a  result,  prob- 
lems with  the  integrity  of  data  in  certain  systems  have  arisen.  The 
business  tax  information  system  is  a  good  example  of  this  type  of 
problem.  Although  the  Department  of  Finance  and  Revenue  staff 
knew  of  the  BTIS  data  problems,  there  were  not  sufficient  staff 
available  to  correct  the  errors  in  the  system  manually  as  had  been 
done  in  prior  years. 


SIGNIFICANT  PROBLEM:  NOT  ENTERING  OBLIGATIONS  INTO  FMS 

Weaknesses  in  procurement  internal  controls  are  also  prevalent 
and  are  currently  being  addressed  by  the  CFO  and  others  at  the 
District.  As  I  previously  stated,  the  most  significant  problem  is  the 
fact  that  most  District  agencies  do  not  enter  obligations,  what  are 
called  encumbrances,  in  the  general  ledger  timely.  As  a  result,  it 
is  difficult  for  District  managers  to  know  how  much  budgetary  au- 
thority has  been  spent  at  any  point  in  time  during  the  fiscal  year. 

COMPLEX  PROCUREMENT  REGULATIONS/EXCESSIVE  SOLE  SOURCE 

To  compound  this  problem,  the  District's  procurement  regula- 
tions are  complex  and  it  takes  a  long  time  to  get  a  contract  ap- 
proved through  normal  channels.  In  their  effort  to  accomplish  their 
agency  mission,  many  District  managers  use  excessive  sole  source 
and  emergency  contracting  procedures. 

NO  LIST  OF  SOLE  SOURCE  AND  EMERGENCY  CONTRACTS 

We  asked  for  a  list  of  all  sole  source  and  emergency  contracts  is- 
sued during  1995,  but  the  District  could  not  provide  one  to  us.  We 
tested  those  that  we  did  identify,  and  believe  that  several  of  them 
should  have  gone  through  the  normal  procurement  process.  That  is, 
they  should  not  have  been  sole  source  or  emergency  contracts.  In 
addition,  we  noted  certain  District  agencies  splitting  contracts 
when  they  were  entered  into  FMS  so  that  each  line  would  be  below 
their  authorization  dollar  threshold. 

WEAK  CONTROL  OVER  MANUAL  CHECK  WRITING 

Finally,  throughout  fiscal  year  1995,  there  were  weak  controls 
over  the  manual  check  writing  process  at  the  District.  We  rec- 
ommended that  the  use  of  manual  checks  be  stopped  or  severely 
limited.  All  of  these  weaknesses  in  internal  control  combined  rep- 
resent a  very  significant  risk  to  the  District. 

CONTINUED  ANTI-DEFICIENCY  ACT  VIOLATIONS 

We  have  reported  several  non-compliances  with  laws  and  regula- 
tions. Arguably,  the  most  significant  of  these  was  the  continued 
violation  of  the  Anti-Deficiency  Act.  In  1995,  this  occurred  in  four 
functional  areas,  governmental  direction  and  support,  the  public 
education  system,  human  support  services,  and  interest  in  fiscal 
charges. 

The  District  has  historically  had  Anti-Deficiency  Act  violations 
which  they  have  disclosed  in  the  notes  to  their  financial  state- 
ments. The  District  is  also  behind  schedule  in  performing  its  single 
audits  of  Federal  funds,  but  currently  all  of  these  audits  have  been 
awarded  by  the  District,  although  many  have  not  been  completed. 

WEAK  INTERNAL  CONTROLS  OVER  AUTOMATED  SYSTEMS 

Our  analysis  of  the  current  automated  systems  of  the  District  is 
limited  to  the  internal  controls  over  such  systems  and  the  ability 
of  the  systems  to  generate  good  financial  information.  As  pre- 
viously stated,  we  found  many  material  weaknesses  in  internal 
controls  over  the  District's  automated  system.  We  also  noted  that 


those  systems  are  very  old  and  decentralized,  resulting  in  ineffi- 
cient processing  of  data. 

PROBLEMS  IN  PREPARING  YEAR  END  FINANCIAL  STATEMENTS 

As  to  the  adequacy  of  the  system's  balances  to  prepare  year  end 
financial  statements,  we  saw  that  the  balances  need  a  great  deal 
of  manual  adjustment  for  two  reasons. 

ACCOUNTS  PAYABLE  NOT  RECORDED 

The  agencies  often  don't  record  encumbrances,  so  accounts  pay- 
able recorded  after  year  end  have  a  direct  impact  on  the  District's 
bottom  line.  Second,  many  adjustments  to  account  balances  are 
only  recorded  at  year  end. 

The  level  of  District  staff  responsible  for  closing  the  books  at  the 
agencies  and.  the  controller's  office  has  declined  significantly  in  the 
past  year  and  may  change  more  in  the  next  few  years.  However, 
the  District's  systems  have  not  changed,  and  therefore  manual 
processes  that  worked  in  the  past  are  becoming  more  and  more  dif- 
ficult. 

We  did  not  study  the  nature  and  adequacy  of  financial  informa- 
tion provided  to  management  during  the  year,  because  that  was 
not  part  of  our  audit  scope.  However,  we  believe  the  EDP  auto- 
mated systems  of  the  District  must  be  changed  to  reflect  the  reality 
of  the  current  and  future  workforce  of  the  District. 

In  conclusion,  I  appreciate  the  opportunity  to  appear  before  you 
today.  I  would  be  pleased  to  address  any  questions  you  may  have. 
Thank  you. 

PREPARED  STATEMENT  OF  JOHN  HUMMEL 

[The  prepared  statement  of  Mr.  Hummel  follows:] 


Testimony  to  the 
Subcommittee  on  District  of  Columbia  Appropriations 

John  H.  Hummel 
Partner,  KPMG  Peat  Marwick  llp 

Introduction 

Good  morning  (afternoon),  Mr.  Chairman  and  Members  of  the  subcommittee.  I  am 
pleased  to  be  here  today  on  behalf  of  my  firm,  KPMG  Peat  Marwick  LLP  (KPMG),  to 
provide  information  that  may  be  helpful  to  the  committee  in  reviewing  the  operations  and 
financial  position  of  the  District  of  Columbia  (District).  I  am  the  KPMG  partner 
responsible  for  the  1995  audit  of  the  District's  financial  statements.  My  personal 
experience  includes  more  than  20  years  of  auditing  financial  statements  of  governmental 
entities,  both  local  and  federal. 

We  issued  three  reports  in  accordance  with  General  Accounting  Office  (GAO)  standards 
this  year.  The  reports  we  issued  were  an  Independent  Auditors '  Report  on  the  general 
purpose  financial  statements,  an  Independent  Auditors'  Report  on  the  Internal  Control 
Structure,  and  an  Indeperulent  Auditors '  Report  on  Compliance  with  Laws  and 
Regulations.  In  addition,  we  issued  a  management  letter  which  included  matters  of  lesser 
importance. 

The  District's  Deteriorating  Financial  Condition 

As  you  know,  my  firm  audited  the  District  in  the  past,  specifically  for  fiscal  years  1987 
through  199 1 .  I  was  also  the  partner  in  charge  of  those  audits.  What  changed  since  1 99 1  ? 

Two  primary  things.  First,  there  has  been  significant  deterioration  in  the  District's  financial 
condition  requiring  tighter  and  tighter  budgetary  constraints  on  procurement.  The  District 
agencies  often  respond  to  these  constraints  by  going  around  the  rules.  We  found 
widespread,  commonplace  violations  of  procurement  rules.  The  most  common  violation  is 
not  recording  obligations  when  the  District  commits  to  spend  money.  This  practice,  which 
is  prevalent  at  District  agencies,  is  very  harmful  because  it  makes  budgetary  controls 
meaningless.  We  think  the  extent  of  these  violations  has  increased  since  199 1 . 

Add  the  lack  of  controls  over  recording  obligations  to  the  continued  violations  of  the 
Antideficiency  Act  and  you  also  get  less  budgetary  control  now  than  in  1991. 

Equally  as  important  has  been  the  impact  of  reductions  in  qualified  financial  personnel  on 
the  District's  ability  to  manage  its  financial  affairs  and  perform  routine  processing.  The 
District  uses  the  same  systems  and  follows  the  same  interim  and  year-end  reporting 
procedures  as  in  1991,  but  with  far  fewer  people.  Recordkeeping  shortcomings  that  used 
to  be  corrected  with  staff  help  and  institutional  knowledge  now  hamper  management  and 
almost  caused  the  District  to  miss  its  February  1  reporting  deadline.  Generally,  closing 
deadlines  were  ignored.  In  fact,  we  requested  the  City  Administrator  to  apply  intense 
pressure  to  certain  agency  controllers  to  divert  their  attention  from  daily  processing  matters 
to  closing  the  1995  books.  He  did  so,  and  the  financial  statements  were  completed  on 
time.  This  level  of  intervention  was  new  to  us. 

Now,  I  will  discuss  our  audit  findings  in  detail. 


Results  of  the  1995  Audit 

Our  most  important  finding  was  an  obvious  one:  the  District  has  a  serious  Uquidity 
problem.  This  liquidity  problem  is  apparent  in  the  general  purpose  financial  statements 
which  disclose  a  $378  nullion  accumulated  deficit.  The  District  will  continuously 
experience  cash  shortfall  problems  until  this  deficit  is  eliminated.  Further,  the  District  must 
deal  with  its  unfunded  pension  liabihty  which  will  become  a  funding  problem  in  fiscal  year 
2004.  All  agree  that  the  District  will  be  unable  to  fund  this  Uability,  which  in  2004  will  be 
over  $10  billion. 

Despite  the  efforts  of  many  individuals,  including  the  City  Administrator,  the  Chief 
Financial  Officer,  and  the  Inspector  General,  the  District  was  unable  to  provide  us 
sufficient  evidence  regarding  two  accounts  receivable  balances:  one  affecting  the  General 
Fund  and  one  affecting  an  Enterprise  Fund.  This  led  to  our  qualified  opinion  on  the  1995 
general  purpose  financial  statements.  The  fact  that  we  qualified  the  opinion  with  respect  to 
these  two  accounts  does  not  affect  the  validity  of  the  other  financial  information  in  the 
general  purpose  financial  statements.  I  will  now  discuss  the  details  of  these  two  accounts 
for  which  we  were  unable  to  obtain  sufficient  evidence  to  reach  a  conclusion. 


Reasons  a  Qualifled  Opinion  was  Issued  and  Magnitude  of  Difficulties  in 
the  Data  Which  Led  to  the  Qualifled  Opinion 

The  first  quahfied  account  receivable  balance  relates  to  system  errors  in  the  Business  Tax 
Information  System  (BTIS)  which  is  the  responsibihty  of  the  Department  of  Finance  and 
Revenue  (DFR).  Business  taxes  include  business  income,  property,  sales  and  use,  hotel 
occupancy,  and  other  business  related  activities.  These  taxes  are  recorded  in  the  General 
Fund.  We  tested  the  accounts  receivable  in  BTIS  and  found  errors  in  over  half  of  the  items 
we  tested.  Our  testing  included  confirming  amounts  due  with  taxpayers,  and  examining 
support  for  amounts  due.  The  errors  included  accounts  receivable  which  were  calculated 
incorrectly  and  amounts  owed  back  to  taxpayers  which  were  calculated  incorrectly.  BTIS 
accounts  receivable  at  September  30,  1995  were  $77  miUion  with  an  allowance  for 
uncollectible  accounts  of  $41  miUion  for  a  net  balance  of  $36  million.  We  tested  accounts 
receivable  of  $9  million  and  identified  errors  totaling  $3.6  million.  We  also  tested  amounts 
owed  back  to  taxpayers  of  $18  million  and  identified  errors  totaling  $10  milhon.  We  also 
found  many  incorrect  taxpayer  addresses  and  mail  which  was  returned  to  DFR.  For  these 
reasons,  we  knew  the  accounts  receivable  information  generated  by  BTIS  was  materially 
incorrect,  but  no  one  could  generate  the  correct  balance. 

The  second  quahfied  account  receivable  balance  was  Water  and  Sewer  Utihty 
Administration  (WASUA)  customer  receivables.  WASUAs  accounts  receivable  are  the 
responsibihty  of  the  Water  Billing  Unit  wWch  moved  during  the  month  of  November  1995. 
This  move  caused  the  Water  Billing  Unit  to  cease  operations  for  over  one  month.  As  a 
result,  reports  which  we  required  in  order  to  perform  our  audit  procedures  were  not 
provided  to  us  until  the  day  before  our  report  was  to  be  signed.  Therefore,  we  did  not  have 
enough  time  to  perform  our  audit  procedures.  For  this  reason  we  could  not  express  any 
opinion  as  to  whether  the  $3 1  milhon  net  customer  receivable  balance  was  correct. 
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Internal  Control  Structure  Weaknesses  and  Lack  of  Compliance  with  Laws 
and  Regulations 

In  our  reports  we  describe  material  weaknesses  in  the  internal  control  structure  as  well  as 
non-compliance  with  laws  and  regulations. 

The  single  most  pervasive  internal  control  weakness  is  in  the  electronic  data  processing 
(EDP)  systems  of  the  District.  There  is  no  strategic  EDP  plan  which  encompasses  all 
District  entities  and  a  partial  plan  which  has  been  developed  by  the  Department  of 
Administrative  Services  (DAS)  has  not  been  implemented.  As  a  result,  certain  District 
agencies  such  as  Department  of  Human  Services  (DHS)  have  very  secure  facilities  which 
are  underutilized,  while  other  District  agencies  such  as  General  Hospital  have  very  poor 
facilities  which  are  overutilized.  Throughout  the  District  we  found  a  lack  of  consistent  data 
security,  segregation  of  duties,  and  system  back  up.  The  lack  of  a  disaster  recovery  plan 
was  part  of  the  problem  experienced  by  WASUAs  Water  Billing  Unit  when  they  moved 
and  could  not  restart  their  operations. 

The  District  once  solved  the  weaknesses  in  EDP  by  using  extensive  manual  labor  to  control 
and  correct  the  data  in  these  systems.  The  District  can  no  longer  afford  to  do  this  and  as  a 
result  problems  with  the  integrity  of  data  in  certain  systems  have  arisen.  BTIS  is  the 
primary  example  of  this  type  of  problem.  Although  DFR  staff  knew  of  the  BTIS  data 
problems,  there  were  not  sufficient  staff  available  to  correct  the  errors  in  the  system 
manually  as  was  done  in  prior  years. 

Weaknesses  in  procurement  internal  controls  are  also  prevalent  and  are  currently  being 
addressed  by  the  CFO  and  others  at  the  District.  As  previously  stated,  the  most  significant 
problem  is  the  fact  that  most  District  agencies  do  not  enter  obligations  (encumbrances)  in 
the  general  ledger  (FMS)  timely.  As  a  result  it  is  difficult  for  District  managers  to  know 
how  much  budgetary  authority  has  been  spent  at  any  point  in  time  during  the  fiscal  year. 
To  compound  tihis  problem,  the  District's  procurement  regulations  are  complex  and  it  takes 
a  long  time  to  get  a  contract  approved  through  normal  channels.  In  their  effort  to 
accomplish  their  agency  mission  many  District  managers  use  excessive  sole  source  and 
emergency  contract  procedures.  We  asked  for  a  list  of  all  sole  source  and  emergency 
contracts  issued  during  1995,  but  the  District  could  not  provide  one  to  us.  We  tested  those 
that  we  identified  and  beUeve  that  several  of  them  should  have  gone  through  the  normal 
procurement  process,  i.e.,  not  been  sole  source  or  emergency.  In  addition,  we  noted 
certain  District  agencies  "splitting"  contracts  when  they  were  entered  to  FMS  so  that  each 
line  would  be  below  their  authorization  dollar  threshold.  Finally,  throughout  fiscal  year 
1995  there  were  weak  controls  over  the  manual  check  writing  process  at  the  District 
Treasury.  We  recommended  that  the  use  of  manual  checks  be  stopped  or  severely  limited. 
All  of  these  weaknesses  in  internal  control  combined  are  a  very  serious  risk  to  the  District. 

We  reported  several  non-compliances  with  laws  and  regulations.  Arguably,  the  most 
significant  of  these  was  the  continued  violation  of  the  Antideficiency  Act.  In  1995,  this 
occurred  in  four  functional  areas:  governmental  direction  and  support,  the  public  education 
system,  human  support  services,  and  interest  and  fiscal  charges.  The  District  has 
historically  had  Antideficiency  Act  violations  which  they  disclose  in  the  notes  to  the 
fmancial  statements.  The  District  is  also  behind  schedule  in  performing  its  Single  Audits  of 
Federal  Funds.  Currently,  all  of  these  audits  have  been  procured  by  the  District  but  many 
have  not  yet  been  completed. 
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Our  Views  on  the  Management  and  Information  Systems  of  the  District 

Our  analysis  of  the  current  EDP  systems  of  the  Disuict  is  limited  to  the  internal  controls 
over  such  systems  and  the  ability  of  the  systems  to  generate  good  year-end  financial 
information. 

As  previously  stated,  we  found  many  material  weaknesses  in  internal  controls  over  the 
District's  EDP  systems.  We  also  noted  that  those  systems  are  very  old  and  decentralized, 
resulting  in  inefficient  processing  of  data. 

As  to  the  adequacy  of  the  system's  balances  to  prepare  year-end  financial  statements,  we 
saw  that  the  balances  need  a  great  deal  of  manual  adjustment  due  to  two  reasons: 

•  the  agencies  often  don't  record  encumbrances,  so  accounts  payable  recorded  after 
year-end  have  a  direct  impact  on  the  bottom  line,  and 

•  many  adjustments  to  account  balances  are  only  recorded  at  year-end. 

The  level  of  District  staff  responsible  for  closing  the  books  at  the  agencies  and  the 
Controller's  office  has  declined  significandy  in  the  past  year  and  may  change  more  in  the 
next  few  years.  However,  the  District's  systems  have  not  changed  and  therefore  manual 
processes  that  worked  in  the  past  are  becoming  more  and  more  difficult. 

We  did  not  study  the  nature  and  adequacy  of  financial  information  provided  to  management 
during  the  year,  because  that  was  not  part  of  our  scope.  However,  we  beheve  the  EDP 
systems  of  the  District  must  be  changed  to  reflect  the  reahty  of  the  current  and  future 
workforce  of  the  District. 


Conclusion 

We  appreciate  the  opportunity  to  j^pear  before  you  today  and  would  be  pleased  to  address 
any  questions  you  may  have. 


12 

Mr.  Walsh.  Thank  you  very  much,  Mr.  Hummel,  for  your  testi- 
mony. We'll  hear  from  the  other  two  witnesses  and  then  we'll  go 
to  questions. 

I'd  like  to  recognize  our  other  newest  Member,  Mr.  Parker  from 
Mississippi.  We're  delighted  to  have  you  with  us,  Mike. 

Mr.  Parker.  Thank  you  very  much. 

Mr.  Walsh.  Mr.  Williams. 

Opening  Statement  of  Anthony  Williams,  Chief  Financial 

Officer 

Mr.  Williams.  Yes,  Mr.  Chairman.  I  have  testimony  that  I  have 
entered  for  the  record.  I'd  like  to  just  briefly  summarize  my  com- 
ments for  the  committee. 

Mr.  Walsh.  Thank  you.  Your  testimony  and  the  other  two  wit- 
nesses' testimony  will  appear  in  the  record.  If  you  want  to  summa- 
rize, please  feel  free  to  do  so  at  this  time. 

Mr.  Williams.  Thank  you,  Mr.  Chairman,  Mr.  Dixon,  and  Mem- 
bers of  the  committee.  Thank  you  for  the  opportunity  to  be  here 
and  speak  on  the  District's  efforts  at  improving  our  performance  as 
reflected  in  the  results  of  the  1995  audit  and  to  address  the  prob- 
lems that  we  are  facing  with  the  Anti-deficiency  Act. 

three  important  issues  facing  the  district 

Indeed,  as  I  look  at  the  first  six  months  of  my  tenure  as  CFO, 
I  believe  that  we  really  have  three  issues  that  we  are  facing.  One 
is  certainly  an  issue  of  resource  management  in  the  District.  Relat- 
ed to  that,  performance  delivery  of  services.  Two,  an  issue  of  reve- 
nue enhancement  or  leveraging  our  assets  for  maximum  value. 
Third,  and  most  importantly,  reinvigorating  our  private  economy 
and  making  the  District  more  competitive. 

Certainly  with  the  management  controls  that  we  are  talking 
about  here  in  the  1995  audit  and  the  overspending  that  is  tending 
to  violations  of  the  Anti-deficiency  Act,  we're  not  getting  very  far 
in  making  the  District  a  very  competitive  entity.  It  is  something 
that  we  are  spending  an  enormous  amount  of  time  on  in  the  follow- 
ing ways. 

THREE  IMPORTANT  PRIORITIES 

We  have  identified  in  the  CFO's  office  three  priorities.  One,  re- 
source management.  Two,  asset  management  and  better  use  of  our 
assets.  Third,  support  for  the  restructuring,  reinvention  of  the  Dis- 
trict government.  As  the  mayor  terms  it,  his  Transformation. 

FIRST  PRIORITY  RESOURCE  MANAGEMENT 

To  speak  very  very  briefly  on  this  first  priority,  resource  manage- 
ment, a  number  of  things  have  been  done  in  our  office  over  the  last 
couple  of  months  to  try  to  address  these  problems.  I  would  separate 
these  into  three  areas.  One,  the  area  of  control.  Two,  the  area  of 
better  management  reporting.  Third,  the  area  of  follow-up.  All  were 
lacking  on  my  arrival. 
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NEED  FOR  CONTROL  OF  RESOURCES 

First,  in  the  area  of  control,  upon  arriving  in  the  office  we  estab- 
lished with  the  help  of  a  pro  bono  consultant  and  a  team  that  we 
jury  rigged  throughout  the  financial  organization,  a  review  of  our 
strategic  plan,  our  projects,  our  calendar  of  outputs,  our  organiza- 
tion, the  personnel  in  the  organization. 

CFO  AUTHORITY  OVER  ALL  FINANCIAL  PERSONNEL 

Upon  that  review,  I  issued  Financial  Control  Order  No.  1,  which 
placed,  under  our  interpretation  of  the  act  now  supported — and  we 
thank  the  Committee  for  this — by  the  clarification  of  the  Act  in  the 
last  Appropriations  Bill,  the  controllers  in  the  agencies  under  the 
supervision  of  the  CFO. 

[CLERK'S  NOTE.— See  page  86,  this  volume,  for  section  152  of  Public  Law  104- 
134,  approved  April  26,  1996,  for  clarification  referred  to  by  Chief  Financial  OfTficer.] 

CERTIFICATION  TEAMS/CENTRAL  REVIEW  OF  OBLIGATIONS 

Second,  after  about  a  month  in  office,  we  instituted  what  we  call 
the  certification  team.  This  was  admittedly  a  1930s  type  of  ap- 
proach but  basically  it  was  an  approach  wherein,  all  obligations — 
purchase  orders,  contracts,  and  as  we  move  forward,  vouchers — are 
reviewed  in  one  place  for  relationship  to  the  financial  plan  and 
budget,  value  added,  and  very  very  importantly  and  very,  very  sim- 
ply, whether  funds  are  actually  available  in  the  system.  There  have 
been  a  lot  of  complaints  about  how  this  control  process  has  slowed 
down  spending.  I  am  happy  to  hear  those  complaints. 

There  have  been  a  number  of  complaints  about  how  this  process 
has  actually  hindered  service  delivery  and  has  hindered  perform- 
ance. I  have  a  report  on  the  certification  team  for  the  two  week  pe- 
riod ending  May  3,  1996.  We  basically  see  that  we  had  a  beginning 
inventory  of  documents  of  130.  We  received  1,400  documents.  Thir- 
teen hundred  documents  were  entered  correctly  into  the  system.  A 
hundred  and  forty  three  were  rejected,  so  the  system  is  doing  its 
job.  We  were  left  with  an  ending  inventory  of  173. 

So  all  of  the  complaints  about  all  the  congestion  and  all  the  dis- 
ruption in  the  District  is  caused  by  this  new  overlay  of  control,  I 
think  are  not  well  founded.  I  think  that  what  we  are  trying  to  do 
in  the  control  area,  and  I  hate  to  keep  bringing  up  threes,  is  first, 
through  this  admittedly  again,  draconian  approach,  centralize  the 
review  of  all  the  documents.  Two,  by  way  of  direct  connection  with 
the  controllers  in  the  agency,  rebuild  the  agency  management  and 
devolve  these  functions  back  to  the  agencies.  Third,  rebuild,  re- 
invent or  replace,  and  we're  doing  an  assessment  of  all  these  issues 
right  now,  our  financial  system.  Very  importantly,  this  must  in- 
clude our  people.  So  that's  the  first  aspect  of  control. 

NEED  FOR  MANAGEMENT  REPORTING 

The  second  aspect  involves  management  reporting.  We  have 
taken  initially  all  the  reports  that  are  required  under  the  Control 
Board  Act,  all  of  the  reports  that  are  required  by  local  law,  all  the 
reports  that  ought  to  be  required  by  good  management,  and  have 
tried  to  create  one  core  flow  of  data — and  out  of  that  core  flow  of 
data,  the  treasurer  is  responsible  for  producing  certain  data,  the 
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controller  certain  data,  the  budget  team  certain  data — we  have  pro- 
duced this  week  the  first  comprehensive  financial  status  report  on 
the  District,  where  it  stands  in  relationship  to  all  of  these  require- 
ments. This  has  required  an  enormous  amount  of  manual  interven- 
tion and  manipulation  to  produce,  but  it  has  produced  some  infor- 
mation that  we  can  use. 

COMPARING  PROJECTED  EXPENDITURES  TO  BUDGET 

We  have  also  got  this  week  an  FRP  report  that  actually  com- 
pares projected  expenditures  to  budget.  I'm  not  sure  what  we  have 
had  in  the  past,  and  Fm  not  sure  how  we've  been  able  to  manage 
in  the  past  without  a  comparison  of  projection  to  budget,  but  we 
have  that  now.  So  we've  got  now  for  the  first  time — maybe  not  the 
first  time,  maybe  years  ago  we've  had  it,  we  didn't  have  it  when 
I  got  here — real  decent  management  information.  Which  brings  up 
the  third,  and  that  is  foUowup,  which  gets  us  to  the  Anti-Defi- 
ciency. 

NEED  FOR  FOLLOWUP/AGENCY  OVERSPENDING 

We  have  identified  five  or  six  agencies  that  right  now  are  coming 
in  high  toward  their  budget  target.  We  have  regular  weekly  meet- 
ings of  the  controllers.  The  agencies  tell  me  we've  got  a  plan  to  get 
to  our  budget  target,  but  we've  got  this  problem  and  we've  got  this 
problem  and  we've  got  this  problem  and  we  might  not  make  it.  I'm 
saying  there  is  no  we  may  not  make  it.  You've  got  to  make  it.  It 
is  our  responsibility  as  financial  managers  to  get  spending  plans  in 
place,  get  the  agencies  to  their  target.  If  there  are  program  reper- 
cussions, we've  got  to  share  them  with  the  Mayor,  with  the  Author- 
ity, with  the  Council,  with  the  Congress,  and  the  policymakers  to 
make  adjustments. 

KEEPING  BUDGETS  ON  TARGET 

But  it  is  our  job  to  get  those  budgets  on  target.  We  will  do  that. 
We  have  given  the  agencies  until  May  15.  They  are  working  with 
us  now  in  a  series  of  meetings  to  have  these  spending  plans  in 
place.  If  the  spending  plans  aren't  in  place,  we're  going  to  make  ad- 
justments in  their  apportionment  to  compensate  for  the  overspend- 
ing. If  we  still  aren't  getting  follow  through,  we're  going  to  assume 
responsibility  for  those  financial  operations. 

FINAL  REPORT  ON  ANTI-DEFICIENCY  ACT  VIOLATIONS 

Finally,  in  the  area  of  follow-up,  we  have  the  final  report  on  the 
Anti-Deficiency  Act  that  I've  sent  to  the  Mayor. 

[CLERK'S  NOTE.— See  pp.  247-329,  this  volume,  for  copy  of  report  on  Anti-Defi- 
ciency Act  violations.] 

I  was  dissatisfied  with  the  draft  report  because  the  draft  report 
I  felt  didn't  have  the  proper  alignment  of  authority  and  account- 
ability. For  example,  in  the  Navy,  if  an  admiral  is  out  commanding 
a  fleet,  that  admiral  ought  to  be  responsible  for  spending.  You  can't 
have  one  admiral  on  shore  responsible  for  the  spending  and  an  ad- 
miral who  is  actually  managing  the  operation  not  responsible.  So 
you  have  got  to  align  them.  We've  got  to  align  them  in  our  agen- 
cies. 
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Agencies  have  got  to  get  out  of  the  mindset  that  anti-deficiency, 
good  financial  management  is  a  matter  of  the  accountants  or  the 
budget  people  out  in  the  backyard  or  something.  It's  everyone's  re- 
sponsibility. As  part  of  that,  all  of  us  have  got  to  understand  that 
there  are  repercussions  for  violating  this  Act. 

I  look  at  this  Committee  room  where  I  have  been  before  for  the 
Department  of  Agriculture.  I  look  at  the  Federal  government, 
where  financial  systems  aren't  the  best  in  the  world.  But  there 
aren't  these  violations  of  Anti-deficiency,  because  there  is  this  pan- 
demic, prevalent  consciousness  that  you  don't  violate  this  law.  We 
have  recommended  to  the  Mayor  that  these  agency  heads  who  have 
violated  the  Anti-Deficiency  Act  be  referred  to  the  IG  for  her  steps 
that  she'll  take  on  the  enforcement  end.  For  those  managers  who 
are  in  the  financial  organization,  with  the  powers  I  now  have  at 
my  disposal  I  will  take  appropriate  action  as  well. 

So  that  is  what  we  are  doing,  Mr.  Chairman,  in  the  area  of  budg- 
et execution,  enforcement,  management  control  as  reflected  in  the 
1995  audit  and  as  they  are  required  I  think  by  the  Anti-Deficiency 
Act.  I'll  be  happy  to  answer  any  of  your  questions  or  the  questions 
of  the  Members  of  the  Committee  as  well. 

PREPARED  STATEMENT  OF  ANTHONY  WILLIAMS,  CHIEF  FINANCIAL 

OFFICER 

[The  prepared  statement  of  Mr.  Williams  follows:] 
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GOOD  MORNING.    MY  NAME  IS  ANTHONY  WILLIAMS  AND  I  AM  HERE  TODAY 
TO  TESTIFY  ABOUT  THE  1995  FINANCL«lL  RESULTS,  THE  AUDIT  THEREON.  AND 
THE  ANTI-DEnCIENCY  VIOLATIONS  WHICH  OCCURRED  DURING  1995.    1995  HAD 
DECIDEDLY  MIXED  RESULTS.   THE  DEFICIENCY  WAS  REDUCED  FROM  $335 
MILLION  IN  FY94  TO  $54  MILLION.  BUT  THE  AUDIT  OPINION  WAS  QUALIFIED 
FOR  THE  FIRST  TIME  SINCE  THE  EARLY  DAYS  OF  HOME  RULE,  BECAUSE  OF  AN 
INABILITY  TO  VERIFY  BUSINESS  TAX  AND  WATER  AND  SEWER  UTILITY 
ADMINISTRATION  RECEIVABLES.   OVERSPENDING  AGAINST  THE 
APPROPRL\TION  WAS  REDUCED  FROM  $115  MILLION  IN  FY94  TO  $81  MILLION. 
BUT  SIGNIFICANT  REVENUE  SHORTFALLS  OCCURRED.   OVERSPENDING  IN 
TOTAL  WAS  ACTUALLY  LESS  THAN  THE  MEDICAID  SHORTFALL  OF  $96 
MILLION.  BUT  SIGNfflCANT  CASH  SHORTFALLS  CONTINUE.   THE  NUMBER  OF 
ANTI-DEFICIENCY  VIOLATIONS  WAS  REDUCED  FROM  12  IN  FY94  TO  6.  BUT  TOO 
MANY  AGENCIES  STILL  OVERSPENT  THEIR  BUDGETS. 

ANTI-DEFICIENCY  VIOLATIONS 

WHILE  THERE  WAS  SOME  PROGRESS  IN  1995.  MUCH  REMAINS  TO  BE 

ACCOMPLISHED.     THE  FOLLOWING  AGENCIES  CAUSED  THEIR  APPROPRL^TION 

TITLE  TO  OVERSPEND  DURING  1995: 

o  HUMAN  SERVICES  $69  MILLION  (MEDICAID  $93  MILLION) 

o  PUBLIC  SCHOOLS  $13  MILLION  (OVERTIME/PERSONAL  SERVICES  COSTS) 

o  ADMINISTRATIVE  SERVICES  $6  MILLION  (ENERGY/PERSONAL 

SERVICES) 
0  CONSUMER  &  REGULATORY  AFFAIRS  $.4  MILLION 

o  INTEREST  ON  SHORT  TERM  BORROWING  $9  MILLION 

0  REPAYMENT  OF  DEBT  $.7  MILLION 
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AGENCY  EXPLANATIONS  OF  OVERSPENDING  IN  THESE  AREAS  WERE 
SOLICITED  IN  EARLY  FEBRUARY.  AND  HAVE  BEEN  REVIEWED  BY  THE  OFRCE  ^ 
OF  THE  CONTROLLER. 

WITH  REGARt)  TO  THE  DEPARTMENTS  OF  HUMAN  SERVICES  AND 
ADMINISTRATIVE  SERVICES,  AGENCY  MANAGERS  FAILED  TO  MAKE 
OPERATIONAL/POLICY  CHANGES  TO  ACHIEVE  NECESSARY  SAVINGS  TO  MEET 
BUDGET.   IN  THE  CASE  OF  HUMAN  SERVICES.  THE  MEDICAID  SHORTFALL  OF 
$96  MILLION  WAS  NOT  OVERCOME.  ALTHOUGH  $24  MILLION  IN 
UNDERSPENDING  ELSEWHERE  IN  THE  AGENCY  DID  PARTL\LLY  OFF-SET  THE 
MEDICAID  OVER-RUN. 

DC.  PUBLIC  SCHOOLS.  FOR  THE  SECOND  CONSECUTIVE  YEAR,  ALSO 
OVERSPENT. 

DISTRICT- WIDE,  INTEREST  AND  DEBT  SERVICE  COSTS  WERE  OVERSPENT  AS  A 
RESULT  OF  THE  CONTINUING  CASH  SHORTFALL  AND  THE  RESULTANT  NEED  TO 
BORROW  MUCH  LARGER  AMOUNTS  THAN  EXPECTED.  EARLIER  IN  THE  RSCAL 
YEAR.   CITY  0FFICL4iLS  DID  NOT  REPROGRAM  TO  TRY  TO  COVER  THESE 
EXPENSES. 

THE  DEPARTMENT  OF  CONSUMER  AND  REGULATORY  AFFAIRS,  DUE  TO  A 
FAILURE  OF  INTERNAL  AGENCY  MONITORING.  OVERSPENT  ONE  OF  THEIR 
GRANTS  AND  NEGLECTED  TO  RECOVER  THE  FUNDS  TIMELY  THROUGH  A 
RELATED  GRANT. 

WITH  REGARD  TO  FY95  ANTI-DEFICIENCY  VIOLATIONS.  I  DO  NOT  ACCEPT  AT 
FACE  VALUE  THE  AGENCY  EXPLANATIONS  CONTAINED  IN  THE  DRAFT  REPORT 
THAT  I  SENT  TO  YOU  LAST  WEEK,  AND  AM  PREPARING  TO  TAKE  STRONG 
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ACTIONS  AGAINST  THOSE  INDIVIDUALS  GUILTY  OF  OVERSPENDING.   THE 
FINAL  REPORT  OF  ANTI-DEFICIENCY  VIOLATIONS  HAS  BEEN  COMPLETED.  AND 
SHOULD  BE  FORWARDED  TO  THE  PRESIDENT  AND  THE  CONGRESS  BY  THE  END 
OF  THIS  WEEK.   I  AM  ASKING  THE  DC.  INSPECTOR  GENERAL  TO  INVESTIGATE 
THESE  VIOLATIONS,  AND  DEPENDING  ON  THE  OUTCOME  OF  HER 
INVESTIGATION.  IF  ITIS  DETERMINED  THAT  AN  OFHCER  OF  THE  GOVERNMENT 
WILLFULLY  OVERSPENT.  THE  CASE  WILL  BE  REFERRED  TO  THE  DEPARTMENT 
OF  JUSTICE  FOR  PROSECUTION  UNDER  THE  FEDERAL  ANTI-DEHCIENCY 
STATUTE.   IN  THE  CASE  OF  FINANCL\L  PERSONNEL  RESPONSIBLE  FOR 
OVERSPENDING.  THE  CASE  WILL  BE  REFERRED  TO  MY  OFHCE  FOR 
APPROPRIATE  DISCIPLINARY  ACTION. 

AS  WE  MOVE  FORWARD  INTO  1996.  MY  OFFICE  IS  ACTIVELY  INVOLVED  IN 
INSTALLING  A  CULTURE  IN  WHICH  OVERSPENDING  IS  NOT  AN  OPTION. 

AUDU-roENTIFIED  INTERNAL  CONTROL  WEAKNESSES 

THE  FY95  AUDIT  DISCLOSED  NUMEROUS  WEAKNESSES  IN  INTERNAL  CONTROLS 
WHICH  WILL  REQUIRE  MUCH  MANAGEMENT  ATTENTION  AND  SIGNIHCANT 
nNANCL\L  RESOURCES  TO  RESOLVE.  THE  AUDIT  POINTED  TO  WEAKNESSES  IN 
THE  FOLLOWING  AREAS.  WHICH  MUST  BE  ADDRESSED: 

o         ELECTRONIC  DATA  PROCESSING  --  BOTH  IN  TERMS  OF  THE  RANGE  OF 

INCOMPATIBLE  SYSTEMS  IN  THE  DISTRICT  AND  THE  LACK  OF  SECURITY 
AND  ADEQUATE  ENVIRONMENTAL  CONDITIONS  FOR  THESE  SYSTEMS 

o  BUSINESS  TAX  SYSTEM  -  INACCURACIES  FOUND  IN  THIS  SYSTEM  AND 

FAILURE  TO  ADEQUATELY  TRACK  AND  COLLECT  RECEIVABLES 
CONTRIBUTED  TO  THE  QUALfflCATION  OF  THE  AUDITORS  REPORT 
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0  OBLIGATIONS,  PROCUREMENT.  DISBURSEMENTS  --  TIMELY  ENTERING  OF 

OBLIGATIONS  INTO  FMS,  AND  PAYMENT  FOR  SERVICES  WITHOUT  VALID 
CONTRACTS  CONTINUED  TO  BE  A  PROBLEM  IN  1995 

o  FIXED  ASSETS  ~  THE  GOVERNMENT  DOES  NOT  CURRENTLY  MAINTAIN 

AN  UPDATED  INVENTORY  OF  FDCED  ASSETS  a.E.   COMPUTERS. 
FURNITURE.  OTHER  EQUIPMENT) 

o  AFDC  AND  FOOD  STAMP  PROGRAMS  -  THE  DISTRICT  MUST  IMPROVE  ITS 

ABILITY  TO  MAINTAIN  COMPLETE  AND  ACCURATE  INFORMATION  ON 
RECIPIENTS.  AND  TO  ENSURE  THAT  DISBURSEMENTS  ARE  RECONCILED 
TO  CASELOAD  AND  PROPERLY  DOCUMENTED  WITH  THE  DEPARTMENTS 
OF  HEALTH  AND  HUMAN  SERVICES  AND  AGRICULTURE. 

AS  PROBLEMATIC  AS  THESE  INTERNAL  CONTROL  WEAKNESSES  ARE,  THE 
VIOLATIONS  OF  LAWS  AND  REGULATIONS  REPORTED  BY  THE  AUDITORS  ARE 
EVEN  MORE  SERIOUS.   DISTRICT  MONITORING  OF  AND  COMPLL4lNCE  WITH 
o  RESTRICTION  OF  PAYMENTS  TO  VENDORS  WITH  IRS  LIENS  AND  LEVIES; 

0  COURT  MANDATES.  PARTICULARLY  IN  THE  DEPARTMENT  OF 

CORRECTIONS  AND  THE  DEPARTMENT  OF  HUMAN  SERVICES; 
0  FEDERAL  GRANT  AUDIT  AND  REPORTING  REQUIREMENTS.  IN 

ACCORDANCE  WITH  0MB  CIRCULAR  A- 128; 
o  THE  DC.  PROCUREMENT  PRACTICES  ACT  OF  1985,  THE  VIOLATION  OF 

WHICH  HAS  LEAD  TO  MOST  OF  THE  SERIOUS  FINANCIAL  AND  CONTROL 

PROBliMS  THE  GOVERNMENT  IS  CURRENTLY  EXPERIENCING; 
o  THE  ANTI-DEnCIENCY  ACT; 

0  PROVISIONS  OF  THE  DC  CODE,  INCLUDING  THOSE  REGARDING 

TIMELY  PAYMENT  OF  VENDORS;  AND 
0  EPA  REGULATIONS  GOVERNING  THE  OPERATION  AND  EFFLUENT 
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DISCHARGE  OF  THE  BLUE  PLAINS  TREATMENT  FACELITY 
HAVE  ALL  BEEN  IDENTIFIED  AS  REQUIRING  CORRECTIVE  ACTIONS.   IN  THE 
AREAS  OF  IRS  LIENS.  COURT  MANDATES,  TIMELY  PAYMENT  OF  VENDORS, 
PROCUREMENT/CERTmCATION  OF  CONTRACTS,  AND  ANTl-DERCENCY 
VIOLATIONS.  I  HAVE  TAKEN  SEVERAL  ACTIONS  TO  PREVENT  OR  MITIGATE 
THESE  PROBLEMS,  AND  WHILE  PERMANENT,  LONG-TERM  SOLUTIONS 
CONTINUE  TO  BE  DEVELOPED.  SHORT-TERM  PROGRESS  HAS  BEEN  MADE. 

ACTIONS  TAKEN  TO  ESTABLISH  INTERNAL  CONTROLS 

SOON  AFTER  TAKING  OFHCE,  USING  THE  RESULTS  OF  THE  AUDITS  AND 
INTERNAL  INVESTIGATIONS,  I  ISSUED  SEVERAL  DIRECTIVES  TO  REMEDY  THE 
CHRONIC  PROBLEMS  OF  OVERSPENDING  AND  MISUSE  OF  FUNDS  CITY-WIDE. 

FINANCLVL  MANAGEMENT  AND  CONTROL  ORDER  96-01 

FINANCLVL  MANAGEMENT  AND  CONTROL  ORDER  96-01,  WHICH  I  ISSUED 
FEBRUARY  7,  1996,  BROUGHT  AGENCY  CONTROLLERS  DIRECTLY  UNDER  THE 
CONTROL  OF  THE  CFO.  AND  REQUIRES  THEM  TO  IMPLEMENT  PRACTICES 
CONSISTENT  WITH  THE  POLICIES  ESTABLISHED  BY  THE  OCFO.   THIS  ACTION  IS 
NECESSARY  TO  BUILD  A  CENTRALIZED  FDMANCLM-  CORE  OF  PROFESSIONALS 
WHO  REPORT  NOT  ONLY  TO  AGENCY  DIRECTORS,  BUT  TO  THE  CITY'S  CHIEF 
HNANCIAL  OFFICER  AS  WELL. 

FINANCIAL  MANAGEMENT  AND  CONTROL  ORDER  %^2 

FINANCIAL  MANAGEMENT  AND  CONTROL  ORDER  96-02,  ISSUED  FEBRUARY  21, 
1996,  NOTIFIED  AGENCY  CONTROLLERS  AND  DIRECTORS  THAT  ALL 
OBLIGATING  DOCUMENTS  MUST  BE  SUBMITTED  TO  THE  OFRCE  OF  THE 
CONTROLLER  FOR  CERTIHCATION.   REQUESTS  SUBMITTED  FOR  ITEMS  NOT 
CONSISTENT  WITH  PERFORMANCE  OF  THE  AGENCY'S  MISSION  WILL  BE 
REJECTED,  AND  SANCTIONS  IMPOSED  ON  THE  SPENDING  AUTHORITY  OF  THE 
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AGENCY  .    VIOLATIONS  OF  THE  DISTRICT'S  CONTRACTING/PROCUREMENT 
REGULATIONS,  SUCH  AS  EXCEEDING  AGENCY  CONTRACTING  AUTHORITY  BY 
SPLITTING  PROCUREMENTS  INTO  SMALLER  CONTRACTS  AND  ISSUANCE  OF 
CONTRACTS  OR  PURCHASE  ORDERS  BEFORE  THE  CORRECT  OBLIGATING 
DOCUMENTS  ARE  ENTERED  INTO  FMS,  WILL  ALSO  RESULT  IN  DISCIPLINARY 
ACTION  AGAINST  THE  AGENCY  PROCUREMENT  OR  CERTIFYING  OFFICER. 
USUALLY  THE  CONTROLLER. 

FINANCIAL  MANAGEMENT  AND  CONTROL  ORDER  96-03 

ON  MARCH  1 1  OF  THIS  YEAR,  I  ISSUED  FINANCL\L  MANAGEMENT  AND 
CONTROL  ORDER  NUMBER  96-03.  ENDING  THE  PRACTICE  OF  PAYING  VENDORS 
WITH  TAX  OR  OTHER  LIENS  AGAINST  THEM  AND  DISCONTINUING  THE 
ISSUANCE  OF  MANUAL  CHECKS  FOR  PAYMENT  OF  VENDORS  FOR  ALL  GOODS 
AND  SERVICES.  BOTH  PROBLEMS  CITED  IN  THE  FY95  AUDIT.   THE  ORDER  ALSO 
ESTABLISHED  RULES  GOVERNING  THE  PRIORITIZATION  OF  PAYMENTS. 

I  HAVE  ALSO  ASSUMED  RESPONSIBILITY  FOR  ALL  VENDOR  PAYMENTS. 
ESTABLISHING  A  COORDINATED  PROCESS  FOR  ALLOCATING  SCARCE  CASH 
RESOURCES  AMONG  VENDORS  WITH  VALID  CLAIMS  UPON  THE  DISTRICT.    A 
SET  OF  CASH  MANAGEMENT  PRIORITIES  HAS  BEEN  ESTABLISHED.  DM  WHICH 
MEETING  PAYROLL,  PAYING  OUT  ENTITLEMENT  BENEFITS,  AND  MAKING 
REQUIRED  DEBT  SERVICE  PAYMENTS  ARE  OF  THE  HIGHEST  PRIORITY.   IN 
MAKING  VENDOR  PAYMENTS.  THE  QUEUE  TAKES  INTO  ACCOUNT  WHETHER 
SERVICES  SLATED  FOR  PAYMENT  ARE  RELATED  TO  COURT  ORDERS.  THE 
RUNNING  OF  24.HOUR  FACILmES.  HIV/AIDS  PROGRAMS.  100  PERCENT 
FEDERALLY  FUNDED  PROJECTS.  CAPITAL  PROJECTS,  OR  RENT  AND  UTILITY 
PAYMENTS.   REVENUE-GENERATING  CONTRACTS  AND  IMMINENT  PUBLIC 
SAFETY  AND  HEALTH  ISSUES  ARE  ALSO  GIVEN  PRIORITY.   THROUGH  THIS 
CASH  MANAGEMENT  STRATEGY,  THE  CITY  IS  MAKING  PROGRESS.  AS  OF  MAY 
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6,  1996.  THE  DISTRICT  WAS  CURRENT  ON  ALL  VOUCHERS  IDENTIFIED  AS  \0Q9c 
FEDERAL  GRANTS  AND  AS  CAPITAL  THROUGH  APRIL  24TH.  ON  VOUCHERS  FOR 
24-HOUR  CARE  FACILITIES  THROUGH  APRIL  19TH,  ON  THE  MEDICAID  ROLL 
DATE  MARCH  3 1ST,  AND  ON  VOUCHERS  ENTERED  INTO  THE  SYSTEM  DATED 
THROUGH  MARCH  20TH. 

A  VENDOR  ASSISTANCE  CENTER  (VAC)  HAS  ALSO  BEEN  ESTABLISHED  TO 
PROVIDE  VENDORS  WITH  AS  MUCH  INFORMATION  AS  POSSIBLE.  AND  TO  HELP 
THEM  UNDERSTAND  THE  STATUS  OF  THEIR  CLAIM.   TOGETHER.  THE  VAC  AND 
VENDORS  HAVE  WORKED  WITH  DISTRICT  AGENCIES  TO  CLEAN-UP  FINANCL\L 
PAPERWORK  AND  EXPEDITE  RESOLUTION  OF  CLAIMS. 

RESOURCE  MANAGEMENT  GUTOANCE  %-01 

RESOURCE  MANAGEMENT  GUIDANCE  96-01,  WHICH  I  ISSUED  ON  FEBRUARY  28, 
1996.  ESTABLISHES  THE  APPORTIONMENT  LEVELS  FOR  AGENCIES.  PROVIDES 
STRICT  GUIDANCE  TO  AGENCY  CONTROLLERS  ON  THEIR  DUTIES  AND  THEIR 
ACCOUNTABILITY  UNDER  THE  FEDERAL  ANTI-DEHCIENCY  ACT,  REQUIRES  DUE 
r  ILIGENCE  CHECKS  BEFORE  OBLIGATING  FUNDS  IN  FMS  AND  PUTS  IN  PLACE  A 
SERIES  OF  CHECKS/CERTmCATIONS  IN  ORDER  TO  PREVENT  OVER-OBLIGATION 
OF  FUNDS,  REQUIRES  TIMELY  ENTERING  OF  OBLIGATIONS  INTO  FMS, 
ESTABLISHES  STANDARDS  AND  PROCEDURES  FOR  ENTERING  CONTRACTS  INTO 
THE  OBLIGATION  SYSTEM. 

THIS  GUIDANCE  WAS  DESIGNED  TO  MAKE  APPORTIONMENT  POLICY  MORE 
CONSISTENT  WITH  THE  OPERATING  NEEDS  OF  DISTRICT  AGENCIES.   THE 
REVISED  POUCY  WAS  WRITTEN  TO  TAKE  INTO  ACCOUNT  THE  NEEDS  OF 
AGENCIES  IN  EXECUTING  FULL- YEAR  CONTRACTS,  SEASONAL  VARIANCES  IN 
PERSONAL  SERVICES  EXPENDITURES,  AND  THE  NEEDS  OF  SPECfflC  AGENCIES 
IN  DETERMINING  HOW  FEDERAL  GRANT  DOLLARS  ARE  DRAWN  DOWN  AND 
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EXPENDED  THROUGHOUT  THE  YEAR.   THE  APPORTIONMENT  PROCESS, 
HOWEVER.  IS  ALSO  DESIGNED  TO  PREVENT  OVERSPENDING  OF  GRANT 
DOLLARS  AND  OBLIGATION  OF  FUNDS  BEFORE  THEY  ARE  COLLECTED, 
WHETHER  THEY  ARE  ASSOCL\TED  WITH  GRANTS  OR  WITH  OTHER  REVENUE 
SOURCES. 

PROGRESS  ON  SPENDING  TO  DATE 

I  HAVE  IMPLEMENTED  TIGHT  APPORTIONMENT  CONTROLS  IN  FY96.  THESE 
MEASURES  WERE  SUCCESSFUL  IN  CONTROLLING  SPENDING  IN  THE  FIRST  FIVE 
MONTHS  OF  FY96.   DC.  GOVERNMENT-WIDE  SPENDING,  AS  REPORTED  IN  THE 
FINANCL\L  MANAGEMENT  SYSTEM,  THROUGH  THE  END  OF  MARCH  1996  WAS 
$1,768.9  MILLION.   THIS  LEVEL  IS  $295  MILLION.  OR  14  PERCENT.  LESS  THAN 
FY95  SPENDING  FOR  THE  SAME  SD(-MONTH  PERIOD  OF  $2,063.8  MILLION.  AND 
REPRESENTS  35  PERCENT  OF  THE  FY%  CONFERENCE  COMMITTEE  MARK  OF 
$4,994.0  MILLION.   AT  THE  SAME  TIME  LAST  YEAR  (FY95).  THE  DISTRICT  HAD 
SPENT  41%  OF  THE  FY95  ACTUAL  EXPENDITURES  OF  $5032.6  MILLION. 

BUDGET  EXECUTION  TEAM 

I  HAVE  ALSO  ESTABLISHED  A  TEAM  WITHIN  THE  BUDGET  OFFICE  DEDICATED 
TO  BUDGET  EXECUTION  AND  REPORTING.  THIS  GROUP  WILL  CLOSELY 
MONITOR  AGENCY  SPENDING  AND  REVENUE  COLLECTIONS.  ENSURE  THAT 
USEFUL  FINANCIAL  MANAGEMENT  REPORTS  ARE  PREPARED  THAT  COMPARE 
SPENDING  AND  CURRENT  APPORTIONMENTS  WITH  PROJECTED  SPENDING  TO 
YEAR-END.  AND  ALERT  SENIOR  DISTRICT  OFHCIALS  OF  POTENTIAL  YEAR-END 
OVER-SPENDING  AND  OPTIONS  FOR  RESOLUTION.  THIS  MECHANISM  HAS  BEEN 
DESIGNED  TO  PROVIDE  AN  EARLY  WARNING.  AND  AN  OPPORTUNITY  FOR 
PROACTIVE  MEASURES  TO  CURTAIL  SPENDING. 

THE  TEAM  FORMED  IN  FEBRUARY  1996.  AND  HAS  PREPARED  GUIDANCE  FOR 
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AGENCIES  ON  REVISED  MONTHLY  FINANCIAL  REPORTING  REQUIREMENTS. 
THE  MORE  STRINGENT  AND  DETAILED  REPORTING  REQUIREMENTS  HAS 
ENCOURAGED  AGENCY  CONTROLLERS  TO  MORE  CLOSELY  MONITOR  THEIR 
AGENCY'S  SPENDING  AND  USE  OF  RESOURCES. 

THE  TEAM  HAS  ALREADY  PREPARED  A  PRELIMINARY  REPORT  FOR  ME  ON 
AGENCY  SPENDING  THROUGH  MARCH  31.  1996,  WITH  PROJECTIONS  TO  YEAR- 
END.  A  REPORT  ON  SPENDING  AND  REVENUE  COLLECTIONS  THROUGH  APRIL 
30,  1996  SHOULD  BE  COMPLETED  BY  THE  THIRD  WEEK  OF  MAY. 

BY  THE  END  OF  THE  FOURTH  QUARTER,  THE  BUDGET  EXECUTION  TEAM  PLANS 
TO  IMPLEMENT  AN  AUTOMATED  SYSTEM  FOR  AGENCY  ENTRY  OF 
EXPENDITURE  AND  REVENUE  FORECAST  DATA.  CENTRAL  OFFICE  ANALYSIS. 
AND  REPORTING  OF  FINDINGS.   THE  NEW  SYSTEM  SHOULD  PROVIDE 
MANAGERS  AND  POLICY  MAKERS  WITH  MORE  DETAILED  AND  USEFUL 
INFORMATION  ON  EXPENDITURE  TRENDS,  AS  WELL  AS  TRACKING  OF  ON- 
BOARD STRENGTH  AND  MONITORING  OF  ONGOING  AGENCY-LEVEL  SAVINGS 
•MTITATIVES. 

IN  CASES  WHERE  AGENCIES  ARE  PROJECTED  TO  OVERSPEND,  THE  BUDGET 
EXECUTION  TEAM  WILL  BE  IN  CLOSE  CONTACT  WITH  AGENCY  HEADS  AND 
INVOLVED  IN  PREPARING  AND  HELPING  AGENCY  OFHCIALS  IMPLEMENT  COST- 
SAVING  MEASURES  TO  BRING  THE  AGENCY  IN  WITHIN  BUDGET  AND,  IN 
EXTREME  CASES,  WILL  REDUCE  AGENCY  SPENDING  AUTHORITY  IN  FMS, 
WITHDRAW  CERTIFYING  AUTHORITY  FROM  AGENCY  OFFICIALS,  OR  REMOVE 
FINANCL\L  OFFICERS  FROM  DUTY  AND  TAKE  CONTROL  OF  FINANCL^L 
OPERATIONS.   THE  TEAM  HAS  ALREADY  STARTED  MEETING  WITH  AGENCIES 
PROJECTED  TO  OVERSPEND  IN  FY%,  AND  IS  PREPARING  REMEDIAL  ACTIONS 
AS  APPROPRL\TE. 
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CERXmCATION  TEAM 

I  HAVE  ALSO  ESTABLISHED  A  CERTIFICATION  TEAM  IN  THE  OFFICE  OF  THE 
CONTROLLER  TO  REVIEW  AND  CERTIFY  ALL  OBLIGATING  DOCUMENTS  PRIOR 
TO  THEIR  EXECUTION,  AND  REVIEW  OF  ALL  VOUCHERS  PRIOR  TO  PAYMENT. 
THIS  MEASURE  GIVES  SOME  ASSURANCE  THAT  ONLY  NECESSARY  AND 
APPROPRL\TE  OBLIGATIONS  ARE  ENTERED  INTO.  AND  ACTUAL  PAYMENTS  ARE 
APPROPRL^iTE  AND  IN  ACCORD  WITH  THEIR  OBLIGATING  DOCUMENTS. 

IN  DECEMBER  1995.  THE  FIRST  PHASE  OF  THE  PROJECT  WAS  IMPLEMENTED. 
INVOLVING  THE  REVIEW  OF  ALL  CONTRACTS  PRIOR  TO  EXECUTION.   THIS 
PROVIDES  AN  ADDITIONAL  CHECK.  OUTSIDE  OF  THE  NORMAL  PROCESS  WITHIN 
THE  DEPARTMENT  OF  ADMINISTRATIVE  SERVICES.  BEFORE  CONTRACTS  ARE 
TRANSMITTED  TO  THE  DCFRA  FOR  APPROVAL.   THIS  REVIEW  STRUCTURE  WILL 
ENSURE  THAT  CONTRACTS  ARE  NECESSARY  TO  CARRY  OUT  THE  AGENCY'S 
MISSION,  FULLY  DOCUMENTED.  AND  THAT  ADEQUATE  AUTHORITY  EXISTS  TO 
ENCUMBER  THE  FULL  AMOUNT  OF  THE  CONTRACT  IN  FMS.   AN  ESSENTIAL 
PART  OF  THIS  REVIEW  IS  ENSURING  THAT  ALL  CONTRACTS  HAVE  LANGUAGE 
THAT  WILL  ALLOW  THE  DISTRICT  TO  CANCEL  THEM  WITHOUT  PENALTY  FOR 
LACK  OF  APPROPRL\TION  AUTHORITY  OR  FOR  NON-PERFORMANCE  OF  THE 
CONTRACTOR.  \  ^ 

IN  FEBRUARY  1996.  PHASE  TWO  OF  THE  CERTIFICATION  PROJECT  WAS 
IMPLEMENTED,  REQUIRING  THE  REVIEW  OF  ALL  OBLIGATING  DOCUMENTS  BY 
THE  CERTIFICATION  TEAM  PRIOR  TO  EXECUTION.   THIS  REVIEW  PROCESS  WILL 
AGAIN  ENSURE  THAT  EXPENDITURES  ARE  PROPER,  FULLY  DOCUMENTED,  AND 
WITHIN  APPROPRL\TED  AUTHORITY.   IN  THE  CASE  OF  ALL  OBUGATING 
DOCUMENTS,  I  HAVE  REQUIRED  THAT  AGENCY  CONTROLLERS  MUST 
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PERSONALLY  APPROVE  ANY  SUBMISSIONS.  AND  ENSURE  THAT  THE 
SUBMISSIONS  MEET  CLEARLY  DELINEATED  PROCUREMENT/PAYMENT 
PRACTICES. 

PHASE  THREE  SHOULD  BE  IMPLEMENTED  IN  THE  THIRD  QUARTER  OF  FY96. 
WHEN  THE  TEAM  WILL  BEGIN  REVIEWING  AND  CERTIFYING  ALL  VOUCHERS 
PRIOR  TO  PAYMENT  TO  ASSURE  ONLY  PROPER  PAYMENTS  ARE  MADE,  FOR 
QUALITY  GOODS  AND  SERVICES  ACTUALLY  RECEIVED  BY  THE  DISTRICT. 

UNFUNDED  OBLIGATIONS 

THE  ADMINISTRATION  RECOGNIZES  THAT  THE  DISTRICT  HAS  INCURRED 
SIGNIFICANT  UNFUNDED  OBLIGATIONS  AND  IS  COMMITTED  TO  REVISING 
PRACTICES  AND  POLICIES  THAT  WILL  CORRECT  THE  Sn  JATION.   CAPITAL 
PROJECTS  AND  THE  OVER-BOOKING  OF  INDIRECT  COSTS  AGAINST  THE 
EXPECTED  RECEIPT  OF  GRANTS  ARE  CRITICAL  ISSUES  BEING  IMMEDL\TELY 
ADDRESSED. 

'HE  ADMINISTRATION  IS  PROPOSING  TO  THE  CITY  COUNCIL  AND  THE 
aUTHORFTY  a  COMPREHENSIVE  REVISION  IN  THE  CAPITAL  PROJECTS 
APPROVAL  AND  FINANCING  METHODOLOGY.   PREVIOUSLY.  THERE  HAS  NOT 
BEEN  A  CLEAR  LINK  BETWEEN  AUTHORIZATION  OF  CAPITAL  PROJECTS. 
FINANCING.  AND  CREATION  OF  BUDGET  AUTHORITY.  THERE  ARE  INSTANCES 
IN  WHICH  AN  UNFINANCED  CAPITAL  PROJECT  MAY  HAVE  FTES  ON  BOARD  AND 
BE  INCURRING  COST  WTTHOUT  PROPER  BUDGET  AUTHORITY  OR  FINANCING. 
THE  RESULT  IS  A  STRAIN  ON  CASH  AND  THE  OPERATING  BUDGET.   I  AM 
MOVING  FORWARD  WITH  A  PROCESS  TO  MORE  CLOSELY  MONFTOR  THE 
CAPITAL  BUDGET  AND  EXPENDITURES  AGAINST  BUDGET  AUTHORITY  THAT  IS 
NOT  PROPERLY  FINANCED.  BY  LINKING  THE  CREATION  OF  AUTHORITY  IN  FMS 
TO  FINANCING  AGREEMENTS  AND  AUTHORIZATION  OF  THE  PROJECT. 
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IN  THE  CASE  OF  GRANTS  MANAGEMENT,  THE  PROBLEM  HAS  BEEN  ONE  OF 
FAILING  TO  MAKE  TIMELY  ASSESSMENT  OF  INDIRECT  COSTS  TO  AGENCIES. 
MANY  FEDERAL  GRANTS  TAKE  INTO  ACCOUNT  CENTRAL  ADMINISTRATIVE 
COSTS  IN  GRANT  AWARDS.   SIMPLY.  CENTRAL  AGENCY  INDIRECT  COST 
SPENDING  WAS  NEVER  LINKED  TO  INDIRECT  COST  REVENUES  RECEIVED  FROM 
AGENCIES.   IN  MARCH,  I  IMPLEMENTED  THE  GRANT  INDIRECT  COSTS 
RECOVERY  PROJECT.  TO  ESTABLISH  GOVERNMENT- WIDE  POLICIES  ON 
RECOVERY  AND  USE  OF  INDIRECT  COSTS.  THE  PROJECT  IS  MONITORING  THE 
BILLING  OF  INDIRECT  COSTS  FOR  FY96  --  ASSESSMENTS  FOR  100%  OF  INDIRECT 
COSTS  WERE  SENT  TO  AGENCIES  LAST  WEEK  --  AND  IT  IS  INTENDED  THAT 
INDIRECT  COST  RECOVERY  WILL  BE  INCLUDED  IN  FUTURE  AGENCY  AND 
CENTRAL  BUDGETS.  TO  ENSURE  FULL  RECOVERY  A>JD  MONITORING  OF  THE 
USE  OF  THESE  FUNDS  IN  ACCORDANCE  WITH  FEDERAL  GUIDELINES. 

COMPLIANCE 

THE  OFHCE  OF  THE  CONTROLLER,  THROUGH  THE  CERTIHCATION  TEAM.  IS 
MONITORING  AGENCY  ACTIONS  FOR  COMPLIANCE  WITH  EXISTING  LAWS    THE 
AUDIT  QTED  PROCUREMENT  AND  PAYMENT  PROCEDURES  OCCURRING  ON  THE 
AGENCY  LEVEL  THAT  ARE  IN  CLEAR  CONFLICT  WITH  THE  LAWS  AND 
STANDARDS  OF  THE  DISTRICT  OF  COLUMBL\  (E.G.  PAYMENT  USING  MANUAL 
CHECKS  AND/OR  ISSUANCE  OF  CONTRACTS  OR  PURCHASE  ORDERS  BEFORE 
OBLIGATING  DOCUMENTS  ARE  ACCEPTED  IN  FMS,  PAYMENTS  TO  VENDORS 
WITHOUT  VALID  CONTRACT,  INAPPROPRIATE  USE  OF  VOUCHERS  AND 
BLANKET  PURCHASE  ORDERS).   THE  CONTROLLER  HAS  ISSUED  GUff)ANCE  TO 
AGENCY  CONTROLLERS  MAKING  CLEAR  PRACTICES  THAT  WILL  NOT  BE 
TOLERATED.   IRREGULARITIES  THAT  SIGNAL  POTENTIAL  FRAUD  AND  ABUSE 
WILL  BE  NOTED  AND  REFERRED  TO  THE  OFFICE  OF  THE  INSPECTOR  GENERAL 
FOR  RESOLUTION. 
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IN  ADDITION,  I  AM  MOVING  TO  ESTABLISH  A  PROCESS  OF  IMPLEMENTING  AND 
MONITORING  PROGRESS  ON  PAST  AUDIT  RECOMMENDATIONS  TO  IMPROVE 
INTERNAL  CONTROL  MECHANISMS  AND  COMPLIANCE  WITH  LAWS  AND 
STANDARDS  OF  PRACTICE. 

CONTROLLER'S  COUNCIL 

SHORTLY  AFTER  COMING  ON-BOARD,  I  ESTABLISHED  AN  INFORMAL 
CONTROLLER'S  COUNCIL,  BASED  AROUND  A  WEEKLY  MEETING  OF  THE  CFO, 
THE  DC.  CONTROLLER,  AND  BIG  AGENCY  CONTROLLERS.   THIS  IS  ALSO 
SOMETIMES  EXPANDED  TO  INCLUDE  ALL  D.C.  AGENCY  CONTROLLERS.   THE 
PURPOSE  OF  THE  COUNCIL  IS  TO  IMPROVE  COORDINATION  OF  DISTRICT- WIDE 
FINANCL^lL  management,  by  SHARING  KNOWLEDGE  AND  BEST  PRACTICES 
AND  PROVIDING  AN  AVENUE  FOR  OPEN  COMMUNICATION  BETWEEN  AGENCY 
CONTROLLERS,  WHO  KNOW  BEST  THE  SITUATION  FACED  BY  THEIR  AGENCIES, 
AND  THE  CFO,  WHO  MUST  BE  AWARE  OF  AND  BALANCE  COMPETING  NEEDS  OF 
VARIOUS  AGENCIES  CITY-WIDE.   THE  COUNCIL,  BY  PROVIDING  A 
PROFESSIONAL  FORUM,  WILL  ALSO  ENHANCE  CONTROLLERS'  SENSE  OF 
IWNERSHIP  AND  RESPONSIBILITY  FOR  WISE  RESOURCE  MANAGEMENT.   THIS 
GROUP  WILL  FORM  THE  CORE  OF  A  NEW  CADRE  OF  FINANCE  PROFESSIONALS  1 
HOPE  TO  CREATE  IN  THE  DISTRICT. 

I  AM  CONTINUING  MY  REVIEW  AND  ASSESSMENT  OF  THE  DISTRICT'S 
FINANCL\L  CONDITION  AND  THE  ACTIONS  NECESSARY  TO  BRING  NECESSARY 
CONTROLS  INTO  THE  SYSTEM.   WE  HAVE  ACCOMPLISHED  A  LOT  IN  A 
RELATIVELY  SHORT  TIME  TO  UNDO  YEARS  OF  ABUSE,  BUT  MORE  REMAINS  TO 
BE  DONE.   I  LOOK  FORWARD  TO  WORKING  WITH  YOU  AND  I  AM  READY  TO 
ANSWER  ANY  QUESTIONS  YOU  MAY  HAVE. 


13 


30 

Mr.  Walsh.  Thank  you  very  much  for  your  testimony.  We'll  come 
back  to  you  after  the  last  witness  and  ask  some  questions. 
Ms.  Avant. 

Opening  Statement  of  Angela  Avant,  Inspector  General 

Ms.  Avant.  Good  morning,  Chairman  Walsh,  and  Members  of 
the  House  Committee  on  Appropriations,  Subcommittee  on  the  Dis- 
trict of  Columbia.  My  name  is  Angela  Avant.  I  am  pleased  to  ap- 
pear before  you  today  to  give  testimony  on  the  Anti-Deficiency  Act 
and  my  plans  to  utilize  it  as  it  applies  to  the  District  of  Columbia 
government,  and  my  plans  to  assist  the  government  in  correcting 
and/or  improving  deficiencies  in  operations,  financial  controls,  prac- 
tices and  procedures,  enhancing  accountability,  and  above  all,  en- 
suring compliance  with  laws  and  regulations  governing  the  activi- 
ties, conduct,  and  performance  of  government  agencies,  employees, 
and  contractors. 

The  Anti-Deficiency  Act  states  that  an  officer  or  employee  of  the 
United  States  Government  or  of  the  District  of  Columbia  govern- 
ment may  not  make  or  authorize  an  expenditure  or  obligation  ex- 
ceeding an  amount  available  in  an  appropriation  or  fund  for  the  ex- 
penditure or  obligation.  The  Home  Rule  Act  further  states  that  no 
amount  may  be  obligated  or  expended  by  any  officer  or  employee 
of  the  District  of  Columbia  government  unless  such  amount  has 
been  approved  by  an  Act  of  Congress.  And  then,  only  according  to 
such  Act. 

FOCUS  OF  THE  OFFICE  OF  INSPECTOR  GENERAL 

Further,  as  you  are  aware,  the  1995  annual  financial  audit  re- 
ports clearly  identified  a  number  of  internal  control  weaknesses, 
areas  of  potential  opportunity  for  the  occurrence  of  fraud,  waste, 
and  abuse,  and  potential  violations  of  the  Anti-Deficiency  Act.  To 
address  these  matters,  the  operating  plan  of  my  office  will  focus  on 
establishing  systems  of  accountability,  enhancing  fiscal  integrity 
and  operational  efficiency,  identifying  fraudulent  activities,  and 
eliminating  the  deficiencies  which  allowed  the  activities  to  occur, 
all  of  which  are  relevant  to  the  requirements  of  the  act. 

KEY  AREAS  OF  CONCERN  FOR  INSPECTOR  GENERAL 

Based  on  the  knowledge  I  have  obtained  during  the  past  three 
months,  the  key  areas  of  concern  initially  are  eliminating  or  attack- 
ing fraud,  waste  and  abuse,  cost  containment,  and  revenue  en- 
hancement. Accordingly,  our  activities  for  the  next  few  months  will 
be  prioritized  based  upon  the  premises  stated  above,  which  include 
audits  and  investigations  of  significant  and/or  frequent  government 
contractors,  results  of  the  payroll  payouts,  tax  billings  and  collec- 
tions processes  at  DFR,  allegations  regarding  inadequate  or  inap- 
propriate contractor  services  at  various  government  agencies,  inter- 
nal control  weaknesses,  and  violations  of  laws  and  regulations  cited 
in  the  external  auditor's  reports,  including  but  not  limited  to  the 
Anti-Deficiency  Act. 
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MANUAL  CHECKS  ISSUE/DETAILED  AUDIT 

It  should  be  noted  that  a  detailed  audit  of  the  manual  checks 
issue  is  already  in  process. 

REFERRALS  TO  THE  U.S.  ATTORNEY 

I  believe  the  results  of  the  comprehensive  investigations  and  au- 
dits to  be  conducted  by  my  office  will  clearly  provide  the  guidance 
and  direction  needed  to  correct  the  deficiencies  noted  in  prior  years 
and  other  allegations  of  fraud,  waste  and  abuse.  If  intentional  and 
willful  violations  of  laws  and  regulations  are  uncovered,  they  will 
be  referred  to  the  United  States  Attorney's  Office  for  prosecution. 

RECENT  REPORTS  ON  VIOLATIONS  OF  THE  ANTI-DEFICIENCY  ACT 

Let  me  now  turn  to  the  recent  reports  on  the  matter  of  the  Anti- 
Deficiency  Act  particularly,  as  presented  by  Peat  Marwick  and  the 
Chief  Financial  Officer  of  the  District  of  Columbia.  The  Peat 
Marwick  report  states  that  the  District's  general  purpose  financial 
statements  state,  in  note  IE,  that  appropriated  actual  expenditures 
and  uses  may  not  legally  exceed  appropriated  budget  expenditures 
and  uses  at  the  functional  level.  An  unfavorable  balance  in  the 
budgetary  statement  for  an  expenditure  or  other  financing  use  is 
a  violation  of  the  Anti-Deficiency  Act.  The  District  reported  unfa- 
vorable balances  in  the  budgetary  statement  for  several  functions, 
such  as  Governmental  Direction  and  Support. 

The  CFO's  draft  report  to  the  Mayor,  received  yesterday  by  my- 
self, on  this  matter  states  that  four  government  agencies  and  two 
operations  were  in  violation  of  the  Act  and  that  he  is  recommend- 
ing that  action  be  taken  by  the  Inspector  General,  as  he  stated,  to 
investigate  violations  in  the  agencies.  Accordingly,  that  work  will 
be  undertaken. 

DEVELOPMENT  OF  FRAUD,  WASTE  AND  ABUSE  DETERRENCE 
EDUCATION  PROGRAM 

It  should  be  noted  that  the  Peat  Marwick  audit  report  cited  other 
violations  of  laws  and  regulations  which  will  also  be  investigated 
and  referred  as  appropriate.  In  addition,  the  Office  of  the  Inspector 
General  will  be  developing  a  fraud,  waste  and  abuse  deterrence 
education  program.  This  program  will  include  the  creation  of  a  code 
of  conduct  for  District  government  employees,  ethics  training,  and 
the  introduction  of  a  revamped  hotline  and  awareness  of  the  impli- 
cations of  non-compliance  with  laws  and  regulations. 

18-MONTIi  STUDY  PERIOD  OF  KEY  GOVERNMENT  OPERATIONS 

The  comprehensive  operating  plan  of  the  Office  of  the  Inspector 
General  will  result  in  the  review  of  key  areas  in  all  aspects  of  the 
government's  operations  over  an  18-month  period.  The  plan  in- 
cludes the  collaboration  with  other  law  enforcement  and  investiga- 
tive and  audit  units  to  avoid  duplication  of  efforts,  to  maximize  in- 
vestigative resources  and  audit  coverage,  and  ensure  that  internal 
control  weaknesses  in  areas  of  vulnerability  are  eliminated. 
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NEED  TO  HIRE  SUFFICIENT  STAFF 


The  plan  which  I  have  outHned  is  aggressive  and  achievable,  but 
only  with  the  right  resources.  Accordingly,  it  is  critical  that  we 
have  the  opportunity  to  hire  sufficient  staff  in  order  to  execute  the 
program  I  have  described.  I  recognize  the  challenges  and  opportu- 
nities which  continue  to  await  me  as  I  am  experiencing  them  first 
hand.  But  moreover,  I  do  look  forward  to  further  demonstrating 
that  the  Office  of  the  Inspector  General  is  an  independent,  value- 
added  component  of  the  District  of  Columbia  government.  Thank 
you. 

PREPARED  STATEMENT  OF  ANGELA  AVANT,  INSPECTOR  GENERAL 

[The  prepared  statement  of  Ms.  Avant  follows:] 
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TESTIMONY  OF 

ANGELA  L.  AVANL  INSPECTOR  GENERAL 

OF 

THE  DISTRICT  OF  COLUMBIA 

BEFORE 

THE  UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

COMMIHEE  ON  APPROPRIATIONS  - 

SUBCOMMIHEE  ON  THE  DISTRICT  OF  COLUMBIA 

REGARDING  THE 

FY  1995  INDEPENDENT  AUDIT  AND  RELATED  FINDINGS 

MAY  9,  1996 
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GOOD   MORNING,  CHAIRMAN  WALSH  AND  MEMBERS  OF  THE 
SENATE  COMMIHEE  ON  APPROPRIATIONS  -  SUBCOMMIHEE  ON 
THE  DISTRICT  OF  COLUMBIA.   I  AM  PLEASED  TO  APPEAR  BEFORE 
YOU  TODAY  TO  GIVE  TESTIMONY  ON  THE  ANTI-DEFICIENCY  ACT 
AND  MY  PLANS  TO  UTILIZE  IT  AS  IT  APPLIES  TO  THE  DISTRICT  OF 
COLUMBIA  GOVERNMENT,  AND  MY  PLANS  TO  ASSIST  THE 
GOVERNMENT  IN  CORRECTING  AND  /OR  IMPROVING 
DEFICIENCIES  IN  OPERATIONS,  FINANCIAL  CONTROLS, 
PRACTICES  AND  PROCEDURES,  ENHANCING  ACCOUNTABILITY, 
AND  ABOVE  ALL  ENSURING  COMPLIANCE  WITH  LAWS  AND 
REGULATIONS  GOVERNING  THE  ACTIVITIES,  CONDUCT  AND 
PERFORMANCE  OF  GOVERNMENT  AGENCIES,  EMPLOYEES  AND 
CONTRACTORS. 
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THE  ANTI-DEFICIENCY  ACT  STATES  THAT:  AN  OFFICER  OR 
EMPLOYEE  OF  THE  UNITED  STATES  GOVERNMENT  OR  OF  THE 
DISTRICT  OF  COLUMBIA  GOVERNMENT  MAY  NOT  (A)  MAKE  OR 
AUTHORIZE  AN  EXPENDITURE  OR  OBLIGATION  EXCEEDING  AN 
AMOUNT  AVAILABLE  IN  AN  APPROPRIATION  OR  FUND  FOR  THE 
EXPENDITURE  OR  OBLIGATION.... 

THE  HOME  RULE  ACT  STATES  THAT:  NO  AMOUNT  MAY  BE 
OBLIGATED  OR  EXPENDED  BY  ANY  OFFICER  OR  EMPLOYEE  OF 
THE  DISTRICT  OF  COLUMBIA  GOVERNMENT  UNLESS  SUCH 
AMOUNT  HAS  BEEN  APPROVED  BY  ACT  OF  CONGRESS  AND 
THEN  ONLY  ACCORDING  TO  SUCH  ACT. 


36 

FURTHER,  AS  YOU  ARE  AWARE,  THE  1995  ANNUAL  FINANCIAL 
AUDIT  REPORTS  CLEARLY  IDENTIFIED  A  NUMBER  OF  INTERNAL 
CONTROL  WEAKNESSES,  AREAS  OF  POTENTIAL  OPPORTUNITY 
FOR  THE  OCCURRENCE  OF  FRAUD,  WASTE  AND  ABUSE,  AND 
POTENTIAL  VIOLATIONS  OF  THE  ANTI-DEFICIENCY  ACT.  TO 
ADDRESS  THESE  MAHERS,  THE  OPERATING  PLAN  OF  MY  OFFICE 
WILL  FOCUS  ON: 

•  ESTABLISHING  SYSTEMS  OF  ACCOUNTABILITY, 

•  ENHANCING  FISCAL  INTEGRITY,  AND  OPERATIONAL 
EFFICIENCY, 

IDENTIFYING  FRAUDULENT  ACTIVITIES  AND  ELIMINATING  THE 
DEFICIENCIES  WHICH  ALLOWED  THE  ACTIVITIES  TO  OCCUR,  ALL 
OF  WHICH  ARE  RELEVANT  TO  THE  REQUIREMENTS  OF  THE  ACT. 
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BASED  ON  THE  KNOWLEDGE  I  HAVE  OBTAINED  DURING  THE 
PAST  THREE  MONTHS,  THE  KEY  AREAS  OF  CONCERN  INITIALLY 
ARE: 

•  ELIMINATING/ATTACKING  FRAUD,  WASTE,  AND  ABUSE, 

•  COST-CONTAINMENT  AND  REVENUE  ENHANCEMENT. 
ACCORDINGLY,  OUR  ACTIVITIES  FOR  THE  NEXT  FEW  MONTHS 
WILL  BE  PRIORITIZED  BASED  ON  THE  PREMISES  STATED  ABOVE, 
WHICH  INCLUDE  AUDITS  AND  INVESTIGATIONS  OF  SIGNIFICANT 
AND/OR  FREQUENT  GOVERNMENT  CONTRACTORS,  RESULTS  OF 
THE  PAYROLL  PAYOUTS,  TAX  BILLINGS  AND  COLLECTIONS 
PROCESSES  AT  DFR,  ALLEGATIONS  REGARDING  RE: 
INADEQUATE/INAPPROPRIATE  CONTRACTOR  SERVICES  AT 
VARIOUS  GOVERNMENT  AGENCIES,   INTERNAL  CONTROL 
WEAKNESSES.  AND  VIOLATIONS  OF  LAWS  AND  REGULATIONS 
CITED  IN  THE  EXTERNAL  AUDITOR'S  REPORTS,  INCLUDING,  BUT 
NOT  LIMITED  TO  THE  ANTI-DEFIANCE  ACT. 
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I  BELIEVE  THE  RESULTS  OF  THE  COMPREHENSIVE  INVESTIGATIONS 
AND  AUDITS,  TO  BE  CONDUCTED  BY  MY  OFFICE,  WILL  CLEARLY 
PROVIDE  THE  GUIDANCE  AND  DIRECTION  NEEDED  TO 
CORRECT  THE  DEFICIENCIES  NOTED  IN  PREVIOUS  YEARS  AND 
OTHER  ALLEGATIONS  OF  FRAUD,  WASTE  AND  ABUSE.  IF 
INTENTIONAL  AND  WILLFUL  VIOLATIONS  OF  LAWS  AND 
REGULATIONS  ARE  UNCOVERED,  THEY  WILL  BE  REFERRED  TO  THE 
UNITED  STATES  AHORNEY'S  OFFICE  FOR  PROSECUTION. 

LET  ME  NOW  TURN  TO  THE  RECENT  REPORTS  ON  THE  MAHER  OF 
THE  ANTI-DEFICIENCY  ACT,  AS  PRESENTED  BY  PEAT  MARWICK 
AND  THE  CHIEF  FINANCIAL  OFFICER  OF  THE  DISTRICT  OF 
COLUMBIA.  THE  PEAT  MARWICK  REPORT  STATES  "THE  DISTRICT'S 
GENERAL  PURPOSE  FINANCIAL  STATEMENTS  STATE  IN  NOTE  1 E 
THAT  APPROPRIATED  ACTUAL  EXPENDITURES  AND  USES  MAY 
NOT  LEGALLY  EXCEED  APPROPRIATED  BUDGET  EXPENDITURES 
AND  USES  AT  THE  FUNCTION  LEVEL.  AN  UNFAVORABLE 
BALANCE  IN  THE  BUDGETARY  STATEMENT  FOR  AN  EXPENDITURE 
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OR  OTHER  FINANCING  USE  IS  A  VIOLATION  OF  THE  ANTI- 
DEFICIENCY  ACT.  THE  DISTRICT  REPORTED  UNFAVORABLE 
BALANCES  IN  THE  BUDGETARY  STATEMENT  FOR  THE  FOLLOWING 
FUNCTIONS:....   (IT  STATES  THE  FUNCTIONS,  I.E.,  GOVERNMENT 
DIRECTION  AND  SUPPORT,  ETC.) 

THE  CFO'S  DRAFT  REPORT  TO  THE  MAYOR,  RECEIVED 
YESTERDAY,  ON  THIS  MAHER  STATES  THAT  FOUR  GOVERNMENT 
AGENCIES  AND  TWO  OPERATIONS  WERE  IN  VIOLATION  OF  THE 
ACT  AND  THAT  HE  IS  "RECOMMENDING  THAT  ACTION  BE  TAKEN 
BY  THE  INSPECTOR  GENERAL  TO  INVESTIGATE  VIOLATIONS  IN 
THE  ...  (AGENCIES  PREVIOUSLY  CITED).  THE  CFO's  INITIAL  WORK 
INDICATES  THE  FOLLOWING: 
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-  DAS  $5998  explanation  incomplete 

-  DCRA  416  explanation  reasonable 

-  DCPS        13190  explanation  incomplete 

-  DHS         68829  explanation  reasonable 

-  S-T  Borrowing  8589  ??  no  comments  made 

-  repyt.  loans  &  int.    652  ??  no  comments  made 

IT  SHOULD  BE  NOTED  THAT  THE  PEAT  MARWICK  REPORTS  CITED 
OTHER  VIOLATIONS  OF  LAWS  AND  REGULATIONS  WHICH  WILL 
ALSO  BE  INVESTIGATED  AND  REFERRED  AS  APPROPRIATE. 

IN  ADDITION,  THE  OFFICE  OF  THE  INSPECTOR  GENERAL  WILL  BE 
DEVELOPING  A  FRAUD,  WASTE  AND  ABUSE  DETERRENCE 
EDUCATION  PROGRAM.  THIS  PROGRAM  WILL  INCLUDE  THE 
CREATION  OF  A  CODE  OF  CONDUCT  FOR  DISTRICT 
GOVERNMENT  EMPLOYEES,  ETHICS  TRAINING,  THE 
INTRODUCTION  OF  A  REVAMPED  HOTLINE,  AND  AWARENESS  OF 
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THE  IMPLICATIONS  OF  NON-COMPLIANCE  WITH  LAWS  AND 
REGULATIONS. 

THE  COMPREHENSIVE  OPERATING  PLAN  OF  THE  OFFICE  OF  THE 
INSPECTOR  GENERAL  WILL  RESULT  IN  THE  REVIEW  OF  KEY  AREAS 
IN  ALL  ASPECTS  OF  THE  GOVERNMENT'S  OPERATIONS.  THE 
PLAN  INCLUDED  THE  COLLABORATION  WITH  OTHER  LAW 
ENFORCEMENT/INVESTIGATIVE  AND  AUDIT  UNITS  (I.E.,  FBI,  US 
AHORNEY,  MPD,  DC  AUDITOR,  AND  GAO)  TO  AVOID 
DUPLICATION  OF  EFFORTS,  TO  MAXIMIZE  INVESTIGATIVE 
RESOURCES  AND  AUDIT  COVERAGE,  AND  ENSURE  THAT 
INTERNAL  CONTROLS  WEAKNESSES  AND  AREAS  OF 
VULNERABILITY  ARE  ELIMINATED. 
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THE  PLAN  WHICH  I  HAVE  OUTLINED  IS  AGGRESSIVE  AND 
ACHIEVABLE,  BUT  ONLY  WITH  THE  RIGHT  RESOURCES. 
ACCORDINGLY,  IT  IS  CRITICAL  THAT  WE  HAVE  THE 
OPPORTUNITY  TO  HIRE  SUFFICIENT  STAFF  IN  ORDER  TO  EXECUTE 
THE  PROGRAM  I  HAVE  DESCRIBED. 

I  RECOGNIZE  THE  CHALLENGES  AND  OPPORTUNITIES  WHICH 
AWAIT,  AS  I  AM  EXPERIENCING  THEM  FIRST  HAND  NOW.  BUT 
MOREOVER,  I  LOOK  FORWARD  TO  FURTHER  DEMONSTRATING 
THAT  THE  OFFICE  OF  THE  INSPECTOR  GENERAL  IS  AN 
INDEPENDENT,  VALUE-ADDED  COMPONENT  OF  THE  DISTRICT  OF 
COLUMBIA  GOVERNMENT.  OUR  MOTTO  AND  CREED  WILL  BE 
"INTEGRITY  IS  THE  BOHOM  LINE  TO  ACHIEVING  FISCAL 
RECOVERY  AND  OPERATIONAL  EFFECTIVENESS  AND 
EFFICIENCY. 
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Mr.  Walsh.  Thank  you  very  much,  Ms.  Avant,  for  your  testi- 
mony. There  are  four  of  us  here  today  and  three  witnesses,  so  why 
don't  we  not  use  the  five  minute  rule.  It  might  be  a  good  oppor- 
tunity for  each  of  us  to  follow  a  line  of  questioning  and  if  anybody 
takes  advantage  of  the  situation,  we'll  try  to  bring  them  back  in. 
OK?  Great. 

LACK  OF  PROGRESS  MADE 

Once  again,  thank  you  all  very  much  for  your  testimony.  Obvi- 
ously we're  concerned  about  where  we  are  in  terms  of  the  progress 
or  lack  of  progress  that's  been  made  to  put  the  city  back  on  a  sound 
financial  footing.  Each  of  you  has  a  very  important  role  to  play  in 
the  future  of  the  District,  each  a  very  different  role.  I  will  try  to 
hone  in  on  the  areas  of  your  responsibility  and  see  if  we  can  get 
a  general  picture  of  how  we're  doing,  where  we  are  to  go  from  here, 
and  what  tools  we  have  to  take  us  there. 

MR.  HUMMEL  ON  THE  FINANCIAL  MANAGEMENT  SYSTEM 

Mr.  Hummel,  in  your  auditing  of  the  District,  you  mentioned 
there  is  a  lot  of  "going  around  the  rules."  In  the  procurement  proc- 
ess, the  people  aren't  entering  obligations  into  the  financial  man- 
agement system.  And  that  there  are  continued  violations  of  the 
Anti-Deficiency  Act.  First,  could  you  comment  on  the  financial 
management  system.  Do  you  think  it  needs  to  be  replaced?  Can  it 
be  maintained  as  is  with  proper  training?  Or  can  you  not  make  a 
comment  on  that  based  on  the  work  that  you  have  done? 

Mr.  HuMMEL.  I  think  I  can  comment  on  that  issue  somewhat.  My 
first  thought  is  that  I  know  that  the  current  accounting  system  of 
the  District  of  Columbia  is  at  least  10  years  old,  more  like  15  or 
20  years  old,  as  I  understand  it.  Any  of  our  clients  that  have  an 
accounting  system  that  is  15  or  20  years  old  that  hasn't  been 
changed  at  all,  we  look  at  as  being  somewhat  antiquated  and  likely 
to  not  be  providing  the  type  of  information  that  the  District  could 
use  to  better  manage  its  finances.  That  is  sort  of  a  given. 

I  do  think  that  the  current  state  of  accounting  systems  that  are 
available  to  local  governments  out  there  provide  a  great  deal  more 
and  clearer  financial  information  than  what  FMS  provides  the  peo- 
ple at  the  District. 

Mr.  Walsh.  So  it  probably  should  be  replaced? 

Mr.  Hummel.  I  think  it  should  be  replaced  or  significantly  en- 
hanced, let's  put  it  that  way. 

AUDIT  CANNOT  IDENTIFY  VIOLATORS  OF  ANTI-DEFICIENCY  ACT 

Mr.  Walsh.  In  the  process  of  this  audit  and  noting  your  com- 
ments that  people  were  going  around  the  law  and  they  were  violat- 
ing the  Anti-Deficiency  Act  and  there  was  overspending,  and  we 
heard  the  CFO  say  that  those  people  need  to  be  held  accountable, 
can  your  audit  identify  those  individuals  and  individual  respon- 
sibilities and  roles  so  that  these  officers  and  perhaps  the  Attorney 
General  can  proceed? 

Mr.  Hummel.  I  think  it  will  be  tricky  to  go  from  the  overexpendi- 
tures,  which  are  clear  at  a  functional  level,  to  identifying  specific 
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individuals  who  are  responsible  for  those  overexpenditures  in  some 
cases.  [See  "CLERK'S  NOTE"  below.] 

Mr.  Walsh.  Do  you  know  which  departments  over  spent? 

Mr.  Hummel.  We  know  which  functions  over  spent. 

Mr.  Walsh.  What  is  the  difference? 

Mr.  Hummel.  Well,  let's  take  Governmental  Direction  and  Sup- 
port. That  is  an  expenditure  function.  It's  a  function  of  expenditure 
at  the  District.  But  there  are  several  agencies  whose  expenditures 
are  part  of  Governmental  Direction  and  Support. 

Mr.  Walsh.  The  lines  of  authority  are  not  clear? 

Mr.  Hummel.  Well,  there  are  several  people  in  charge  of  those 
several  departments  which  are  all  melded  into  that  one  functional 
line  item.  So  the  question  is,  which  of  those  people  at  which  of 
those  agencies  was  responsible  for  the  overexpenditure.  It's  kind  of 
an  intermingled  question.  It  is  hard  to  answer. 

Mr.  Walsh.  So  nowhere  in  your  audit  do  you  draw  a  bright  line 
under  an  individual's  name  and  say  they  violated  the  Anti-Defi- 
ciency Act  or  they  otherwise  were  irresponsible  in  their  official  ac- 
tion? 

Mr.  Hummel.  We  don't  have  the  names  of  individuals  who  vio- 
lated the  Anti-Deficiency  Act.  We  have  the  functions  that  violated 
the  Act. 

VIOLATORS  CAN  BE  IDENTIFIED 

Mr.  Walsh.  So  someone  familiar  with  the  process  and  the  lines 
of  authority  and  responsibility  within  the  District  government 
should  be  able  to  determine  who  those  individuals  are? 

Mr.  Hummel.  I  think,  yes. 

[CLERK'S  NOTE.— The  District's  annual  budgets  are  prepared  by  the  District 
government  by  appropriation  title  on  a  line-item  basis  for  each  department  and 
agency.  Annual  appropriations  acts  appropriate  funds  on  that  very  same  basis  for 
input  into  the  District's  financial  management  system.  Therefore,  District  officials, 
department  heads  and  financial  personnel  know  the  exact  amount  appropriated,  by 
line  item,  for  each  department  and  agency.  Thus,  while  the  independent  auditors 
and  District  officials  would  lead  one  to  believe  there  is  no  way  to  determine  who 
overspent  within  the  appropriation  titles,  the  facts  show  otherwise.  See  also  Inspec- 
tor General's  testimony  on  page  70,  this  volume,  where  she  states  that  she  would 
"*  *  *  look  to  the  financial  officer  as  well  as  the  agency  head  as  the  responsible 
party  *  *   *"  for  overspending.] 

PAYROLL  TEST  TO  FIND  PHANTOM  EMPLOYEES 

Mr.  Walsh.  One  other  question.  We  understand  you  are  doing 
payroll  tests  to  find  phantom  employees  on  personnel  rolls.  What 
is  your  experience  thus  far  with  that? 

Mr.  Hummel.  So  far  we  have  only  done — looked  at  the  payroll 
payout  of  one  agency.  There  are  many  unanswered  issues  as  to 
that  one  agency.  One  of  the  biggest  concerns  is  that  a  lot  of  the  em- 
ployees of  the  District  of  Columbia  are  paid  through  automatic  de- 
posit in  their  checking  accounts.  For  those  employees,  there's  only 
a  stub  that  is  generated.  District  policies  call  for  the  person  to  re- 
ceive that  stub  manually,  but  we  found  that  a  lot  of  people  don't 
bother  to  receive  their  stubs  when  they  get  an  automatic  deposit 
in  their  checking  account.  So  what  we  are  really  dealing  with  are 
the  people  who  just  get  checks.  That's  not  even  the  majority  of  the 
people  who  receive  compensation  from  the  District. 
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Nevertheless,  even  with  those  people  who  receive  checks,  there 
are  a  number  of  unanswered  issues  that  we  have  provided  to  the 
Control  Board  and  to  the  Inspector  General  for  follow-up. 

Mr.  Walsh.  So  they  will  have  that  information? 

Mr.  Hummel.  Right. 

MR.  WILLIAMS  ON  THE  FINANCIAL  MANAGEMENT  SYSTEM 

Mr.  Walsh.  Mr.  Williams,  I  asked  Mr.  Hummel  about  the  FMS 
system.  Do  you  believe  also  that  it  needs  to  be  replaced?  You  are 
the  one  that  really  has  to  work  with  the  FMS  now. 

Mr.  Williams.  Yes,  Mr.  Chairman.  I  think  that  certainly — when 
we  say  our  system  needs  improvement,  we've  always  got  to  include 
the  organization,  people  component,  which  needs  improvement  as 
well  as  the  software  and  the  hardware.  So  understanding  our  orga- 
nizational needs,  the  infrastructure  needs — we're  focusing  on  the 
hardware  and  the  software — we  look  at  our  requirements.  I  men- 
tioned a  report  that  we  have  to  produce.  All  these  reports  to  be  pro- 
duced require  a  lot  of  manual  intervention  to  produce.  The  system 
that  we  have  right  now  isn't  user  friendly  on  the  front  end. 

Mr.  Walsh.  Is  not? 

Mr.  Williams.  It's  not  user  friendly  on  the  front  end.  To  get  in- 
formation for  a  manager  or  a  vendor,  you  want  to  know  the  status 
of  your  payables.  We're  looking  at  three  or  four  different  screens, 
taking  notes,  having  looked  at  three  or  four  different  screens,  I  fi- 
nally get  you  the  information.  It  is  taking  a  lot  of  work. 

FMS — ADEQUATE  "NEEDS  ASSESSMENT"  MUST  BE  DONE 

I  talked  about  reports  on  the  back  end.  I  think  what  we  have  to 
do  is  make  sure  that  as  we  are  looking  at  the  possibility  of  replac- 
ing the  system,  that  we  have  done  an  adequate  needs  assessment, 
that  we've  done  an  adequate  cost  benefit  analysis  of  the  possible 
avenues  or  approaches  for  solving  a  problem.  So  admit  we  have  a 
problem  in  terms  of  need,  have  done  an  adequate  cost  benefit  anal- 
ysis, which  is  to  say  compared  rebuilding  the  system,  replacing  the 
system,  outsourcing  the  system,  or  making  some  minor  modifica- 
tions. 

AUTHORITY  OF  CHIEF  FINANCIAL  OFFICER 

Mr.  Walsh.  Would  you  say  that  in  the  position  that  you  now 
hold,  you  have  the  statutory  authority  and  the  ability  to  make  the 
decisions  that  you  need  to  make  given  your  understanding  of  your 
responsibility  in  the  city  government  today? 

Mr.  Williams.  I  believe  that  I  have  had  with  the  Control  Board 
Act  all  along  the  adequate  statutory  authority.  What  I  believe  the 
Congress  did  in  the  Appropriations  Bill  was  clarify  that  authority 
and  made  the  job  a  lot  easier,  because  what  it  has  allowed  me  to 
do  is  build  up  what  I  have  always  called  the  sufficient  momentum, 
mass,  and  velocity  to  attack  the  problem  head-on.  We  have  got  a 
huge  problem.  We  can't  solve  it  through  a  lot  of  negotiation.  I  think 
we've  really  got  to  attack  it.  I  think  that  that  clarification  of  the 
language  has  helped.  I  notice,  for  example,  attendance  at  meetings 
has  really  improved. 
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GETTING  THE  RIGHT  PEOPLE 

Mr.  Walsh.  So  you  are  now  in  a  position  where  you  can  put  peo- 
ple in  place  to  execute  the  job  as  you  see  it? 

Mr.  Williams.  We  have  talked  to  our  personnel  people,  but  we 
have  also  talked  to  private  firms.  We  talked  to  one  firm  who  has 
done  a  lot  of  work  in  two  previous  presidential  administrations,  an- 
other firm  who  has  done  a  lot  of  work  in  accounting,  looking  for 
top  financial  managers.  I  have  given  them  as  my  priority,  first  and 
foremost  priority,  a  good  tax  person,  treasury  person,  because  the 
taxes  can  kill  us  if  we  don't  get  a  handle  on  it  and  get  that  process 
under  control.  We  talked  about  the  business  tax  information  sys- 
tem and  the  weakness  in  the  last  audit  was  a  glaring  problem.  The 
controUership  is  a  big  job.  We  need  to  look  at  that. 

Then  finally,  the  controllers  out  in  the  agencies.  Folks  in  the  ex- 
isting jobs  I  think  are  doing  a  good  job.  They  should  have  the  op- 
portunity to  compete  for  these  jobs.  But  we've  got  to  make  sure 
we're  getting  the  absolute  best  people  in  these  functions. 

Mr.  Walsh.  We  have  a  House  floor  vote.  Mr.  Dixon,  do  you  want 
to  go  vote  and  then  ask  questions,  or  do  you  want  to  ask  questions 
now? 

Mr.  Dixon.  Not  really. 

Mr.  Walsh.  We'll  go  vote,  return,  and  then  Mr.  Dixon  will  have 
his  period  for  questions. 
'    [Recess.] 

Mr.  Walsh.  Mr.  Dixon. 

AUDIT  WORKPAPERS  DON'T  IDENTIFY  SPECIFIC  PEOPLE 

Mr.  Dixon.  Let  me  first  ask  you  Mr.  Hummel,  do  you  have  notes 
that  you  used  to  compile  your  audit? 

Mr.  Hummel.  We  have  audit  work  papers, 

Mr.  Dixon.  Work  product  notes? 

Mr.  Hummel.  Yes.  Sure. 

Mr.  Dixon.  The  reason  I  ask  that  question  is,  and  I  understand 
it  may  be  general  accounting  practices,  we  meaning  the  District 
government  and  the  Committee  and  the  Control  Board,  are  trying 
to  get  a  grip  on  the  financial  situation  of  the  District. 

Your  report,  although  probably  correct,  really  speaks  of  the  Dis- 
trict in  generic  terms.  I  think  that  the  Committee  would  appreciate 
it  very  much  if  you  would  try  to  narrow  the  scope  of  where  Anti- 
Deficiency  Act  violations  occur.  I  think  you  have  done  that,  but  as 
you  heard  the  Chairman  indicate,  we  would  like  to  know  specifi- 
cally who  is  responsible.  It  doesn't  help  much  when  you  say  that 
we  asked  the  managers  for  a  list  of  sole  source  contracts  and  the 
District  could  not  come  up  with  the  list.  I  think  the  Committee 
would  like  to  know  whether  you  asked  the  mayor  or  the  chief  fi- 
nancial officer.  Who  specifically  is  responsible?  So  for  that  reason, 
I'm  asking  that  if  you  have  work  product  notes  that  you  could  turn 
over  to  the  Committee,  that  would  assist  the  Committee  in  focusing 
more  on  this. 

[CLERK'S  NOTE. — After  repeated  requests  by  the  Committee  staff,  Mr.  Hummel 
was  not  able  to  provide  specifics  as  to  the  names  of  individuals  or  managers  in  the 
District  government  who  failed  to  provide  a  list  of  sole  source  contracts.] 
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LACK  OF  QUALIFIED  PEOPLE 

Mr.  Dixon.  Now  as  I  read  your  report,  you  seem  to  think  that 
part  of  the  financial  management  problem  is  a  lack  of  qualified  per- 
sonnel. But  I  hear  Mr.  Williams  say  that  in  essence  the  people 
there  are  doing  a  good  job.  I  saw  you  shaking  your  head.  Did  I  mis- 
understand what  you  were  saying,  Mr.  Williams?  Because  his 
statement  clearly  says  that  there's  a  personnel  problem.  I  think  in- 
stitutional memory  was  one  of  the  things  you  cited,  as  well  as  gen- 
eral competency  in  procedures.  Then  I  heard  you  say  well,  in  gen- 
eral people  are  doing  a  good  job.  There  seems  to  be  some  conflict 
in  those  two  opinions. 

If  either  one  of  you  could  comment.  Have  you  read  his  statement, 
Mr.  Williams? 

Mr.  Williams.  No.  I  have  not  read  his  statement. 

Mr.  Dixon.  Okay.  Well,  Mr.  Hummel  does  say  in  his  statement 
that  recordkeeping  shortcomings  which  used  to  be  corrected  with 
staff  help  and  institutional  knowledge  now  hamper  management 
and  almost  caused  the  District  to  miss  its  February  1  reporting 
deadline.  I  was  not  referring  to  that  line,  but  I  think  that's  suffi- 
cient. 

So  I  am  asking  is  there  a  conflict  between  the  auditors  and  you 
as  to  what  the  problem  is?  I  have  heard  for  a  long  time  that  there 
are  not  enough  people  there  that  quite  frankly  know  what  they  are 
doing.  I  thought  I  heard  you  say  "Well,  people  there  ai*e  doing  a 
good  job,  but."  So  I'd  like  to  resolve  that  little  issue  first. 

Mr.  Williams.  If  I  could  say 

Mr.  Dixon.  What  is  your  impression? 

fms/massive  people  problem 

Mr.  Williams.  I  spent  six  months  trying  to  get  a  better  handle 
and  grasp  on  replacement  of  personnel,  because  I  think  we've  got 
a  huge  massive  personnel  problem  that  dwarfs  I  believe  actually, 
the  problem  of  hardware,  software  with  the  financial  system. 
That's  our  big  problem.  Everything  we  do  has  got  to  be  about  look- 
ing at  getting  the  best  people  at  headquarters  and  out  in  the  agen- 
cies as  well.  Very,  very  important.  So  when  I  said  that  people  were 
doing  a  good  job,  it  was  really  as  a  courtesy  trying  to  avoid  just 
cavalier  criticism,  discourtesy  of  people. 

Mr.  Dixon.  I  appreciate  that.  But  is  it  a  fact  that  there  are  peo- 
ple that  do  not  have  the  training  sufficient  to  run  the  system? 

Mr.  Williams.  I  would  say,  Mr.  Dixon,  that  it's  like  a  bell  curve 
and  there  are  three  parts  to  it.  I  think  that  in  our  system  right 
now,  I'm  just  speaking  of  the  financial  organization.  I  think  there 
are  at  the  top  of  the  curve  maybe  I  don't  know,  a  quarter  of  the 
folks  who  are  actually  star  performers  and  they  need  to  be  empow- 
ered and  in  a  sense  liberated.  With  the  right  set  of  goals  and  mis- 
sion I  think  they  will  perform  admirably.  Many  of  them  can  also 
be  coaches. 

I  mention  coaches,  because  I  believe  that  maybe  50  percent  of  the 
folks,  maybe  less,  maybe  40  percent  of  the  folks  need  coaching. 
They  need  blocking,  tackling,  five  yard  gains.  They  need  someone 
who  comes  in  at  the  beginning  of  the  day  and  says  I  want  to  see 
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these  things  at  the  end  of  the  day.  Period.  And  then  from  there, 
begins  to  ask  for  outputs.  Then  begins  to  ask  for  outcomes. 

Then  I  beHeve  there  are  a  quarter  to  maybe  a  third  of  the  people 
who  need  to  find  another  Hne  of  work. 

Mr.  Hummel.  Could  I  add  just  one  thought  to  that? 

Mr.  Dixon.  Sure. 

Mr.  Hummel.  Our  comment  really  was  trying  to  get  at  the  point 
that  at  every  one  of  the  agencies  where  we  had  staff  and  where  we 
were  performing  audit  procedures,  we  found  one  or  two  well-quali- 
fied, good  competent  financial  people.  But  in  prior  years,  there  used 
to  be  five  or  10  of  them.  So  it's  really  a  question  of  volume,  because 
the  one  or  two  don't  have  the  staff  any  more  to  make  up  for  the 
system's  problems  that  FMS  seems  to  generate.  So  the  level  of  staff 
is  just  not  terribly  sufficient. 

TRAINING  OF  DISTRICT  EMPLOYEES 

Mr.  Dixon.  I  realize  that  we  are  asking  the  District  government 
to  cut  its  emplo3mient  rolls,  but  is  there  anything  in  the  works  for 
the  training  of  District  employees  to  better  manage  the  financial 
system? 

Mr.  Williams.  Yes.  One  of  the  things  that  we  have  done  in  our 
organization  that  we  will  shortly  be  unveiling,  if  you  will,  are  there 
will  be  three  groups  that  we  believe  are  important.  One  is  an  oper- 
ating committee  at  the  top.  Managers,  your  budget  person,  your 
controller  person,  for  example.  Their  job  is  to  manage  the  tactical 
implementation  of  a  financial  strategic  plan.  I  think  it  is  important 
to  have  them  responsible  with  the  proper  staff  to  carry  out  those 
projects  with  time  tables. 

Another  important  group  is  non-self  interested  but  capable  and 
well  endowed,  if  you  will,  financial  experts  as  a  visiting  committee 
to  look  at  what  we're  doing  and  to  give  us  a  critique  of  what  we're 
doing  that  are  respected  by  this  Congress,  by  the  community  at 
large. 

The  third  and  very  important  group  is  what  I  would  call  analo- 
gous to  the  Federal  CFOs,  a  chief  financial  managers  council  of 
newly  constituted  and  employed  controllers  and  top  financial  man- 
agers out  in  the  agencies,  whose  job  it  is  to  carry  out  an  overall 
financial  management  improvement  program,  a  big  component  of 
which  would  be  training.  I  would  mention  by  way  of  training,  what 
we  want  to  do  is  establish  a  curriculum  for  this  training  and  do 
this  training  in  a  mass  approach.  So  we  would  have  mass  training, 
let's  say,  in  different  steps  of  budgeting;  mass  training  in  different 
steps  of  financial  execution  of  the  budget.  We  can't  afford  to  send 
100,000  people  out  to  different  conferences.  We've  got  to  bring  es- 
sentially the  conferences  to  our  people.  This  group,  the  executive 
vice  chairman,  one  of  the  controllers  elected  to  head  this  group,  his 
responsibility  is  to  carry  out  that  overall  curriculum. 

Mr.  Dixon.  So  we  should  be  looking  at  the  budget  for  this  year 
to  see  what  monies  are  dedicated  to  some  form  of  training? 

Mr.  Williams.  Yes,  sir.  Definitely.  Up  until  now,  I  will  be  quite 
honest  with  the  Committee,  because  of  a  lot  of  other  things,  we 
have  not  spent  the  time  we  should  on  training.  But  in  the  next  cou- 
ple of  months,  we'll  be  spending  a  lot  of  time  on  developing  again, 
this  plan  for  training  and  improvement. 
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ANTI-DEFICIENCY  ACT  VIOLATIONS 


Mr.  DixON.  I  would  like  either  one  of  you  gentlemen  to  comment, 
on  the  following.  As  we  look  at  the  budgets  in  terms  of  Anti-Defi- 
ciency Act  violations,  there  are  certain  agencies  that  are  continu- 
ously suspected  of  overspending  their  budgets.  In  particular,  the 
Human  Services  Department.  I  think  it  was  seven  percent  over 
budget  one  year  and  eight  percent  over  budget  this  year.  Although 
I  understand  and  appreciate  what  Mr.  Williams  has  said  to  agency 
managers,  I  still  must  ask  to  what  extent  is  the  problem  a  shortfall 
in  establishing  the  right  priorities  in  the  budget?  By  that  I  mean 
you  can  only  spread  soup  so  thin  until  it  eventually  becomes  water. 
If  you  know  you  have  X  number  of  people  to  serve  in  a  category, 
it  may  absorb,  in  my  view,  all  of  your  budget,  so  you  cannot  serve 
the  other  nine  groups  of  people.  So  you  know  that  there  are  100 
people  standing  in  line  that  are  going  to  be  serviced,  and  you  only 
can  service  80  of  them,  and  you  are  going  to — am  I  making  sense? 
To  what  extent  is  the  budget  structure  itself  problematic? 

The  second  thing  I'd  like  you  to  comment  on,  either  one  of  you 
gentlemen,  in  trying  to  get  a  grip  on  the  Anti-Deficiency  Act  viola- 
tions, the  budget  is  promulgated  on  functions  not  agencies.  There- 
fore, it  is  hard  to  identify  the  particular  function  that  sent  the 
budget  over  the  hill,  resulting  in  an  Anti-Deficiency  Act  violation. 
When  we  have  been  pursuing  this,  it  has  been  more  agencies.  Can 
you  comment  on  those  two  issues?  To  what  extent 'is  the  budgeting 
priority  a  responsibility  here?  And  the  problem  in  identifying  which 
individual  or  which  agency  when  it's  done  in  functions? 

[CLERK'S  NOTE.— See  also  "CLERK'S  NOTE"  on  page  44,  this  volume.] 

BUDGET  AMOUNTS  MAY  BE  UNREASONABLE 

Mr.  Hummel.  Yes.  Let  me  take  the  first  crack  at  that,  if  I  could. 
I  guess  that  generally  whenever  we  see  budgets  that  are  routinely 
over-expended  every  year,  we  have  to  question  the  reasonableness 
of  the  budget  itself. 

Second,  if  the  budget  is  reasonable,  then  the  budget  is  trying  to 
make  some  changes  in  the  operations  that  I  guess  just  haven't  been 
made.  So  it's  one  or  the  other.  But  you  really  have  to  get  back  to 
the  question  of  the  propriety,  correctness,  if  you  will,  maybe 
doability  of  the  budget  itself 

Mr.  DixON.  Of  the  budgeting  process.  When  it  happens  year  after 
year  after  year. 

Mr.  Hummel.  And  the  second  issue  about  the  nature  of  the  budg- 
et, that  is,  that  it's  on  a  functional  basis  for  the  District  of  Colum- 
bia and  that's  where  the  anti-deficiency  limits  are,  seems  to  me  ap- 
parent that  if  Congress  or  anyone  else  wants  to  begin  to  put  the 
responsibility  at  a  lower  level,  then  the  budget  itself  needs  to  be 
at  a  lower  level  or  a  different  level. 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  p.  44,  this  volume.] 

Mr.  Dixon.  A  different  level,  I  would  say. 

Mr.  Hummel.  Okay.  A  different  level,  fine,  but  a  level  at  which 
a  person  or  particular  unit  can  be  given  the  responsibility  and  the 
control. 
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BUDGETS  NOT  BUILT  ON  LEGITIMATE  ASSUMPTIONS 

Mr.  Williams.  I  think,  too,  I  would  add  that  I  think  a  lot  of  our 
problem  historically,  the  problem  in  formulation  that  leads  to  this 
problem  in  execution  is  that  when  we  do  the  budgets,  we  basically 
have  not  really  built  them  on  legitimate  estimates  and  assump- 
tions. We  really  haven't  captured  in  the  budget  real  expectations — 
this  is  at  the  executive  level — real  expectations  of  what  the  agen- 
cies' needs  are. 

UNDERBUDGETING,  OVERSPENDING — MATTER  OF  PERSPECTIVE 

So  basically,  an  agency  comes  in  thinking  that  they  need  a  budg- 
et let's  say  of  $100  million.  You  just  arbitrarily  say  you  are  only 
going  to  get  $85  million,  but  you  really  don't  tell  them  to  operate 
at  $85  million  and  to  really  get  their  programs  down  to  $85  million. 
So  what  happens  during  the  year,  this  agency  manager  has  this  no- 
tion that,  you  know,  I've  got  this  kind  of  religious  mandate  to  oper- 
ate at  $100  million,  but  I've  got  this  kind  of  artificial  constraint  to 
operate  at  $85  million.  You  ask  them  for  their  anti-deficiency  re- 
port. That  is  why  they  will  say,  "well  I  was  under-budgeted."  What 
is  under-budgeting?  You  overspent  your  budget.  It's  just  a  matter 
of  perspective. 

I  think  that  is  promoted  by  this  inattention  at  the  front  end  of 
what  real  agency  program  needs  are  when  you  do  that. 

UDC  ATTITUDE/PROBLEM 

Mr.  Dixon.  Mr.  Chairman,  I'd  like  to  just  follow  up  on  that.  I 
was  going  to  pass,  but  Mr.  Williams'  statement  brings  to  mind  the 
comments  made  by  the  president  of  UDC,  which  I  think  is  right  on 
target  with  what  you  said.  Basically  he  said,  "Look,  I  asked  for  X. 
The  Council  cut  X  minus  one,  and  the  Congress  cut  X  minus  one 
and  two.  Therefore,  it's  not  my  fault."  I  think  that  goes  to  what  you 
said  in  your  opening  statement.  In  other  words,  I  told  him  I  needed 
X  number  of  dollars.  They  didn't  give  them  to  me.  So  it's  like  I  was 
in  a  meeting  once  where  someone  said  that  they  weren't  bound  by 
the  majority  vote  because  they  voted  the  other  way. 

Mr.  Williams.  Exactly.  That  is  exactly  what  the  agencies  say 
with  the  budget. 

Mr.  Dixon.  You  know,  it's  only  the  people  that  voted  for  it  that 
are  bound  by  it.  When  I  saw  that  statement  in  the  paper,  I  thought 
it  was  an  attitude  problem  that  you  testified  about  here  earlier 
today. 

Mr.  Williams.  I  think  that  with  UDC  is  a  good  example.  Con- 
gressman Dixon,  of  what  you  are  talking  about.  I'll  give  you  an  ex- 
ample. Let's  say  we're  talking  about  formulating  the  UDC  budget. 
I  think  our  first  question  is  we've  all  got  to  get  together,  as  policy- 
makers, and  decide:  does  the  city  want  to  have  a  UDC?  If  we  want 
to  have  a  UDC,  then  we  should  move  forward.  If  we  don't  want  to 
have  a  UDC,  we  ought  to  make  that  decision.  But  we  shouldn't  say, 
well,  I  don't  really  think  we  ought  to  have  it,  but  I'm  going  to  solve 
the  problem  by  basically  doing  some  budget  manipulation. 
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LAW  SCHOOL 


I  may  be  getting  myself  into  trouble,  but  an  example  of  this 
would  be  for  example,  the  law  school.  Do  we  want  to  have  a  law 
school  or  not?  Some  folks  who  don't  want  to  have  a  law  school  basi- 
cally told  Dr.  LeMelle,  okay  look,  we  are  going  to  shove  the  law 
school  into  the  rest  of  your  budget  and  you  deal  with  it.  He  doesn't 
know  whether  he  is  supposed  to  have  a  law  school  or  not.  I  sym- 
pathize with  that.  We're  really  not  squaring  with  accountability 
there  in  terms  of  what  we  really  want  to  have. 

BUDGETS  ARE  A  POLITICAL  INSTRUMENT 

Mr.  Dixon.  Finally,  I  would  ask  if  you  disagree  with  the  state- 
ment that  what  has  happened  here  is  that  the  budget  document 
has  become  almost  entirely  a  political  document.  I  recognize  that 
all  budgets,  including  the  Federal  Government's  budget  to  some  ex- 
tent, are  political  instruments.  But  what  has  happened  in  this  par- 
ticular case  is  that  the  politics  of  the  situation  completely  override 
any  accountability  in  it. 

When  I  say  that,  I  think  I — I  don't  want  to  put  words  in  your 
mouth,  you  are  saying  that  when  you  have  all  of  these  political  in- 
terests coming  together,  it  doesn't  make  any  difference  what  the 
bottom  line  is,  as  long  as  they  all  get  resolved  at  least  temporarily 
until  we  get  to  the  next  stage  of  the  proceeding. 

Mr.  Williams.  I  think  that  is  a  profound  consequence  again,  Mr. 
Dixon,  in  what  we  are  talking  about.  Rather  than  the  agencies — 
we  talked  about  their  response  at  the  end  of  the  budget  cycle.  Let's 
talk  about  their  response  during  the  budget  cycle.  You  are  right, 
we  say  to  the  agency  head,  we  want  to  see  a  spending  plan  that 
gets  you  on  your  target.  You  are  running  too  high.  The  agency's  re- 
sponse is,  "okay  here's  a  plan  that  is  going  to  get  us  down  here. 
Here  are  the  consequences.  I'll  go  and  deal  with  the  consequences, 
but  right  now  I  am  going  to  operate  at  this  lower  level."  No.  It's, 
"well  I  don't  really  like  that,  so  I'm  going  to  go  around  town  and 
lobby  some  more."  You  waste  another  two  weeks  while  they  are 
lobbying  some  more  to  get  a  higher  budget.  There  has  to  be  some 
point  of  closure. 

Mr.  Dixon.  Well,  in  fairness,  I  think  the  agency  heads  recognize 
that  this  is  a  political  document. 

Mr.  Williams.  I  am  agreeing  with  you,  yes. 

overspending/cultural  ATTITUDE 

Mr.  Dixon.  Right.  No,  but  I'm  saying,  so  they  don't  feel  bound 
by  that.  I  mean  we've  had  people  come  before  the  Committee  and 
say,  "look,  I  told  you  that  I  needed  $100  to  spend.  I  am  up  here 
testifying  about  $80,  but  I'm  going  to  spend  $100  because  that  is 
what  I  need." 

Mr.  Williams.  Right,  because  they  think  they  have  this  inherent 
right  to  spend  $100. 

Mr.  Dixon.  Thank  you,  Mr.  Chairman. 

DISCIPLINE  REQUIRED 

Mr.  Walsh.  Until  we  exercise  some  discipline,  we're  going  to  con- 
tinue to  have  this  problem. 
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Mr.  Parker? 

PEOPLE  OBLIGATE  FUNDS  WITHOUT  RECORDING  THE  OBIJGATIONS 

Mr.  Parker.  Thank  you,  Mr.  Chairman.  I  have  watched  this  sit- 
uation for  four  terms  now.  We  seem  to  always  be  talking  about  the 
same  thing.  I  just  want  to  get  some  basics. 

Now  it's  my  understanding  that  Congress  some  years  ago  appro- 
priated and  gave  to  the  city  $38  million  to  put  in  a  new  system, 
as  far  as  the  accounting  and  recordkeeping  and  so  forth. 

Mr.  Williams.  I  believe  that  is  correct. 

Mr.  Parker.  OK.  Now  I  find  it  fascinating  in  Mr.  Hummel's  tes- 
timony about  people  going  around  the  rules,  that  people  obligate 
money  without  making  any  record  of  it.  There  is  no  way  that  you 
can  get  control  of  any  type  of  spending  unless  that  takes  place. 

NEED  TO  PROPERLY  ALIGN  FUNCTIONS 

Now  I  want  to  pose  a  series  of  questions,  then  you  all  may  re- 
spond and  maybe  it  will  make  some  sense  to  me  when  it's  all  over. 
On  a  chart  of  accounts  in  a  business,  you  have  a  very  logical  step- 
by-step  way  of  keeping  the  record  of  expenses.  Now  from  what  Mr. 
Hummel  has  said,  the  functions  that  the  city  works  within,  just 
like  the  functions  of  the  Federal  Government,  don't  make  a  lot  of 
sense  the  way  they  are  divided.  Agencies  have  portions  of  their 
budget  in  different  functions,  which  I  have  always  felt  was  silly.  In 
the  Congress,  I  also  feel  it's  silly  as  we  do  the  same  thing. 

So  in  this  new  system  that  you  are  looking  at,  are  you  looking 
at  putting  the  functions,  the  agencies  within  functions,  so  that  you 
can  maintain  control  and  know  more,  have  a  more  unified  system 
where  that  agency  can  fit  within  that  function  and  so  be  better  con- 
trolled? 

[CLERK'S  NOTE.— See  also  "CLERK'S  NOTE"  on  page  44,  this  volume.] 

Mr.  Williams.  Yes.  We  have  actually  had  conversations  with  the 
Authority  about  a  project  to  map  out  the  budget  structure  so  that 
you  are  aligning  this  authority  and  accountability  in  the  way  it 
should  be. 

NO  PENALTY  FOR  OVERSPENDING 

Mr.  Parker.  Second  of  all,  if  we  overspend  our  budget  as  a  Mem- 
ber of  Congress,  for  our  personal  staff  and  our  congressional  office, 
we  are  responsible  for  it  personally.  It  seems  to  me  that  you  are 
telling  me  that  agency  heads  can  overspend  their  budget.  They  can 
disregard  the  amounts  that  they  are  given.  They  pay  no  penalty 
whatsoever.  There  is  no  consequence  out  there  for  them. 

Mr.  Williams.  Up  until  October  1,  1995. 

INSPECTOR  GENERAL  PLANS  TO  PURSUE  VIOLATIONS  OF  ANTI- 
DEFICIENCY 

Mr.  Parker.  Now  my  question  is,  and  this  goes  to  Ms.  Avant,  ex- 
actly what  is  going  to  be  done  from  the  standpoint — what  are  your 
plans  as  far  as  acting  against  these  agency  heads  who  are  going 
to  be  overspending?  I  mean  it  would  seem  like,  I  don't  know,  would 
it  be  illegal  from  a  legal  standpoint,  or  are  we  talking  about  a  de- 
motion, or  are  we  talking  about  dismissal,  or  are  we  talking  about 
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them  being  personally  liable  for  these  funds?  How  would  that 
work? 

Ms.  AvANT.  Well,  if  it  is  in  fact  determined  that  there  is  inten- 
tional willful 

Mr.  Parker.  No,  no,  no.  I  don't  care  about  intentional.  I  am  talk- 
ing about  if  they  go  beyond  their  budget. 

Ms.  AvANT.  Again,  I  think  in  the  course  of  the  investigation  one 
has  to  determine  why  the  overspending  occurred.  If  there  is  inten- 
tional disregard  for  the  laws  and  regulations,  that  is  a  criminal  act. 
As  I  said,  it  would  be  appropriately  referred  to  the  U.S.  Attorney, 
as  the  Anti-Deficiency  Act  requires  me  to  do. 

Mr.  Parker.  Prior  to  this  time,  nothing  has  been  done.  Since  Oc- 
tober of  1995,  there  has  been  a  structure  in  place  where  it  could 
be  investigated  by  the  U.S.  Attorney? 

Ms.  AvANT.  Well  essentially  the  results  of  this  audit,  which  as 
I  indicated  I  received  yesterday,  noted  several  instances  of  anti-de- 
ficiency violations.  Those  will  be  investigated.  In  the  course  of  that 
investigation,  if  it's  determined  that  there  was  and  we  can  find  evi- 
dence to  support  the  intentional  and  willful  disregard  for  the  law, 
then  those  will  be  referred  to  the  U.S.  Attorney. 

Clearly  for  this  period  going  forward,  that  will  definitely  continue 
to  be  the  case  because  that  is  a  requirement  of  the  law. 

IG  AND  CFO  RESOURCE  NEEDS  TO  REVERSE  CITY'S  FINANCIAL 

SITUATION 

Mr.  Parker.  My  final  question  is  this.  The  two  of  you  and  what 
you  are  doing  are  key  to  turning  the  financial  situation  in  the  city 
around.  You  state  in  your  testimony  you  do  not  have  enough  peo- 
ple. You  do  not  have  enough  resources.  Now  I  think  it  is  ridiculous 
to  be  penny  wise  and  pound  foolish  from  the  standpoint  of  provid- 
ing you  the  necessary  resources  to  do  what  is  necessary  to  get  con- 
trol of  this  situation. 

Now  I  am  new  on  the  Committee.  My  question  is,  do  you  know 
exactly  or  approximately  what  you  are  going  to  need  as  far  as  peo- 
ple, as  far  as  time,  to  get  this  situation  under  control?  I  ask  both 
of  you  that. 

Ms.  AvANT.  From  my  perspective,  I  have  been  on  board  three 
months,  I  prepared  an  assessment,  a  budget,  if  you  will,  based  on 
my  assessment  of  one,  what  my  organizational  structure  should  be 
and  the  people  and  other  resources  related  to  that.  When  I  joined 
this  government  on  January  16,  my  staff  had  approximately  six 
people.  The  District  had  no  budget.  Funding  for  that  budget  was 
ultimately  not  approved  until  several  weeks  ago. 

In  the  course  of  that  approval  process,  my  submission  changed 
several  times.  At  this  point  in  time,  I  am  certainly  trying  to  work 
with  the  dollars  that  have  been  provided.  Do  I  feel  as  though  those 
dollars  are  adequate?  No,  I  do  not.  I  think  they  will  get  us  through 
the  balance  of  this  fiscal  year.  We'll  be  able  to  make  some  very  sub- 
stantial progress  and  that  has  already  started  with  respect  to  hir- 
ing the  necessary  personnel. 

office  of  INSPECTOR  GENERAL  AN  EXECUTIVE  BRANCH  FUNCTION 

But  even  there  we  have  further  challenges  as  well.  For  example, 
the  Control  Board  Act  itself,  while  it  certainly  provides  for  a  level 
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of  independence  with  respect  to  the  Inspector  General  and  what  he 
or  she  can  do  or  what  I  can  do,  it  keeps  or  it  maintains  the  office 
in  the  executive  branch.  What  that  essentially  means  is  that  this 
office  is  subject  to  executive  branch  rules  and  regulations,  particu- 
larly personnel  and  procurement.  If  I  don't  have  the  flexibility  to 
operate  outside  or  somehow  around  those  systems,  it  will  be  ex- 
tremely difficult  to  do  the  things  that  I  need  to  do  in  short  order. 
I  am  creating  an  organization.  One  does  not  exist  today,  for  all 
practical  purposes.  We  have  legislation  I  think  as  Tony  mentioned, 
with  respect  to  the  personnel  aspect  of  it  that  will  provide  the  flexi- 
bility to  hire  and  remove  people,  most  importantly,  if  they  are  not 
performing  their  functions.  But  we  still  have  some  challenges 
around  that  legislation  as  well  because  of  some  requirements  again 
that  are  akin  to  this  classification  of  personnel  that  does  provide 
the  flexibility. 

INSPECTOR  GENERAL  WORKING  WITH  THE  CONTROL  BOARD  AND  CITY 

ADMINISTRATOR 

I  am  working  now  with  the  Control  Board.  I  actually  just  spoke 
with  them  this  morning,  to  try  to  get  some  additional  waivers  on 
the  legislation  that  was  passed  by  Council  just  yesterday.  I  also 
similarly  have  been  working  with  the  CFO  with  respect  to  budg- 
etary and  other  controls,  as  well  as  the  City  Administrator  with  re- 
spect to  procurement.  But  all  of  those  are  operational  issues  that 
were  not  considered  when  I  joined  this  office  or  took  over  this  func- 
tion. Clearly,  in  order  to  do  this,  to  do  it  right,  in  order  to  have 
the  necessary  people,  the  resources,  hardware  equipment,  you 
name  it,  it  takes  time. 

Mr.  Parker.  Are  you  going  to  bring  requests  to  the  Congress  as 
far  as  additional  resources  you  need  and  as  far  as  changes  that  you 
want? 

Ms.  AvANT.  I  am  certainly  prepared  to  do  that  if  I  don't  get 
movement  otherwise.  But  my  plan,  as  I  am  undertaking  now,  is  to 
try  to  work  within  the  District  as  well  as  the  Control  Board  to  ef- 
fect those  changes. 

Mr.  Parker.  Thank  you. 

Ms.  AvANT.  You're  welcome. 

Mr.  Walsh.  Mr.  Serrano. 

Mr.  Serrano.  Thank  you,  Mr.  Chairman.  It  comes  to  mind  as  I 
sit  here  on  my  first  day  as  a  member  of  this  subcommittee  that  I 
find  myself  in  an  interesting  situation  having  been  born  in  an 
American  territory,  Puerto  Rico,  and  seeing  the  similarities  of  how 
Congress  oversees  both  places,  Washington  and  Puerto  Rico.  Of 
course  that's  not  a  pro-statehood  statement  for  either  side;  just  an 
observation. 

background  of  independent  auditor 

Mr.  Hummel,  in  your  opening  statement,  you  say  that  you  have 
spent  over  20  years  auditing  financial  statements  of  government 
entities,  both  local  and  Federal.  Does  that  include  municipalities 
other  than  D.C.? 

Mr.  Hummel.  Yes,  sir.  It  does. 

Mr.  Serrano.  And  could  you  tell  us  which  ones? 
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Mr.  Hummel.  Sure.  I  have  been  involved  with  and  actually  led 
the  audits  of  Montgomery  County,  Maryland,  in  the  suburbs  here. 
The  city  of  Alexandria,  Virginia,  Prince  Georges  County,  Maryland, 
Prince  William  County,  Virginia.  Those  kinds  of  clients. 

DISTRICT  AUDIT  NOT  SIMILAR  TO  OTHER  LOCAL  MUNICIPALITIES 

Mr.  Serrano.  If  we  were  to  discuss  those  audits,  which  we're  not 
supposed  to  do  of  course,  would  there  be  similarities  between  some 
of  the  problems  that  we  find  here  and  those  that  you  reported  to 
us? 

Mr.  Hummel.  Not  many  similarities,  no.  The  District  is  rather 
unique. 

Mr.  Serrano.  Unique  in  its  overspending?  Unique  in  a  negative 
way?  Or  unique  in  a  positive  way? 

DISTRICT  ORGANIZATION  IS  VERY  DECENTRALIZED 

Mr.  Hummel.  Really  unique  in  many  ways.  Organizationally,  it's 
very  decentralized.  Most  local  governments  are  not  decentralized  to 
nearly  that  degree.  Clearly  unique  in  the  number  of  problems  that 
we  find  when  we  are  doing  the  audit. 

Our  focus  on  most  governmental  audits  is  to  find  problems.  The 
focus  in  auditing  the  District  of  Columbia  is  how  to  deal  with  the 
problems  that  are  there,  and  what  impact  they  have.  A  totally  dif- 
ferent concept  really. 

Mr.  Serrano.  Right.  The  reason  for  my  questioning  is  that  I 
think  at  times  we  in  Congress  are  outraged  at  events  that  happen 
in  the  District.  We  better  serve  ourselves,  the  District  and  the 
country  if  we  perhaps  understand  that  the  difference  between  the 
District  and  other  localities  is  that  Congress  is  fully  aware  of  what 
happens  in  the  District  and  would  not  ask  questions  on  what  hap- 
pens in  other  localities,  such  as  New  York  City,  where  I  live  and 
represent  and  so  on. 

AN  institutional  KNOWLEDGE  DRAIN 

You  also  stated  when  you  were  answering  Mr.  Dixon,  that  the 
level  of  staff  is  not  there.  Was  it  the  level  of  staff  performance  or 
the  number  of  staff;  which  were  you  referring  to? 

Mr.  Hummel.  More  the  number  of  staff.  The  numbers  are  just 
down.  People  who  monitor  the  books  and  watch  the  numbers  of  the 
District  of  Columbia  and  various  agencies,  the  numbers  of  those 
people  are  down.  There  is  an  institutional  knowledge  drain. 

Mr.  Serrano.  Right.  So  one  would  have  to  conclude  from  that 
statement  that  with  more  budget  cuts  coming  everywhere  in  this 
country,  at  all  levels,  we  would  have  to  invent  a  new  way  of  deal- 
ing with  this  problem,  not  the  traditional  way  of  just  having  the 
number  of  staff  do  it,  because  the  number  of  staff  just  will  not  be 
there. 

Mr.  Hummel.  I  think  that  leads  us  to  this  idea  of  systems  im- 
provement or  replacement,  because  if  you  don't  have  people,  then 
you  need  good  systems  so  that  fewer  people  can  do  the  same  thing 
to  accomplish  the  same  objective. 

Mr.  Williams.  Another  aspect  of  that,  if  I  could 

Mr.  Serrano.  Sure,  of  course. 
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OUTSOURCING  OF  FINANCIAL  AND  BUDGET  MANAGEMENT 

Mr.  Williams.  Another  factor  is  not  only  your  level  of  automa- 
tion, your  level  of  reengineering,  but  your  level  of  outsourcing.  Part 
of  a  definition  of  what  the  District's  core  responsibilities  are,  what 
we  ought  to  be  in  the  business  doing,  and  what  we  ought  to  be  in 
the  business  of  not  doing.  A  lot  of  the  things  that  we're  doing  in 
this  overall  realm  of  financial  and  budget  management,  are  maybe 
things  that  are  better  done  outside  government,  which  also  gets  to 
your  costs  and  your  number  of  people. 

So  I  think  direct  comparison  between  number  of  people  and  per- 
formance can  be  misleading. 

people's  arrogance  to  overspend 

Mr.  Serrano.  Okay.  Mr.  Williams,  this  question  I  think  has  been 
answered  but  I  need  to  just  hear  it  again;  hear  it  differently  or 
hear  more  about  it.  Again,  the  unique  situation  of  D.C.  is  that  Con- 
gress is  overseeing  it,  even  with  the  Control  Board  and  internal 
controls.  With  all  of  those  systems  in  place,  is  it  just  arrogance  on 
the  part  of  people  to  overspend,  or  is  it  the  inability  to  really  get 
a  hold  of  things?  I  mean  there  are  so  many  people  watching — too 
many,  in  my  opinion,  but  they  are  there  and  still  these  things  take 
place. 

congress  mislead/controls  being  implemented 

Mr.  Williams.  I  think  that  oversight  is  catching  up  now  with  the 
underlying  problem.  I  think  there  is  certainly  historical  evidence 
that  the  Congress  was  basically  mislead.  In  response  to  that  and 
instigating  financial  crisis  put  in  a  control  board.  The  control  board 
has  now  been  put  in  place;  certain  key  officials  have  now  been  put 
in  place.  Better  controls  are  in  place  and  reporting  is  moving  for- 
ward. You  are  beginning  to  see  enforcement.  I  think  as  that  en- 
forcement begins  to  bite  and  take  hold  and  gain  traction,  you  are 
going  to  start  seeing  this  accountability. 

SPENDING  outside  FMS  SYSTEM/BIG  PROBLEM 

I  will  give  you  one  example.  You  can  have  a  lot  of  controls  in  the 
system,  reporting  out  of  the  system.  As  Congressman  Parker  was 
saying,  if  you've  got  people  spending  outside  the  system,  you  have 
got  a  big  problem.  One  of  the  things  that  we  are  trying  to  do  now 
with  the  Authority  is  begin,  I  don't  know  what  else  to  call  it,  but 
an  internal  auditing,  policing  effort  to  get  a  handle  on  what  these 
contracts  are,  who  is  doing  these  contracts,  and  stop  it  so  that  you 
get  control.  It  has  to  be  done. 

So  I  think  it  is  a  matter  of  the  oversight  mechanisms  beginning 
to  gain  traction  and  produce  some  results. 

Mr.  Serrano.  So  while  Mr.  Hummel's  job,  as  he  clearly  admit- 
ted, was  to  find  problems,  you  are  encouraged  that  the  identifica- 
tion of  these  problems  has  set  in  motion  some  things  that  are  be- 
ginning to  take  hold  and  will  begin  to  deal  very  seriously  with  this 
issue? 
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IMMEDIATE  ACTION  NEEDED 

Mr.  Williams.  I'm  not  sure  who  mentioned  it.  Maybe  it  was  the 
Chairman.  You  know,  "ready,  fire,  aim."  We  basically  have  to  just 
start  doing  things,  trying  things.  We  are  going  to  make  some  mis- 
takes. We  may  blow  up  something.  But  it  is  better  to  have  tried 
and  failed  than  to  sit  around  commenting. 

DIFFICULT  TO  PREDICT  BUDGET  NEEDS 

Mr.  Serrano.  Right.  Mr.  Williams,  obviously  as  one  of  the  two 
new  Members  of  the  Committee,  I  have  a  lot  of  homework  to  do  on 
how  the  District  deals  with  its  budget  in  some  instances.  But  hav- 
ing some  knowledge  of  school  systems  of  large  cities,  I  would  ask 
you  is  it  possible — and  this  is  not  an  excuse  but  just  an  under- 
standing— that  some  agencies  can  not  accurately  predict  what  their 
expenditure  will  be  and  stay  within  their  budget? 

For  instance,  every  year  a  number  of  children  come  into  a  school 
system.  It  is  almost  impossible,  in  New  York  City,  to  predict  how 
many  people  will  send  their  children  to  school.  That  puts  a  drain 
on  the  city  that  it  never  anticipated.  So  you  hear  one  year,  for  in- 
stance, in  New  York,  "well,  we  expect,  for  argument's  sake,  5,000 
in  kindergarten."  Then  somebody  says,  "Oops,  we  have  15,000  in 
kindergarten."  The  mayor  has  to  deal  with  that  problem.  Again, 
within  these  boundaries,  is  it  fair  to  say  that  there  are  some 
events,  hospital  admissions  or  visits  to  clinics,  that  can  not  be  pre- 
dicted? 

INFORMATION  IS  NOT  GOOD  IN  D.C.  GOVERNMENT 

Mr.  Williams.  I  would  say,  Congressman,  actually  the  general 
rule  is  we  have  lousy  information.  Medicaid,  we  really  don't  know 
the  number  of  people,  really  don't  know  the  cost  per  person.  Or  you 
take  the  schools,  we  really  don't  know  how  many  students,  what 
it's  costing  per  student  in  real  terms.  You  can  certainly  do  the  divi- 
sion, but  in  real  terms  what  it  is  costing  us  per  student.  As  a  gen- 
eral rule,  we  don't  have  good  information.  We  certainly  don't  have 
a  lot  of  information  to  forecast.  It's  certainly  not  done  automati- 
cally. But  I  would  say  that  this  is  an  explanation  and  not  an  ex- 
cuse. 

LOUSY  INFORMATION  NO  EXCUSE  FOR  ANTI-DEFICIENCY  ACT 
VIOLATIONS 

I  would  again  refer  to  my  own  experience  in  the  Federal  Depart- 
ment of  Agriculture,  where  you  have  got  lousy  information.  I  think 
everyone  there,  from  the  Secretary  on  down,  would  admit  that 
we've  got  lousy  information.  We  spent  many  days  before  this  Com- 
mittee talking  about  that  lousy  information.  Yet  you  don't  have 
overspending  and  Anti-Deficiency  Act  violations,  because  there  is 
this  consciousness  that  this  doesn't  happen. 

Mr.  Serrano.  So  what  can  the  people  that  are  charged  with  your 
responsibility  do?  With  better  numbers  or  better  predictions,  some 
of  these  agencies  might  not  be  considered  culprits,  when  in  fact, 
they  are  faced  with  situations  that  they  can't  control? 

Mr.  Williams.  I  think  in  the  first  instance,  you  know,  on  our 
own  accord,  working  with  the  Authority  and  I  think  the  IG  plays 
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a  vital  role  in  critiquing  this  and  giving  us  consultation  to  work 
with  the  agencies  to  manually  just  provide  this  information  in  the 
first  instance,  while  you  are  beginning  to  set  up  processes  to  aug- 
ment the  system  in  an  orderly  way,  and  in  the  long  term,  rebuild, 
replace,  modify,  whatever  you  are  going  to  do  with  your  underlying 
system.  I  think  that's  a  strategy  we  have  got  to  take  with  all  of  our 
different  agencies  in  terms  of  flow  of  financial  information  and  ad- 
vice. But  again,  I  think  none  of  us  can  use  that  as  an  excuse,  be- 
cause it's  like  saying  we  have  too  much  oxygen.  It's  just  a  matter 
of  fact,  just  a  matter  of  life  in  the  District  that  we  have  lousy  infor- 
mation. 

PROBLEMS  WITH  FEDERAL  GRANTS 

Mr.  Serrano.  Well,  I  do  commend  you  on  your  final  statement. 
It  doesn't  matter  what  the  information  is;  you  have  to  deal  with  it, 
and  deal  with  it  properly. 

Just  one  quick  question  on  one  thing  here  that's  not  that  impor- 
tant. You  said  that  the  Department  of  Consumer  and  Regulatory 
Affairs,  due  to  a  failure  of  internal  agency  monitoring,  overspent 
one  of  their  grants  and  neglected  to  recover  the  funds  timely 
through  a  related  grant.  I  have  found  in  my  experience  that  local 
governments  have  a  problem  with  this.  Not  all  local  governments 
make  use  of  all  the  grants,  one,  that  are  available,  and,  two,  that 
have  been  assigned  to  them.  Is  that  a  problem  in  the  District? 

Mr.  Williams.  I  think  it's  a  vital  problem.  It's  a  real  sleeper  in 
terms  of  our  financial  recovery.  One  aspect  is  obviously  asset  man- 
agement, which  is,  I  think,  a  big  sleeper,  but  another  sleeper  in 
terms  of  providing  revenue  and  cash  is  cost  recovery.  We've  got 
sloppy  grants  management.  We're  trjdng  to  correct  that  in  a  num- 
ber of  ways.  Cost  accounting  is  part  of  it. 

grants/recovery  of  indirect  costs 

If  you  don't  have  good  financial  management  and  good  cost  ac- 
counting, it's  near  impossible  to  get  the  optimal  level  of  recovery 
back  from  the  Federal  government.  What  we're  doing  now  with  an 
existing  contract  is  identifying  five  key  grants,  and  in  those  five 
key  grants  beginning  a  reconstruction  of  the  costs,  indirect  costs  in 
those  grants;  reconstructing  the  budgets  back  and  then  going  to  the 
Federal  Government  with  an  application  for  cost  recovery.  And 
many,  many  States  are  doing  this.  I'm  not  saying  that  this  is  going 
to  solve  all  our  problems  and  cure  headaches,  but  it  can  play  a  sig- 
nificant role  in  our  finances. 

Mr.  Serrano.  It's  interesting  that  I  said  maybe  not  that  impor- 
tant, but  I  really  thought  it  was  important.  I'm  glad  to  see  that 
someone  else  does  think  it  is  important. 

Mr.  Williams.  It  is. 

request  to  be  kept  informed 

Mr.  Serrano.  I  would  hope,  Mr.  Williams,  and  Mr.  Chairman, 
that  as  time  goes  on,  we  could  be  kept  informed  on  what's  happen- 
ing in  this  area.  As  the  saying  goes,  there's  always  more  dollars 
than  we  think  there  are,  and  too  many  municipal  governments  just 
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do  not  make  use  of  what's  available.  So  I  certainly  would  like  to 
know  what's  going  on  as  time  goes  on. 

Mr.  Williams.  I  think  the  Committee  keeping  us  on  the  ball  with 
that  would  play  a  vital  role. 

Mr.  Serrano.  OK,  thank  you. 

Mr.  Walsh.  I'm  going  to  go  to  Mr.  Kingston  now  for  questions. 

MAYOR  TOOK  RESPONSIBILITY  FOR  OVERSPENDING 

But  just  briefly,  to  exercise  my  prerogative  as  Chair  and  provide 
a  little  history  to  the  new  members,  Mr.  Serrano  asked  a  question 
about  the  overspending — whether  it  is  a  matter  of  arrogance  or  is 
it  irresponsibility,  or  whatever?  And  I  think  the  panel  answered 
that  question  very  well,  but  in  terms  of  pointing  to  some  arrogance, 
there  is  an  administrative  order  that  the  Mayor  issued  back  in 
June  of  1995  where  he  took  it  upon  himself  to  say  that,  by  virtue 
of  the  authority  vested  in  him,  he  took  responsibility  for  all  discre- 
tionary spending  in  the  city  for  certain  programs  and  said,  go 
ahead  and  overspend;  I'll  take  the  responsibility  for  it.  And  if  there 
was  ever  a  smoking  gun  in  terms  of  an  Anti-Deficiency  Act  viola- 
tion, here  it  is,  and  we'll  make  copies  of  it  available  to  you. 

mayor's  ORDER  AND  CONGRESSIONAL  LETTERS 

[A  copy  of  the  document  referred  to  together  with  a  letter  dated 
July  12,  1995  from  the  Committee  to  Attorney  General  Reno  and 
a  letter  dated  July  13,  1995  from  the  Senate  Committee  on  Appro- 
priations to  Mayor  Barry  follows:] 
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GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 

ADMINISTRATIVE  ISSUANCE  SYSTEM 

ilayor's  Order    95-93 
Jua«    30,1995 

SUBJECT-  REDBLEGATIOM  OF   DISCRSTIONARY  AUTHORITY   FOR 

THE  AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN, 
MEDICAID  AND  CHILD  WELFARE  PROGRAMS 

ORiaiNATEHa  A^BNCI;  Office  of  the  Mayor 

By  virtu*  of  thm   authority  vastad  in  b*  aa  Mayor  of  tho  District 
of  Columbia  by  saction  422(2} , (3) , (6)  and  (11)  of  tha  District  of 
Columbia  Salf-Govarnmont  and  Govammantal  Raorganization  Act  of 
1973,  aa  amandad,  D.C.  Coda  S  1-242(2),  (3),  (6)  and  (11)  (1992), 
it  is  haraby  ORDERED  that: 

1.  I  haraby  radalagata  to  mysalf  all  discrationary 
authority  praviously  dalegated  to  thaaa  officials  by  tha 
following  ordars,  concaming  the  Aid  to  Familias  with  Dapendent 
Children  Program  (AFDC) ,  Medicaid,  and  tha  Child  Welfare 
Programs : 

a.  General  supervision  of  tha  obligations  and  expenditures 
of  the  Department  of  Human  Services  delegated  to  the  Director  of 
the  Department  of  Human  Services  pursuant  to  Mayor's  Order  89-100 
(May  12,  1989); 

b.  Tha  responsibility  of  certification  officers  of  tha 
Department  of  Human  Services  which  was  delegated  to  them  pursuant 
to  Mayor's  Meaorandua  83-68  (November  29,  1983); 

c.  The  contracting  authority  including  that  relating  to 
personal  services  for  the  child  welfare  programs  which  was 
delegated  to  tha  Director  of  the  Department  of  Human  Services 
pursuant  to  Mayer's  Order  90-178  (November  19,  1990); 

d.  The  authority  of  the  Director  of  the  Office  of 
Personnel;  and 

e.  The  authority  delegated  to  the  D.C.  Controller  to  approve 
contracts  for  goods  and  services  pursuant  to  Mayor's  Memorandum 
95-11  (April  27,  1995). 

f.  Authority  regarding  these  programs  retained  by  these 
named  officials  shall  only  be  ministerial. 

2.  Until  further  notice,  I  hereby  direct  these  officials  to 
take  all  steps  to  hire  necessary  personnel,  contract  for 

nicinary  nrvicii  and  milci  piyments  to  eligitile  parioni  and 
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vendor*  consistent  with  tht  f«d«ral  and  District  of  Columbia 
statutes  which  govern  these  programs  without  regard  to  whether 
the  activity  exceeds  any  line  item  of  the  FY  1995  appropriation 
for  the  Department  of  Human  Services. 

3.  Effeetlv*  Dat«.  This  Order  shall  become  effective 
immediately.  ,-\ 


MAYOR 


ATTEST 


1 

— KARIANNE  COLEMAN  NILES 
SECRETARY  OF  THE  DISTRICT  OF  COLUMBIA 


27-054  O— 96 3 
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(Zonsress  of  the  lEnitd  States 

hsmt  of  KqircBentadoeB 
Coimninec  on  ^ppropnanoiu 
fDastiinston,  BC  20115-6015 


July  12,  1995 

xs.  J«n«t  R«ne 

Xttomay  0«n«ral  of  th*  United  States 

0.8.  D«p«rtm*nt  of  Justies 

lOtb  Straat  and  Constitution  Avanua,  N.W. 

Washington,  O.C.  20S30 

Dsar  Canaral  Ranot 

Your  dapartaant  has  baan  raviaving  at  ay  raguast  tha  iBpllcatlona 
of  tha  Anti-Oafieiancy  Aot  as  it  ralataa  to  tha  ovarspandlng  of 
tha  Distriot  of  Coluabia  govamsant.  Hy  staff  haa  informad  as 
that  this  aattar  continuaa  undar  "raviav"  by  your  dapartaant. 

This  Subeoaaittaa,  howavar,  aust  now  bagin  sarlous  praparation 
for  tha  Distriot 's  Fiscal  Yaar  '96  budgat.  X  hava  hald  savaral 
hearings  en  thia  issue,  but  franJcly  Z  need  to  be  able  to  bring 
foraer  aayer  Sharon  Pratt  Kelly  and  aaabera  of  bar  adainistratlon 
iMfore  us  to  learn  in  greater  detail  hov  the  Diatrlct's  finances 
deteriorated  so  badly  during  her  tenure.  My  personal  invitation 
for  Mayor  Kelly  to  appear  voluntarily  has  been  declined.  The  same 
holds  true  for  other  leey  aeabers  of  her  adainistration. 

Although  Z  would  prefer  not  being  foroed  to  either  subpoena  tha 
foraer  aayor  or  provide  iaaunity  to  her  to  obtain  testiaony, 
these  options  aust  nev  be  looked  at  in  greater  detail.  Z  hava 
therefore  asked  for  a  legal  opinion  froa  tha  House  Counsel  on  the 
options  available  to  the  Subeooaittee.  Z  feel  very  atrongly  that 
data  froa  tha  foraer  aayor  is  critical  to  us  prior  to  any  aarlc- 
up.  Zt  is  for  this  rsaeon  Z  need  an  iaaadiata  update  on  where 
your  departaent  stands  on  this  aattar. 

Based  en  the  waahtnytan  Tines  story  of  Sunday,  July  9th,  it 
appears  the  present  aayor  of  tha  District,  ths  Honorable  Marion 
ftarry,  will  also  decline  to  obey  tha  Antl-Defioiency  Act.  Thia 
places  the  aayer  in  direct  conflict  with  tha  Congraea  and  thia 
Subeooaittee . 
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Attornsy  0«n«ral  Janet  R«no 
July  12,  1995 
Pa9«  2 


Z  vould  appraclata  your  conducting  an  laaadlata  revlaw  within 
your  dapartnant  to  provlda  ma  with  both  a  atatua  raport  and  any 
obaarvatlena  you  can  maka  regarding  thla  problaa.  Time  la  clearly 
of  the  esaenoe,  and  I  believe  ve  can  arrive  at  a  mutually 
agreeable  aolutlon  by  working  together. 

Yotir  consideration  of  thla  request  la  appreciated,  and  z  look 
foriurd  to  your  early  reaponae. 


SlA^erely, 


Mum  T.  Walsh 
'chairman 
Subcoomlttae  on  the  District  of  Columbia 
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TMiiooaeMiuM.1 

—  n.aeMNaM 


CTssTeSisssr     ^sSSl-r,  llinitnl  States  ^enatt 

SatSU^SSKu-  S^ra^SSff-***"  coMMirreeoNAPPROPBiATioNS 

jMOiiwvramvtMMiMr  hm kohl <MceMai  WASHtNGTON.  DC  20610-6US 

J.  Mm  amnw.  (taw  aMcm 


July  13.  1995 


Tb«  Hononble  Maiion  B«ny,  Jfr. 
OfficQ  of  the  Mayor 
One  Judiciary  Square 
Washington.  D.C.  20001 

Dear  Mayor  Barry: 

On  June  30,  1995  you  issued  Mayor's  Order  9S-93  redeiegating  certain  discretiooaiy  authority 
within  the  Department  of  Human  Services  to  the  Mayor. 

This  Order  stated  in  part  that  1  hereby  direct  these  ofPiciAlt  to  take  all  steps  to  hire  neoeaaary 
personnel,  conuact  for  necessary  services  and  make  payments  to  eligible  persons  and  vendors 
consistent  with  the  federal  and  District  of  Cohunbia  statutes  which  govern  these  prognuns 
without  regard  to  whether  the  activity  exceeds  any  line  item  of  the  FY  1995  appropriation  for 
the  Department  of  Human  Services." 

This  direction  is  on  its  &c«  at  vxrianoe  with  the  current  appropriations  statute  (Public  Law 
103-334),  in  any  case,  it  is  inflammatory  of  Congressional  action. 

Mr.  Mayor,  I  am  writing  to  request  that  you  suspend  this  Order  and  seek  other  remedies  to 
die  needed  spending  for  these  prognuns.   For  instance,  I  feel  certain  that  the  Council  and  the 
Committees  on  Appropriations  of  the  Senate  and  House  of  Representatives  would  favorably 
entertain  a  reprogiaiuiiiing  request  within  the  Human  Support  Services  approptiation  account 

I  look  forward  to  your  early  reply. 
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Mr.  Walsh.  Mr.  Kingston. 

DISTRICT  RATED  "l6"  ON  SCALE  OF  "l  TO  lO" 

Mr.  Kingston.  Thank  you,  Mr.  Chairman. 

Let  me  just  ask  kind  of  a  general  question.  On  a  scale  of  1  to 
10,  in  your  accounting  expertise  and  professionalism,  10  being  big 
problems,  1  being  small  problems,  where  would  you  rank  this  city 
financially? 

Mr.  Williams.  I  would  rate  it  15,  16. 

Mr.  Kingston.  On  a  scale  of  1  to  10?  Now  how  does  that  com- 
pare to  its  picture  one  year  ago  or  two  to  three  years  ago,  in  your 
opinion?  Do  you  have  a  gauge  on  that? 

Mr.  Williams.  I  think  that  what's  happened — it's  interesting 
with  the  city;  you  say  15  or  16,  and  yet  at  the  same  time  the  city 
gets  its  financial  report  out  much  more — what,  two,  three  months 
faster  than  other  jurisdictions. 

Ms.  Avant.  On  average. 

Mr.  Williams.  Now  the  report  points  out  a  lot  of  problems.  The 
report  requires  heavy  manual  intervention  to  produce,  but  you've 
got  a  good  report  as  a  report.  So  when  I  make  that  kind  of  general 
condemnation,  I  want  to  at  least  recognize  that  there  is  some  good 
work  being  done  and  just  understand  the  balance. 

Mr.  Kingston.  What  you're  saying  is  that  the  house  is  on  fire, 
but  somebody's  cleaned  the  kitchen  and  made  the  beds? 

Mr.  Williams.  Yes,  right,  a  couple  of  buckets  have  been  thrown 
at  the  fire.  [Laughter.] 

But  we've  got  a  serious  mess,  a  serious,  serious  problem. 

POOR  SYSTEMS  VERSUS  UNTRAINED/DISINTERESTED  STAFF 

Mr.  Kingston.  OK,  let  me  ask  you  this.  This  gets  a  little  bit 
harder  for  you.  How  much  of  the  problem  is  because  of  poor  sys- 
tems versus  people  who  don't  want  to  play  by  the  rules?  The  Chair- 
man just  read,  I  think,  a  somewhat  alarming  memo.  How  much  of 
the  problems  are  because  of  memos  and  perhaps  attitudes  behind 
the  memos  like  that  versus  just  systems  that  are  so  awkward? 
We're  all  sensitive  to  the  hybrid  nature  of  D.C.  as  a  government 
entity  and  know  that  it's  hard  to  deal  with. 

district  government  not  cut  to  align  with  declining 

revenues 

Mr.  Williams.  I  would  say  that,  as  the  economy  declined  in  the 
eighties,  because  of  the  culture — I'll  get  to  the  culture  in  a  second — 
because  of  the  culture,  the  general  kind  of  prevailing  consciousness, 
government  wasn't  ratcheted  back  in  line  to  align  with  declining 
revenues  because  of  the  declining  economy.  Not  a  lot  was  done  to 
turn  around  the  economy.  That's  another  question  in  and  of  itself. 

But  I  guess  what  I'm  saying  fundamentally  is  there  is  a  mis- 
match of  expectations  and  resources,  and  a  lot  of  the  wrenching 
discussions  now  with  the  Authority  imposing  new  budget  discipline 
are  about  matching  expectations,  really  not  resources  but  expecta- 
tions, and  reality.  Unless  we  match  expectations  and  reality  and 
change  that  culture,  the  problems  with  the  system  I  think  are  not 
de  minimis,  but  they're  fairly  mild. 
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attitude/"inherent  right"  to  overspend 

If  you  talk  about  an  agency  head,  maybe  even  a  mayor,  who  be- 
Heves  that  they  have  an  inherent  right  to  overspend,  that's  a  cul- 
ture problem.  In  other  words,  I  have  a  right  to  spend  $100  million. 
You  may  have  given  me  $85  million,  but  that's  your  problem.  I 
have  a  right  to — you  know,  what  is  this  right?  There's  no  match 
of  expectations  and  resources,  and  it's  driving  the  financial  crisis, 
driving  and  aggravating  all  of  your  systems  problems. 

Mr.  Kingston.  Is  the  message  getting  through,  do  you  think? 

Mr.  Williams.  I  think  the  message  is  getting  through  in  a  big, 
meaningful  way.  I  think  a  lot  of  the  arguments  and  fighting  and 
fussing  are  positive  in  the  sense  that  it  shows,  this  friction  shows 
that  there  is  now  conflict,  and  people  are  bringing  home  the  idea 
that  we've  got  to  basically  match  our  expectations  and  reality  bet- 
ter. 

SEVEN  MONTHS  OF  FISCAL  YEAR  1996  ARE  GONE — MAYBE  NO  TIME  TO 

MAKE  CHANGES 

Mr.  Hummel.  I'd  like  to  add  one  thought  to  that,  though.  Keep 
in  mind  that  this  year  is  seven  months  gone  already;  seven- 
twelfths  of  the  year  is  gone.  It's  very  hard  to  implement  change 
fast  at  the  District  of  Columbia.  And  so  as  an  auditor,  I'm  natu- 
rally skeptical,  but  with  the  District  I'm  definitely  skeptical.  And 
I  think  you  will  see  some  continued  problems  even  as  a  result  of 
the  1996  audit. 

"junk"  bond  RATING 

Mr.  Kingston.  What  is  their  bond  rating? 

Mr.  Williams.  We're  in  a  junk  bond  status. 

Mr.  Kingston.  On  what  status? 

Mr.  Williams.  Junk  bond  status. 

Mr.  Kingston.  Junk  bond  status  only?  And  how  long  has  that 
been  the  case? 

Mr.  Williams.  We're  below  investment  grade  by  all  the  rating 
agencies. 

Mr.  Kingston.  Thank  you.  Thank  you,  Mr.  Chairman. 

staffing  status  of  office  of  inspector  general 

Mr.  Walsh.  I'd  like  to  take  a  few  moments  to  ask  some  questions 
of  the  IG.  The  Inspector  General's  office  has,  in  my  memory,  has 
always  existed — your  predecessor  was  Mr.  McClendon — although 
we  did  make  the  office  more  independent  in  the  Control  Board  leg- 
islation in  1995.  So  there  was  a  budget.  There  were  positions  in 
place,  and  so  forth. 

Your  appointment  was  announced,  I  believe,  in  December  of 
1995.  When  did  you  actually  physically  take  the  office  and  begin 
to  set  up  your  staff? 

Ms.  AvANT.  January  16,  1996. 

Mr.  Walsh.  January? 

Ms.  AvANT.  Sixteen. 

Mr.  Walsh.  Could  you  give  us  the  status  of  your  staffing  such 
as  how  many  positions  are  filled  and  how  many  are  as  yet  unfilled? 

Ms.  AvANT.  When  I  took  over  the  office,  as  I  indicated,  there 
were  six  people  in  the  office:  two  auditors,  one  investigator,  one 
legal  advisor,  if  you  will,  and  two  staff  support  people.  I  plan  at 
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this  point  to  have  a  staffing  level  of  approximately  40  people. 
That's  my  ultimate  desire. 

Mr.  Walsh.  Forty? 

Ms.  AVANT.  Forty.  And  I  think  that  we  will  still  need  additional 
resources,  but  we,  hopefully,  will  be  able  to  get  them  through  other 
means;  i.e.,  external  contracts,  et  cetera. 

At  this  point  in  time,  through  one  initiative,  which  is  the  cen- 
tralization of  the  "internal  audit  functions"  throughout  city  agen- 
cies, I  will  be  acquiring  two  additional  people.  There  were  approxi- 
mately 21  positions,  and  I've  interviewed  and  selected  two  individ- 
uals to  join  my  staff.  I  did  not  select  the  balance  because  I  did  not 
feel  as  though  they  had  the  skills  and  experience  that's  needed  to 
function  effectively  in  my  office 

ASSISTANT  INSPECTOR  GENERAL  FOR  INVESTIGATIONS  RECENTLY 

HIRED 

I've  also  recently,  as  in  last  week,  hired  my  Assistant  Inspector 
General  for  Investigations,  a  gentleman  who  is  currently  the  Dep- 
uty Assistant  Inspector  General  for  Investigations  at  the  U.S.  De- 
partment of  Treasury.  So  within  the  past — well,  within  one  week 
I'll  have  two  additional  auditors  and  within  three  weeks  I'll  have 
the  AIG  for  investigations  and  have  a  number  of  interviews  that 
I've  conducted,  and  decisions  are  pending  with  respect  to  several 
other  key  posts;  i.e.,  my  Deputy  IG,  the  Assistant  Inspector  Gen- 
eral for  Audits,  as  well  as  the  Director  of  Consulting  Services.  I'm 
hoping  that  I  will  be  able  to  complete  those  positions  or  fill  those 
positions  by  the  end  of  this  month  at  the  latest,  and  then  those  in- 
dividuals and  myself  will  go  forward  to  complete  the  balance  of  the 
staffing. 

STATUS  OF  ONGOING  INVESTIGATIONS 

Mr.  Walsh.  With  the  staff  that  you  have  in  place,  are  there  any 
ongoing  investigations  of  any  of  the  findings  that  have  been  sub- 
mitted in  either  this  audit — which  is  now  how  old? 

Mr.  Hummel.  Five  months. 

Mr.  Walsh.  Five  months — or  any  prior  audit? 

Ms.  AvANT.  No,  it's  not  five. 

Mr.  Hummel.  Three  months. 

Ms.  AvANT.  The  audit  is  three  months  old.  Of  course,  there  are 
a  number  of  ongoing  investigations  and  audits.  There  were  inves- 
tigations underway  when  I  joined  the  office. 

PUBLIC  works'  demonstrators 

Of  course,  as  you  all  are  aware,  the  hottest  investigation  that 
was  currently  placed  in  my  purview  in  joining  the  office  was  the 
Department  of  Public  Works'  demonstrators,  and  given  the  very 
limited  resources  that  I  just  explained  I  have,  it  took  all  of  those 
resources  to  complete  those  efforts.  At  this  point  in  time,  my  focus 
with  the  staff  has  been  to  try  to  clean  up,  if  you  will,  some  inves- 
tigations that  I  think  will  be  very  fruitful  in  the  next  several 
weeks,  months. 

audit  of  manual  checks 

With  respect  to  audits  or  investigations  of  items  that  have  come 
out  of  the  1995  audit,  as  I  indicated  in  my  testimony,  there  is  an 
audit  currently  underway  with  respect  to  the  manual  checks  that 
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were  issued  during  FY  1995.  Again,  with  only  having  two  auditors, 
most  of  the  audits  and  investigations  that  need  to  take  place  at 
this  point  in  time  do  require  teams  of  people,  if  you  will,  to  effec- 
tively undertake  that  work. 

I  am  pursuing  a  number  of  different  alternatives;  i.e.,  such  as 
meeting  with  the  President's  Council  on  Integrity  and  Efficiency 
(PCIE)  to  obtain  Intergovernmental  Personnel  Act  (IPA)  personnel 
through  the  Federal  inspector  general  community. 

Mr.  Walsh.  IPAs? 

Ms.  AvANT.  Yes,  personnel,  detailed  personnel  from  Federal 
agencies.  I  can't  tell  you  the  exact  term  or  the  words  for  IPA  at  this 
point,  but  that's  what  they  refer  to.  Intergovernmental  Personnel 
Agreements. 

Mr.  Walsh.  So  there  are  some  investigations  ongoing? 

Ms.  AvANT.  Yes. 

ISSUING  OF  MANUAL  CHECKS  BYPASSING  FMS  SYSTEM 

Mr.  Walsh.  Let  me  ask  you  just  briefly  about  this  manual  check 
business.  As  I  understand  it,  an  individual  or  individuals  could  sit 
down  and  write  out  a  check  for  almost  any  amount  and  the  total 
accumulated  value  of  those  checks,  I  believe,  in  1995  was  $75  mil- 
lion; is  that  correct? 

Ms.  AvANT.  Seventy-three  million  dollars. 

Mr.  Walsh.  Seventy- three  million  dollars? 

Ms.  AvANT.  Yes. 

Mr.  Walsh.  Now  how  many  individuals  wrote  those  manual 
checks? 

Ms.  AvANT.  The  checks  were  not  written  by  individuals.  They  ac- 
tually are  processed  by  the  check- writing  system.  They  are  proc- 
essed outside  of  FMS,  which  is  the  normal  accounting  system. 
They're — our  findings  at  this  point — and  we're  still  trying  to  nar- 
row it  down  with  respect  to  who  specifically  was  responsible.  One 
of  the  problems  with  the  manual  check  issue,  if  you  will,  is  that 
there  were  no  definitive  procedures  in  place  during  the  Fiscal  Year 
1995  with  respect  to  how  those  checks  were  to  be  processed.  We 
have  identified  three  separate  sets  of  "verbal"  procedures  that  were 
being  utilized  throughout  the  year.  So  there  was  great  disparity  in 
what  information  was  being  attached  to  a  voucher  for  approval 
and,  i.e.,  how  the  Office  of  the  Treasury  made  the  decisions  with 
respect  to  the  disbursements  themselves. 

Mr.  Walsh.  Mr.  Williams,  would  you  care  to  comment  on  this 
problem  of  manual  checks,  where  the  authority  was  derived  for 
that  to  occur  and  where  the  ultimate  responsibility  fell  for  those? 

Mr.  Williams.  Mr.  Chairman,  the  manual  checks  were  done  out 
of  the  Treasurer's  Office,  which  I  think  has  always  been  part  of  the 
CFO's  office,  and  certainly  is  under  the  Control  Board  Act.  And  in 
one  of  the  financial  management  control  orders,  I  believe  in  the  be- 
ginning of  March  or  late  February,  I  ended  the  process  of  manual 
checks  because  of  the  actual  problems  that  we  had  had  with  inter- 
nal control.  Shortly  after  my  arrival,  without  my  knowledge,  for  ex- 
ample, there  was  a  bypass  of  an  IRS  levy  using  a  manual  check. 
So  we  ended  the  process,  and  have  ended  the  process,  of  manual 
checks. 
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I  think  one  of  the  reasons  for  the  high  volume  in  manual  checks 
was  twofold.  One,  people  were  actually — without  adequate  pro- 
gramming of  their  accounts  payable,  classification  of  vouchers, 
prioritization  of  payments,  without  any  of  that — constantly  running 
around  at  the  last  minute  making  payments  which  pushes  the  need 
for  a  manual  check. 

The  second  reason  is,  as  Mr.  Hummel  and  the  IG  have  indicated 
with  the  audit,  with  all  the  management  control  problems  you 
have,  you  always  have  a  vendor  coming  up  on  day  one,  let's  say, 
at  8  o'clock  in  the  morning,  wanting  a  payment,  and  I  call  it  walk- 
up  brain  surgery.  You've  got  to  run  around  throughout  the  day  to 
basically  reconstruct  the  entire  process  from  budget  authority  to 
contract  to  actual  payment  to  get  that  payment  made,  so  that  the 
school  isn't  closed  or  heating  isn't  shut  down  in  a  hospital  facility, 
or  some  such  thing.  Again,  that  was  pushing  to  manual  check  proc- 
ess. 

And  what  we've  said,  noticed  to  people,  is  that  there  are  no  more 
manual  checks,  and  you've  got  to  prepare  now  and  change  your 
process  now  at  the  front  end  because  we're  not  going  to  help  you 
at  the  back  end. 

VENDORS  KNEW  HOW  TO  BYPASS  FMS  SYSTEM 

Ms.  AVANT.  You  will  fmd,  and  what  we  have  found  thus  far  with 
respect — as  I  think  Tony  has  alluded  to,  vendors  knew  how  to  get 
paid,  and  it  was  not  just  an  act  of  threatening  to  cut  off  services. 
They  knew  how  the  system  would  allow  them  to  get  a  manual 
check.  And  so  the  system  was  essentially  used  as  the  normal  check- 
writing  system.  So  that  is  really  the  sole  basis  that  we  found  at 
this  point  for  the  volume  of  activity. 

There  clearly  are  some  instances  with  respect  to  payments  being 
made  to  vendors  with  tax  liens.  One  of  the  problems  there  is, 
again,  because  the  manual  checks  were  processed  outside  of  the 
normal  accounting  system,  the  database  file,  if  you  will,  that  would 
identify  where  the  liens  were  was  not  interfaced,  and  that  manual 
process  did  not  take  place  either.  So 

Mr.  Walsh.  This  process  has  been  eliminated? 

Ms.  AvANT.  It's  been  eliminated  at  this  point. 

INSPECTOR  GENERAL  SUBPOENA  POWER 

Mr.  Walsh.  In  your  investigations,  current  and  future,  do  you 
issue  subpoenas? 

Ms.  AvANT.  We  have  the  right  to  issue  subpoenas,  and  certainly 
if  we  don't  get  the  information  we  need,  we'll  fully  exercise  that. 

Mr.  Walsh.  Have  you  had  to  exercise  that  power  yet? 

Ms.  AvANT.  Thus  far,  no. 

Mr.  Walsh.  You  have  not? 

Ms.  AVANT.  No. 

INSPECTOR  GENERAL  PURSUIT  OF  ANTI-DEFICIENCY  ACT  VIOLATIONS 

Mr.  Walsh.  Do  you  anticipate  pursuing  the  findings  of  the  audit 
that  relates  to  Anti-Deficiency  Act  violations? 

Ms.  AvANT.  As  I  stated,  I  received  the  report  yesterday,  and  cer- 
tainly it  was  a  part  or  is  a  part  of  my  plan  to  investigate  those 
matters,  both  not  only  for  prosecution  pursual,  if  appropriate,  but 
also  from  the  standpoint  of,  again,  further  understanding  why  and 
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how  this  has  occurred,  where  are  the  deficiencies  in  the  system. 
And  I  think  it's  been  alluded  to  here;  there  are  a  number  of  reasons 
that  support  it,  but  we've  got  to  get  a  better  understanding,  and 
we've  got  to  start  putting  some  mechanisms  in  place  to  change  the 
attitudes,  the  cultures,  that  do  allow  this  type  of  activity  to  occur. 

AGENCY  HEAD  AND  FINANCIAL  OFFICER  RESPONSIBLE  IF 
OVERSPENDING  OCCURS 

Mr.  Walsh.  Some  of  the  discussion  here  has  been  about  the  fact 
that  we  appropriate  by  function  and  that  the  city  has  to  then  allo- 
cate those  appropriations  department  by  department.  Now  the  Con- 
trol Board  actually  has  that  power  for  the  FY  1996  budget.  As  I 
understand  it,  that  responsibility  was  delegated  to  them.  And  be- 
cause of  Home  Rule,  we  don't  include  in  bill  language  each  agency's 
specific  budget,  although  it  is  included  in  the  House  and  Senate  re- 
ports and  in  the  so-called  "mark  sheets". 

If  there  is  overspending  in  one  of  those  departments,  would  you 
look  to — each  of  these  departments  has  a  financial  officer — would 
you  look  to  that  financial  officer  as  the  responsible  party  for  that 
overspending? 

[CLERK'S  NOTE.— See  also  "CLERK'S  NOTE"  on  page  44,  this  volume.] 

Ms.  AVANT.  I  look  to  the  financial  officer  as  well  as  the  agency 

head  as  the  responsible  party,  not  just  the  agency  head,  nor  just 

the  financial  officer.  I  think  that  the  two  collectively  have  a  respon- 

"sibility  for  the  management  of  the  affairs  of  that  organization,  and 

that  includes  both  of  those  individuals  working  in  concert  together. 

NO  ANTI-DEFICIENCY  ACT  VIOLATIONS  CONVICTIONS  AND  NO  PENDING 
INVESTIGATIONS  IN  THE  DISTRICT 

Mr.  Walsh.  You're  aware  that  no  one  has  ever  been  prosecuted 
under  the  Anti-Deficiency  Act? 

Ms.  AvANT.  Yes,  I  am. 

Mr.  Walsh.  In  your  estimation  of  the  problem,  do  you  think  we 
need  to  enforce  the  anti-deficiency  act? 

Ms.  AvANT.  I'm  not  certain  I'm  totally  prepared  to  say  we  need 
to,  again,  because  from  my  perspective 

Mr.  Walsh.  Well,  we  have  a  law 

Ms.  AvANT.  We  have  a  law.  There's  a  law,  and  if  we  find, 
through  investigative  procedures,  that  there  was  willful  disregard 
for  the  law,  then  I  think  it  needs  to  be  pursued,  absolutely. 

Mr.  Walsh.  In  a  criminal  proceeding? 

Ms.  AvANT.  Yes. 

ANTI-DEFICIENCY  ACT  VIOLATORS  CAN  BE  IDENTIFIED 

Mr.  Walsh.  Mr.  Hummel,  based  on  your  audit,  we  asked  if  you 
named,  specifically  named,  individuals  in  your  audit;  you  did  not 
do  that,  but  your  feeling  was  that  someone  with  the  knowledge  of 
the  processes  in  the  decisionmaking — the  line,  the  chain  of  com- 
mand, you  do  believe  that  it's  possible  to  determine  who  was  re- 
sponsible for  those  violations,  maybe  not  intent,  but  who  was  re- 
sponsible for  those  overspendings;  is  that  correct? 

Mr.  Hummel.  Yes,  I  do  believe  that. 

Mr.  Walsh.  At  this  point  do  you  have  any  information  that  any- 
one did  willfully  overspend  with  disregard  for  the  law? 
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Ms.  AvANT.  The  only  information  I  have  at  this  point  is  the  data 
that's  been  gathered  by  the  CFO  and  his  staff  with  respect  to  ana- 
lyzing why  the  overspending  occurred. 

Mr.  Walsh.  There  are  no  ongoing  investigations  on  any  Anti-De- 
ficiency Act  violations? 

Ms.  AvANT.  I  just  received  the  report  yesterday.  So  my  investiga- 
tions have  not  started. 

Mr.  Walsh.  I  mean,  I'm  talking  about  from  the  prior  IG 

Ms.  AVANT.  No. 

Mr.  Walsh.  There  were  none? 

Ms.  AVANT.  No. 

NEW  inspector  GENERAL  IN  OFFICE  FOR  A  SHORT  PERIOD 

Mr.  Walsh.  Mr.  Dixon. 

Mr.  Dixon.  Thank  you,  Mr.  Chairman. 

Ms.  Avant,  you  seem  to  be  the  woman  in  the  middle.  You  are  ap- 
pointed by  the  mayor  with  consultation  with  the  city  council  and 
the  Control  Board. 

Ms.  Avant.  Confirmed  by  the  Control  Board. 

Mr.  Dixon.  Confirmed  by  the  Control  Board.  On  one  hand,  I 
would  imagine  that  the  mayor  or  the  executive  branch  here  would 
think  you're  doing  too  much,  and  the  Control  Board  thinks  that 
you're  not  doing  enough.  Yet,  you're  to  be  independent.  So  that's 
the  reason  I  say  that  you're  the  woman  in  the  middle  here. 

And,  in  fact,  you've  only  been  on  the  job  five  months. 

Ms.  Avant.  Just  shy  of  four. 

Mr.  Dixon.  Four  months? 

Ms.  Avant.  Since  January  16. 

Mr.  Dixon.  Okay,  four  months.  And  I'm  sure  you're  getting 
bumped  on  both  sides  already,  and,  as  a  matter  of  fact,  that  you've 
made  recommendations  that  have  been  turned  down  by  the  District 
government;  is  that  correct? 

Ms.  Avant.  That's  correct. 

Mr.  DixON.  So  I  would  just  say  that  the  verdict  really  isn't  in  on 
your  performance  one  way  or  the  other,  and  you  have  a  very  dif- 
ficult task.  I'm  very  supportive  of  the  Control  Board,  and  I  think 
they  need  at  least  a  year  or  two  to  demonstrate  their  performance. 
And  I  just  don't  think  the  mayor  should  be  throwing  stones  at  you 
or  the  Control  Board  at  this  point  in  time.  I  think  you've  operated 
in  good  faith  in  the  short  period  of  time  you've  been  there,  and  it's 
a  very,  very  difficult  job  for  you.  It's  like  coming  to  work  the  first 
day  and  saying,  "What  have  you  done  for  me?"  And  once  you  do 
something,  they  say,  "Well,  I  disagreed  with  that." 

Ms.  Avant.  That's  right. 

Mr.  Dixon.  Then  you  go  to  see  the  mayor  and  the  mayor  says 
you're  meddling  in  business  that  you  don't  understand  the  politics 
of. 

viability  of  private  market  funds/deficit  bonds 

There  is  discussion — Mr.  Hummel,  I  want  to  talk  about  the  fi- 
nancial condition  of  the  District.  There  is  discussion,  at  least  in  the 
newspaper,  and  I've  had  some  discussion  with  Mr.  Hill  about  the 
fact  that  ultimately  there's  a  philosophy  that  there  should  be,  one, 
a  greater  Federal  payment.  Two,  you  mentioned  the  fact  that 
there's  probably  going  to  have  to  be  some  short-term  borrowing,  I 
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believe,  in  your  report.  And,  three,  you  talk  about  an  accumulated 
deficit  of  $378  million. 

And  I  have  tried  to  be  very  protective  of  home  rule,  and  Mr. 
Serrano  has  raised  a  lot  of  interesting  issues  as  it  relates  to  their 
own  destiny.  But  as  it  relates  to  their  financial  destiny,  can  you 
discuss  the  viability  of  the  next  year  or  two  the  private  market  pro- 
viding funds  to  the  District  of  Columbia? 

Mr.  Hummel.  I  could  give  it  a  try. 

Mr.  Dixon.  We're  talking  about  potential  short-term  loans  here. 
You  say  they  can't  get  on  their  feet  until  they  liquidate  their  accu- 
mulated deficit.  So — and  they  have  the  ability  to  go  to  the  Treasury 
once  they  demonstrate,  in  fact,  that  they  cannot  borrow  privately. 
And  the  reason  I  say  that,  Mr.  Serrano,  I'm  not  in  a  debate,  but, 
I  mean,  I  think  there's  a  legitimate  interest  particularly — setting 
aside  the  Constitution  or  anything — when  they  have  to  go  to  the 
Treasury  window  to  borrow.  As  a  matter  of  fact,  under  the  Reagan 
administration  they  were  discouraged  from  doing  that  and  forced 
to  go  to  the  private  market. 

So  what  are  the  chances  that  they  can  go  to  the  private  market 
and  borrow  money  in  the  next — in  the  foreseeable  future? 

Mr.  Hummel.  I  don't  feel  terribly  qualified  to  answer  that  ques- 
tion because  I  think  that  has  to  be  defined  by  those  who  deal  in 
that  business,  and  I  don't,  but  I  would  say  their  odds  are  not  good. 
And  perhaps  Tony  would  have 

Mr.  Dixon.  Mr.  Williams,  would  you  generally  agree  that  the 
odds  are  not  good  of  going  to  the  private  sector  at  this  point  in  time 
to  borrow  money? 

Mr.  Williams.  That's  correct,  Mr.  Dixon.  The  District  or  the  Au- 
thority, to  go  to  the  private  market,  they'd  have  to  demonstrate  to 
the  private  market  that  that  credit  has  a  structure  of  a  certain 
quality,  and  the  problem  that  we  would  face  is  that  to  create  the 
adequate,  let  alone  optimal,  credit  structure  for  your  new  issue, 
you  would  basically  damage  your  existing  structure  for  j^our  exist- 
ing bond-holders,  and  that  basically  limits  our  access  to  the  mar- 
ket. 

NEED  TO  INCREASE  FEDERAL  PAYMENT 

Mr.  Dixon.  Which  brings  me  to  the  point  that  perhaps  my  chair- 
man and  I  disagree  on,  and  that  is,  I  think  that  ultimately  we  have 
to  have  some  discussion  of  increasing  the  Federal  payment  be- 
cause, quite  frankly,  in  my  assessment  of  the  situation  here,  unless 
there's  some  drastic  turnaround  in  this  economy  that  immediately 
shoots  a  lot  of  dollars  into  not  only  Washington,  but  the  surround- 
ing area,  that  basically  the  District  is  treading  water;  that  they 
have  this  long-term  accumulated  deficit  that  I'm  terribly  dis- 
appointed about  because  they  borrowed  once  before,  but  they're  not 
getting  any  better. 

DISTRICT  UNABLE  TO  REPAY  ANY  NEW  DEFICIT  BONDS 

And  if  they  borrow  to  resolve  the  issue,  as  you  have  suggested, 
there  is  no  way  at  this  point  that  they  can  reasonably  pay  this 
money  back. 

Now  would  you — I  mean,  please  disagree,  if — I  mean,  if  they  go 
out  and  borrow  $400  million  and  things  stay  static  here,  where  are 
they  going  to  ultimately  get  $400  million  to  pay  back? 
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Mr.  Williams.  I  think  it  would  be  very  difficult  to  produce  sur- 
plus, without — as  I  said  in  my  transmittal  letter  to  the  mayor  in 
the  budget,  I  think  without  profound  changes  in  what  the  District 
is  and  what  we  do  as  a  city,  I  can't  foresee  a  way  to  build  surpluses 
in  the  outyears  to  retire  that  deficit 

DO  CHECKLIST  OF  ITEMS  BEFORE  ANY  VENTURE  INTO  TAX  LAW 

CHANGES 

But  I  would  say  that  the  ingredients  to  all  this  are  many.  I'm 
sorry  to  use  all  these  analogies,  but  it's  like  we're  ready  for  this 
venture  into  taxes.  Before  we  do  this,  we  need  to  go  through  a 
checklist.  No.  1  on  the  checklist,  have  we  maximized  possibilities 
in  reduction  of  spending?  Checklist  No.  2,  have  we  have  maximized 
revenue  enhancement  possibilities?  Checklist  No.  3,  have  we  maxi- 
mized our  asset  management  possibilities?  That  is  to  say,  restruc- 
ture the  balance  sheet. 

And  I  would  go  down  a  quick  list:  tax  receivables,  Blue  Plains, 
Lorton,  the  lottery,  securitization  of  parking  ticket  fines — that's  a 
stream  of  revenue — real  estate  disposition.  We've  got  to  go  through 
all  that,  and  then  once  we've  gone  through  that,  then  I  think  a  part 
of  the  ingredient  is  also  going  to  be  changes  in  Federal  law  and 
modification  of  tax  structure  to  make  the  District  more  competitive, 
but  we  have  to  have  gone  through  that  checklist  first. 

Mr.  Dixon.  I  would  agree  with  that.  And  you  have  to  get  the  op- 
timum result  from  each  of  those  items  on  the  checklist  to  even  see 
any  hope  at  the  end  of  the  tunnel. 

POSSIBLE  SALE  OF  KEY  ASSET — LORTON 

Mr.  Williams.  I  would  point  to  the  committee — and  this,  I  think, 
is  in  the  CFO's  area  because  it's  an  asset.  I  don't  distinguish  a  real 
property  asset  from  cash  asset;  it's  not  distinguished  in  the  Act. 
And  I  look  at  a  facility  like  Lorton,  where  you're  talking  about 
3,000  acres  out  in  northern  Virginia.  That  property  is  worth  a  lot 
of  money,  and  it  ought  to  be  one  of  our  top  priorities  to  work  with 
the  Federal  government  on  the  property  interest  involved,  do  it  in 
a  way  that  accommodates  the  legitimate  regional  needs  out  there 
in  terms  of  planning  and  zoning;  with  a  bridge  loan,  take  care  of 
the  short-term  needs  of  Lorton,  get  out  of  there,  privatize  the  thing, 
and  move  on.  I  know  it's  grossly  simplifying  it.  I'm  not  sure 
why 

Mr.  Dixon.  No,  no,  no,  I  was  smiling  because- 


Mr.  Williams  [continuing].  We're  not  doing  things  like  that. 

Mr.  Dixon  [continuing].  Mr.  Wolf  has  a  lot  of  ideas  about  that 
particular  issue.  [Laughter.] 

Mr.  Williams.  I  think  the  Congress  has  a  right  to  ask,  if  we  ask 
for  money,  have  we  done  these  basic  things? 

Mr.  Dixon.  And  I  think  that's  the  philosophy  of  the  Control 
Board,  that  they  want  to  demonstrate  along  with  the 

Mr.  Williams.  And  the  Control  Board  is  right  on  the  money 
there,  I  believe. 

Mr.  Dixon.  Right. 
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ONLY  36  PERCENT  OF  FY  1996  BUDGET  SPENT  IN  FIRST  6  MONTHS 

Can  either  one  of  you  identify  the  potential  agencies  that  might 
be  in  violation  of  the  Anti-Deficiency  Act  for  1996?  Obviously,  UDC 
is  one  of  them.  What  are  the  others?  Mr.  Williams,  do  you  have  an 
idea? 

Mr.  Williams.  Mr.  Chairman,  we  have,  as  I  mentioned  again, 
another  improvement  on  the  financial  report,  and  this  is  a  forecast 
of  expenditures  to  budget.  And  the  good  news  is  that  we've  spent, 
as  of  March  31,  36  percent  of  the  Fiscal  Year  1996  budget.  Now, 
again,  the  big  question,  and  we're  working  aggressively  to  try  to 
get  on  top  of  this,  is:  how  much  is  outside  the  system?  But  that's 
the  good  news. 

AGENCIES  OVERSPENDING 

The  bad  news  is  we  have  these  agencies  that  we've  lined  up  for 
this  intensive  work  with  their  spending  plans.  It  has  to  be  done  by 
May  15. 

Public  Works,  $9  million,  right  now  running  high;  public  schools 
running  high,  $25  million.  I  believe  they've  got  a  plan  in  place  to 
reduce  that,  but  we've  got  to  actually  see  that  the  plan  can  be  actu- 
alized and,  again,  make  allowances.  UDC;  unemployment  com- 
pensation, employment  services — employment  services  they  say,  be- 
cause of  operation  of  the  Authority's  budget  reprogramming;  em- 
ployment compensation,  they  say  because  the  RIFs  are  upping  our 
mark  on  unemployment  compensation,  and  that  we  haven't  ade- 
quately compensated  for  that.  I  believe  we  have,  but  we're  working 
those  things  out.  Those  are  the  agencies  we're  working  with  inten- 
sively to  get  down. 

PLEDGE  TO  BALANCE  FY  1996  BUDGET 

And  I  will  commit  to  this  Committee  that  we  will  come  in  on  tar- 
get with  this  budget.  It  may  not  be  pretty,  but  we  will  do  it. 

Mr.  Dixon.  Let's  talk  about  the 

Mr.  Walsh.  That  would  be  pretty. 
Mr.  Williams.  Pardon  me? 
Mr.  Walsh.  That  would  be  pretty. 
Mr.  Dixon.  Just  the  fact.  [Laughter.] 

revenues  down  $116  million 

Let's  talk  about  the  revenues.  Are  there  any  anticipated  short- 
falls in  revenues? 

Mr.  Williams.  Revenues  are  declining.  They're  declining  at  a 
constant — at  a  predicted  rate.  Because  of  the  operation  of  the  budg- 
et and  the  marks  that  were  passed  in  March  we're  now  looking  at 
a  revenue  shortfall  for  the  year  of  around  $116  million.  This  is  on 
the  track  that  we've  forecasted  working  with  the  Authority  in  Feb- 
ruary. 

One  question — and  this  is  a  big  question 

Mr.  Dixon.  Did  you  say  106  or  160? 
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STRUCTURAL  IMBALANCE — EXPENDITURES  GROWING  FASTER  THAN 

REVENUES 

Mr.  Williams.  A  hundred  and  sixteen  million.  We  basically,  Con- 
gressman Dixon,  have  a  problem.  Now  this  is  what  we  call  in  the 
business  "structural  imbalance."  Expenditures  are  growing  at  6 
percent  and  revenues,  not  accounting  for  inflation,  at  1  percent, 
and  one  way  or  the  other,  we've  got  to  close  that  gap  and  put  it 
on  a  permanent  basis  or  we're  going  to  continue  to  have  these  prob- 
lems. 

Mr.  DixON.  Excuse  me  for  interrupting  you.  That  kind  of  sur- 
prised me. 

What  level  are  you  spending  at,  what  cumulative  amount? 

HOLDING  SPENDING  AT  $4,994  BILLION  LEVEL,  CITY  STILL  FACES 
REVENUE  SHORTFALL 

Mr.  Williams.  Well,  we're  right  now  holding  spending  at  the 
$4,994  billion  level  plus  new  grants. 

Mr.  Dixon.  And  spending  at  that  level,  you  will  still  face  a  reve- 
nue shortfall? 

Mr.  Williams.  Right.  All  the  exercise  that  we're  talking  about 
here  is  to  bring  the  agencies  to  their  budget  target. 

Mr.  DixON.  Right. 

NO  DISCUSSION  ON  REDUCING  BUDGETS  TO  REVENUE  LEVELS 

Mr.  Williams.  We  have  not  talked  about  what  measures  we  can 
or  should  take  to  get  agencies  down  to  close  with  revenues. 

Mr.  Dixon.  Weil 

Mr.  Williams.  The  plan  now  is  that  we  manage  the  agencies 
through  the  $4,994  billion  level 

Mr.  Dixon.  Right. 

DEFICIT  OF  $116  MILLION  REQUIRES  FINANCING 

Mr.  Williams  [continuing].  And  that,  somehow  or  another,  we  fi- 
nance the  $116  million,  and  that  brings  up  a  number  of  questions. 

Mr.  Dixon.  Right.  And,  please,  I'm  not  being  critical  at  all.  Then 
how  would  you  account  for  any  ability  to  repay  some  short-term 
loans?  As  I  understand,  short-term  loans  have  to  be  repaid  by  the 
end  of  the  fiscal  year,  and  if  the  spending  rate,  as  I  understand 
you,  Mr.  Williams — and  I'm  not  an  accountant — is  at  this  $4,994 
billion  level. 

Mr.  Williams.  Right.  If  these  agencies'  spending  plans  hold 
true 

Mr.  Dixon.  Right,  which  still  leaves  you  at  a  minus  $116  million? 

Mr.  Williams.  Right.  Against 

Mr.  Dixon.  Well,  then,  how  can  you  repay  in  this  fiscal  year 
some  short-term  loans  to  cover  a  "cash  flow"  problem?  As  I  said, 
I  don't  know  how  this  can  be  accomplished;  it  just  doesn't  make 
sense  that  you  have  the  ability  to  borrow  short  term,  repay  by  the 
end  of  the  fiscal  year,  but  you  know  that  your  spending  rate  now — 
and  I'm  not  criticizing  that — is  going  to  be  a  minus  $116  million. 
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DISTRICT  WOULD  CONTINUALLY  ROLL  OVER  SHORT-TERM  DEBT 

Mr.  Williams.  Well,  the  reason,  Mr.  Dixon,  is  because  the  cash 
flow  projection  right  now  is  that  we  would  borrow  short  term 
against  the  remainder  of  next  year's  Federal  payment,  and  then  at 
the  beginning  of  next  year  roll  the  entire  amount  over. 

Mr.  DixON.  And  it's  back  to  whether  you're  making  any  progress 
on  the  $379  million  accumualted  deficit  as  of  September  30,  1995? 

Mr.  Williams.  That's  right. 

Mr.  Dixon.  Right. 

Mr.  Williams.  Right  now  we're  basically  rolling  over  the  Federal 
payment  each  year. 

[See  "CLERK'S  NOTE"  on  page  700,  this  volume,  concerning  the  preceding  state- 
ment "we're  basically  rolling  over  the  Federal  payment  each  year".] 

Mr.  Dixon.  Yes. 

Mr.  Williams.  We're  maxing  out  on  the  Federal  payment 

Mr.  Dixon.  Right. 

Mr.  Williams  [continuing].  In  terms  of  borrowing  against  future 
years 

credit  card  analogy — KEEP  BORROWING  MORE 

Mr.  Dixon.  And  in  the  credit  market,  that  to  me  is  always  a  no- 
no.  It's  like  me  going  out  and  getting  a  new  Mastercard 

Mr.  Williams.  Right. 

Mr.  Dixon  [continuing].  With  a  thousand  dollars  more  on  it,  pay- 
ing the  $9,000  I  owe;  now  I  owe  $10,000. 

Mr.  Williams.  Right.  That's  exactly  right. 

Mr.  Dixon.  But  then  the  next  year  I  get  another  one  that  gives 
me  a  $12,000  limit,  and  so  there's  really  not  any  progress 

Mr.  Williams.  Short  term 

Mr.  Dixon.  And  then  I  go  out  and  get  a  personal  loan  to  pay  it 
all  off  and  get  $20,000  instead  of  $15,000.  I  mean,  is  the  analogy 
on  point  here? 

Mr.  Williams.  John  wanted  to 

WRONG  USE  OF  SHORT-TERM  BORROWING 

Mr.  Hummel.  Well,  I  just  wanted  to  say  that  short-term  borrow- 
ing is  usually  designed  just  to  get  an  organization  through  the  cash 
flow  troughs. 

Mr.  DixON.  Right,  I  understand  that. 

Mr.  Hummel.  That's  really  all  it  would  do. 

Mr.  Williams.  But  the  cash  flow  troughs  are,  again,  aggravated, 
they're  pulled  down  by  this  accumulated  deficit. 

Mr.  Dixon.  Exactly. 

Mr.  Williams.  To  the  extent  you  don't  do  anything  about  the  rev- 
enue deficit  this  year,  you're  dragging  it  down  even  further. 

effect  of  doubling  THE  ANNUAL  FEDERAL  CONTRIBUTION  TO  THE 
district's  RETIREMENT  PLAN 

Mr.  Dixon.  OK.  And  then  one  other  question,  Mr.  Chairman,  if 
I  could. 

In  the  fiscal  1997  budget,  as  I  understand  it,  the  White  House 
has  recommended  that  the  Federal  contribution  to  the  District's  re- 
tirement systems  go  from  $52  million  to  $104  million.  And  my 
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question  to — Mr.  Williams,  is  what  impact,  if  any,  does  that  have 
on  the  city's  annual  contribution  to  the  retirement  system,  and 
does  it  have  any  impact  on  the  long-term  financial  stability  of  the 
system,  which  I  think  Mr.  Hummel  says  will  collapse  by  the  year 
2002? 

Mr.  Williams.  We're  having  discussions  with  our  controller  and 
with  the  Retirement  Board.  Now  I  can  check  with  the  controller. 
I  don't  know  if  he  could  come  up  and  answer  that  question. 

Mr.  Dixon.  Yes,  do  you  understand  what  I'm  saying?  Does  this 
short-term  increase  in  the  federal  contribution  relieve  the  District's 
annual  payment  somewhat? 

Mr.  Reid.  Somewhat.  There's  a  minor  impact  on  the  amount  that 
the  District  would  have  to  contribute 

Mr.  Dixon.  But  it's  really  going  to  be  up  to  the  retirement  sys- 
tem to  try  to  calculate 

Mr.  Williams.  It's  about  $25  million. 

Mr.  Dixon.  Twenty-five  million? 

Mr.  Williams.  Per  year. 

Mr.  Reid.  And  there  would  be  some  impact  on  the  accumulated 
deficit  in  the  plan 

Mr.  Dixon.  Right. 

Mr.  Reid  [continuing].  The  unfunded  liability,  but  it  would  not 
be  significantly  different  from  what  it  is. 

Mr.  Dixon.  Well,  $25  million  is  nice 

Mr.  Williams.  This  is  on  a  yearly  basis,  too. 

Mr.  Dixon.  Yes.  In  other  words,  I  don't  want  to  hold  you  to  the 
figure,  but  the  District  would  be  able  to  reduce  its  annual  contribu- 
tion by  about  $25  million;  isn't  that  what  you're  saying? 

Mr.  Reid.  That's  the  annual,  but  I  was  referring  to  the  accumu- 
lated  

Mr.  Dixon.  On  the  accumulated  deficit?  Oh,  okay. 

Mr.  Reid.  It  doesn't  cure  that  problem. 

Mr.  Dixon.  But,  I  mean,  $25  million  is  a  pretty  nice  sum  to  give 
you  a  little  more  running  room  in  your  budget. 

Ms.  Avant.  They've  got  a  major  problem. 

Mr.  Dixon.  How  much,  sir? 

Mr.  Reid.  Approximately  $25  million. 

Mr.  Dixon.  OK.  So  it  has  a  positive  impact  by  us  increasing,  or 
doubling  actually,  our  contribution. 

I  have  other  questions,  Mr.  Chairman,  but  I'll  wait  for  another 
round. 

Mr.  Walsh.  Mr.  Parker? 

inaction  by  district  to  change  pension  system 

Mr.  Parker.  I'm  trying  to  remain  very  analytical.  I've  been  in 
business  all  my  adult  life.  It's  very,  very  difficult  to  listen  objec- 
tively to  this  description  of  the  District's  business  practices.  We 
have  talked  about  a  lot  of  different  smaller  items,  like  a  $378  mil- 
lion deficit.  That's  nothing  when  you  come  up  to  this  $10  billion 
deficit  from  the  standpoint  of  the  pension  funds.  And  I  understand 
that  nothing's  been  done  by  the  District  government  as  far  as 
changing  the  pension's  or  twice-a-year  COLA's  or  addressing  that 
problem  in  any  way — or  maybe  I've  missed  something.  Maybe 
somebody  is  doing  something  to  address  that  problem,  because  I 
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see  in  the  year  2004,  according  to  the  audit,  there  are  going  to  be 
some  interesting  meetings.  If  somebody  would  just  comment — has 
anything  been  done?  Is  anybody  looking  at  it?  Is  anybody  taking 
responsibility?  Because  it's  the  city  that's  ultimately  responsible  for 
this. 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  page  4,  this  volume.] 

Mr.  Williams.  Congressman  Parker,  first,  I  would  agree  with 
you,  if  we  don't  address  that  problem,  all  we're  doing  now  to  get 
our  affairs  in  order  is  just — it's  like  turning  the  lights  off  on  the 
Titanic.  You're  getting  better  energy  efficiency,  but  you're  still  hit- 
ting the  iceberg.  [Laughter.] 

So  we've  got  this  massive  problem  that  has  to  be  attended.  Con- 
gresswoman  Norton  has  had  a  task  force  underway  for  some  time 
and  has  actually  proposed  legislation  to  address  this  notion  of  the 
unfunded  liability,  and  the  service  earned  by  employees  at  the  in- 
ception of  home  rule,  the  Federal  Government  assuming  a  large 
share  of  that,  therein  addressing  the  unfunded  liability. 

Mr.  Parker.  Well,  I  mean,  nothing  has  been  done  from  the 
standpoint  of  the  pension.  It's  as  it  was  in  1979,  when  the  District 
took  it  over? 

Mr.  Williams.  No  major  changes  have  been  made  to  the  model, 
no. 

Mr.  Parker.  No  changes.  Anybody  that  is  hired  goes  on  the  same 
pension  plan,  just  the  way  it  is.  No  changes  are  being  done.  It's  a 
fund  that  is  indexed  twice  a  year,  that  is  a  cost-of-living  index.  So 
it's  as  though  there's  no  problem.  They  just  sit  there  and  let  it  get 
worse,  I  want  to  make  sure  I'm  looMng  at  this  right — nobody  is 
doing  anything  at  all  to  make  any  changes? 

Mr.  Williams.  On  the  spending  side,  we  have  proposed  changes 
to  try  to  bring  the  cost  down  on  the  spending  side  in  terms  of  we 
talked  about  the  twice-a-year  COLA  increases,  the  optimal  plan, 
whether  it  be  defined  contribution  or  defined  benefit.  And,  again, 
on  the  revenue  side,  if  you  want  to  call  it  revenue  contribution  side, 
Congresswoman  Norton  has  had  in  place  for  a  long  time  now  the 
program  to  try  to  address  that  as  well.  So  some  work  has  been 
done.  I  think  there's  a  recognition  that  it's  a  massive  problem. 

Mr.  Parker.  I  want  to  tell  you  that  your  testimony  has  been 
really  enlightening  to  me.  It  was  never  my  intention  on  my  first 
day  on  the  subcommittee  to  make  The  Washington  Post.  So  I'm 
going  to  just  shut  up.  I'm  not  going  to  ask  any  more  questions  be- 
cause I'm  getting  just  really  perturbed.  [Laughter.] 

So  I'm  just  going  to  sit  here  and  just  listen. 

HISTORY  OF  POLICE,  FIRE,  TEACHERS  RETIREMENT  PLANS 

Mr.  Dixon.  Would  the  gentleman  yield  on  that  point? 

Mr.  Parker.  Sure,  sure. 

Mr.  Dixon.  I  think  serving  on  the  D.C.  Appropriations  Sub- 
committee needs  some  political  perspective  here.  I  served  in  the 
State  legislature,  and  there  is  a  feeling,  I  think — I'm  speaking  for 
myself  and  my  own  observations — that  in  the  State  legislature  and 
in  other  places,  once  we  got  there,  they  changed  the  rules.  Now 
there's  a  history  here  in  this  District  of  people  that  lived  outside 
of  the  District  working  for  the  District,  going  way  back  to  the  for- 


79 

ties  and  fifties,  and  everyone  was  happy.  And  I'm  not  defending; 
I'm  just  trying  to  give  you — with  the  twice-a-year  COLAS,  and,  as 
a  matter  of  fact,  Mr.  Natcher,  who  chaired  this  subcommittee  for 
some  17  years,  talked  about  disabiUty  retirements  for  police  offi- 
cers. We  found  that  most  of  the  police  officers,  in  some  years  99 
percent,  retired  on  disability.  Most  of  the  police  officers  were  white, 
and  to  a  large  extent  it  was  a  patronage  thing.  You  know  me,  I'm 
not  coming — and  now  there  is  an  attitude,  once  we  get  in  charge, 
they  want  to  change  the  rules.  And  so  it  needs  that  kind  of  per- 
spective. It's  not  a  vacuum  in  which  these  things  have  occurred.  I 
mean,  where  Mr.  Walsh  sits,  he  would  be  king  of  the  mountain  at 
one  point  in  time  as  it  relates  to  controlling  and  running  this  Dis- 
trict. I'm  not  offering  it  as  an  explanation,  but  some  background 
about  it. 

Mr.  Parker.  But  coming  from  my  background  in  business,  when 
I  look  at  a  balance  sheet  and  I've  got  accounts  receivable  that  are 
off  by  50  percent,  when  I've  got  accounts  payable  off  by  40  percent, 
and  I  have  a  large  source  of  uncollected  revenue  from  the  water 
and  sewer  department  and  can't  even  know  for  sure  exactly  what 
my  income  is,  as  a  business  person,  it  frightens  me.  I  mean,  I  am 
not  used  to  that,  and  I  don't  think  most  people  would  be  that  way 
with  their  personal  finances  or  in  their  business  finances.  And  that 
bothers  everybody.  I  mean,  that's  a  horrible  situation. 

TWICE-A-YEAR  COLAS  ELIMINATED  IN  SUBCOMMITTEE'S  FIRST  MARKUP 

Mr.  Walsh.  Would  you  yield  just  briefly? 

Mr.  Parker.  Sure. 

Mr.  Walsh.  A  little  more  history:  this  subcommittee  did,  in  its 
first  mark  in  September  1995  for  the  1996  appropriations  bill, 
eliminate  that  second  cost-of-living  allowance,  but  that,  along  with 
a  number  of  other  items  that  were  considered  authorizing  on  an 
appropriations  bill,  were  knocked  out  during  the  process.  So  we  did 
address  it  here.  The  problem  is  that  it  didn't  get  done,  and  it  needs 
to  be  done. 

Mr.  Dixon.  And  if  you  would  yield  to  me — your  business  analogy 
is  absolutely  correct,  and  I  understand  that.  I  was  trying  to  think 
of  Mr.  Whitten's  name.  I  came  to  Congress  when  he,  in  fact,  took 
over  the  chairmanship  of  the  full  committee,  and  he  used  to  say 
that  the  only  thing  bad  about  being  the  chairman  of  the  full  com- 
mittee, was  that  Mr.  Mahon,  his  predecesser,  had  spent  all  the 
money  before  he  got  there.  [Laughter.  1 

And  that's  the  situation.  So  I'm  not  trying  to  justify  it.  I'm  trying 
to  tell  you  that  there's  a  whole  mix  of  ethnicity,  of  mores  that  come 
to  us  when  we're  dealing  with  this  issue. 

city's  problems  more  serious  than  people  realize 

Mr.  Parker.  And  I  understand  that.  I  just  want  everybody  on 
the  Committee  to  understand  that  I'm  very  proud  of  our  Federal 
City  and  I  look  at  Washington,  D.C.  from  the  standpoint  as  our 
Capital,  and  I  want  all  the  problems  to  be  solved.  I  don't  have  all 
the  answers,  and  I'm  more  than  willing  to  work  with  anybody  in 
the  city,  as  far  as  with  the  city  government  and  on  the  Committee 
and  subcommittee,  to  get  this  situation  resolved. 
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I'm  going  to  tell  you,  it  just — Fm  like  everybody  else;  I've  learned 
more  about  it  since  I  got  on  the  subcommittee  and  we've  been  look- 
ing at  it,  but  it's  frightening.  It's  more  serious,  I  think,  than  most 
people  realize. 

Mr.  Dixon.  The  only  point  I  want  to  make  is  it's  inherited  and 
it  could,  with  some  history,  economic  and  social — they  inherited  it. 

Mr.  Walsh.  Let  me  go  to  Mr.  Serrano  before  we  run  out  of  day- 
light here.  [Laughter.] 

And  this  meeting  was  scheduled  to  run  until  12:00.  Obviously, 
we've  run  over  that.  Why  don't  we  try  to  wrap  this  up  by  1  o'clock, 
if  everybody  agrees. 

And  we'll  go  to  Mr.  Serrano. 

REMARKS  OF  CONGRESSMAN  SERRANO 

Mr.  Serrano.  Right.  I  will  not  use  up  all  the  daylight.  [Laugh- 
ter.] 

I  think  it  is  important,  as  Mr.  Dixon  said,  to  know  the  history 
of  why  we're  here.  I've  always  been  fascinated  by,  as  I  said  before, 
the  relationship  between  the  Federal  Government  and  the  District. 
I've  been  fascinated  by  the  fact  that  when  the  District  began  to 
gain  some  home  rule  and  self-governance,  scrutiny  also  of  its  be-  i 
havior  became  more  obvious  than  before.  That's  a  fact  of  life. 

And  the  reputation  of  the  District  is  a  mixed  one  throughout  the 
Nation,  but  then  I  live  in  a  city  that  has  4  million  people  a  day 
who  want  to  visit,  and  then  as  they  leave  after  having  a  wonderful 
time,  half  of  them  say,  "But  I  wouldn't  want  to  live  there."  So,  you 
know,  that's  what  you  have  to  put  up  with. 

But  I,  too,  like  Mr.  Parker,  take  this  assignment  very  seriously 
and  will  in  any  way  that  I  can  help  to  make  the  situation  better. 

overspending  for  short-term  borrowings 

Mr.  Williams,  just  to  follow  up  on  a  question  Mr.  Dixon  asked, 
you  had  said — in  your  statement  that  there  was  an  overspending 
in  the  short-term  borrowing.  I  believe 

Mr.  Williams.  In  my  written  statement. 

Mr.  Serrano.  Interest  on  short-term  borrowing.  Okay.  Now,  not 
being  an  accountant,  but  knowing  a  little  bit  about  it,  just  how  do 
you  overspend  on  borrowing?  Is  it  that  you  don't  anticipate  what 
the  interest  rate  will  be? 

Mr.  Williams.  Didn't  anticipate,  Congressman,  the  level  of  bor- 
rowing when  they  did  the  budget,  and  as  the  year  went  out,  there 
was  a — I  guess  they  found  the  need  to  do  additional  borrowing  that 
hadn't  been  factored  in,  and  it  resulted  in  overspending.  You  could 
really  lay  the  blame  there  on  the  overall  financial  crisis  and  maybe 
some  of  the  planning  attendant  to  it. 

POPULATION  changes  COULD  CAUSE  PROBLEMS 

Mr.  Serrano.  Right.  And  just  one  last  question,  but  important 
to  me:  when  we  throughout  the  Nation  speak  about  population 
changes — for  instance,  when  leaders  in  the  Hispanic  community 
speak  about  population  changes,  it's  interesting  to  note  that  the 
largest  increase  percentagewise  of  Hispanics  in  the  Nation  is  not 
in  California.  That's  the  largest  numbers,  but  the  largest  percent- 
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age  increase  is  in  Maryland,  Virginia,  and  D.C.  Are  those  popu- 
lation changes  and  others  that  may  come  in  terms  of  people  moving 
in  and  out  with  different  needs,  measurable — I'm  going  back  to  my 
original  question  about  the  school  systems  and  some  things  you 
find  hard  to  anticipate?  Do  you  also  put  that  under  the  category 
of,  you  know,  we  get  lousy  information  and  we  just  have  to  deal 
with  it?  But  will,  for  instance,  this  population  change — just  to 
back-track  for  a  second,  are  you  still  experiencing  a  flight  of  people 
leaving  the  District  and  are  people  coming  in,  and  what's  the  bal- 
ance there? 

TAXPAYERS  ARE  MIGRATING  OUT  OF  DISTRICT 

Mr.  Williams.  If  you  look  at  property  taxes,  for  example,  as  an 
indicator,  there  is  a  continued  migration.  I  could  get  you  the  exact 
figures,  but  there's  a  continued  migration  from  the  District.  And 
you  look  at  anecdotal  evidence,  press  evidence,  people  are  leaving 
because  of  concerns  about  public  safety,  public  schools,  and  general 
quality-of-life  issues. 

POPULATION  MIX  CHANGES  AND  MEDICAID  FORMULA 

Mr.  Serrano.  Is  there  any  measurement,  Mr.  Williams — and  I 
know  this  is  kind  of  offtrack,  but  it's  important  for  me  to  know  in 
general  terms — of  the  general  condition  of  the  people  who  have 
stayed? 

For  instance,  I  represent,  unfortunately — unfortunately,  the  sec- 
ond part;  not  that  I  represent  it — the  poorest  district  in  the  Nation 
in  the  South  Bronx.  And  if  you  were  to  do  a  study  of  the  people 
who  have  been  there  20  to  25  years,  you'd  find  out  that  their  condi- 
tion in  many  cases  improved,  but  the  new  migrants  and  immi- 
grants into  the  congressional  district,  brought  conditions  with  them 
that  have  kept  the  numbers  looking  the  same,  while  in  fact  there 
were  more  people  graduating  from  high  school  and  college,  and  so 
on,  but  it  didn't  make  a  shift;  it  balanced. 

Is  there  any  knowledge  of  whether  people  who  decided  not  to 
leave,  if  their  condition  has  improved  in  any  way  in  the  last  10,  15 
years? 

Mr.  Williams.  If  you  take  an  issue  like  Medicaid,  if  you  base  a 
Medicaid  formula  on  a  mean  average  of  income,  you  have  a  dis- 
torted picture  because  what  you  have  in  the  District  now  is  an  in- 
creasingly bimodal — these  are  these  statistical  terms — population, 
where  you've  got  very  wealthy,  well-placed  individuals;  they've 
been  here  forever,  continue  to  be,  and  you've  got  an  increasing  pop- 
ulation of  people  below  the  poverty  line  or  around  the  margins  in 
the  poverty  line,  and  a  fleeing  middle  class.  A  mean  average 
doesn't  mean  much.  What  you  really  need  is  a  kind  of  an  average 
that  captures  your  increasing  population  of  lower-income  individ- 
uals, which  is  what  is,  indeed,  happening. 

Mr.  Serrano.  Thank  you.  Thank  you  very  much. 

subcommittee's  first  mark  was  on  target  for  fiscal  YEAR  1996 

Mr.  Walsh.  I'll  ask  a  couple  of  questions.  This  will  be  my  last 
opportunity  during  this  hearing. 

Mr.  Williams,  we  wound  up  with  a  $4,994  billion  appropriation 
for  the  District  of  Columbia  for  fiscal  year  1996.  You  estimated 
that  you  will  have  a  shortfall  of  about  $116  million;  is  that  correct? 
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Mr.  Williams.  That's  correct. 

Mr.  Walsh.  So  that  would  make  the  revenue  estimate  at  about 
$4,878  billion? 

Mr.  Williams.  That's  correct. 

Mr.  Walsh.  Just  for  the  record,  our  subcommittee  mark  in  Sep- 
tember 1995  for  fiscal  year  1996  initially  was  $4,867  billion.  So  we 
would  have — as  I  understand  it,  if  we  had  held  to  that  mark,  we'd 
wind  up  with  about  $11  million  surplus? 

Mr.  Williams.  Eight  five  seven,  Mr.  Chairman? 

Mr.  Walsh.  Eight  six  seven. 

Mr.  Williams.  Eight  six  seven.  That's  correct.  I  think  this  num- 
ber— all  these  numbers  would  be  adjusted  by  the  new  grants,  but 
they  really  don't  change  the  thrust  of  your  question. 

savings  due  to  delayed  passage  of  1996  APPROPRIATIONS  ACT 

Mr.  Walsh.  It  must  have  been  very  difficult  to  manage  this  year 
because  of  the  uncertainty  of  the  Federal  budget  and  the  way  the 
Federal  formula  was  allocated.  Normally,  as  you  explained  earlier, 
the  Federal  payment  is  gone  the  first  day  of  the  new  fiscal  year, 
for  all  intents  and  purposes.  But  this  year  you  got  it  in  three  fairly 
large  chunks  spread  over  six  months. 

In  your  estimation,  what  impact  has  that  had,  the  uncertainty, 
the  fact  that  the  cash  flow  wasn't  certain,  what  impact  did  that 
have  on  the  budget  so  far  this  year,  for  fiscal  1996? 

Mr.  Williams.  Well,  Mr.  Chairman,  I  know  that  a  tremendous 
amount  has  been  written  and  said  about  the  negative  impacts  of 
the  lack  of  our  appropriation,  and  they've  been  felt  in  every  pos- 
sible way.  Certainly  if  you're  going  to  hold  managers  responsible 
for  good  financial  management,  you  know,  they  ought  to  have  a 
budget,  a  solid  budget,  to  work  with. 

So  then  a  lot  of  damage  was  done  by  a  late  budget.  And  I  got 
myself  into  trouble  by  sa3dng,  though,  that  there  was  an  unin- 
tended byproduct  of  the  late  budget,  and  I'll  get  myself  into  trouble 
again. 

thirty-six  percent  of  budget  obligated  in  first  six  months 

The  unintended  byproduct  of  the  late  budget — but  this  is  an  em- 
pirical fact — was,  if  you  took  our  apportionment  control,  the  de- 
mand management  from  this  centralized  review  of  contracts,  and 
you  add  to  that  the  Continuing  Resolution,  you  essentially  de- 
pressed spending,  and  that  has  had  a  positive  effect.  We're  now 
showing  36  percent  of  the  budget  has  been  spent  halfway  through 
the  year.  It's  had  a  positive  effect.  It's  not — it's  an  awkward,  impre- 
cise way  to  go  about  it,  but  it  had  an  unintended  positive  effect. 

[CLERK'S  NOTE— See  pp.  87-117  for  "March  Financial  Status  Report."] 

Mr.  Walsh.  That  is  interesting,  it  had  the  same  effect  at  the 
Federal  Government  level.  We  did,  in  fact,  spend  at  a  lower  rate 
for  1996  than  we  did  for  1995  because  of  the  same  difficulty.  So  I 
don't  want  to  break  my  arm  patting  ourselves  on  the  back,  but  the 
fact  of  the  matter  is  we  did  spend  less  money  at  both  the  national 
level,  or  we  will,  and  at  the  District  government  level. 
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Mr.  Williams.  We  have  been  in  a  crisis  atmosphere,  we  didn't 
look  at  it  in  the  review  of  third  quarter  spending,  which  was  essen- 
tially package  and  formulate  the  1996  budget  halfway  through  the 
year.  But  what  we'd  like  to  do  this  summer  is  try  to  look  at  what 
the  actual  impact  was.  We  all  talk  about  money  in 

Mr.  Walsh.  Right. 

Mr.  Williams  [continuing].  But  the  $64,000  question  is,  What 
was  the  actual  impact  on  services  by  this  reduced  level?  If  you  look 
at  an  agency  and  there  was  no  reduction  in  services  and  they're  op- 
erating at  the  Continuing  Resolution  level,  that  tells  you  some- 
thing. 

Mr.  Walsh.  I'm  not  going  to  go  any  further.  I  suspect 

Mr.  Williams.  I'm  not  saying  that's  a  general  rule,  Mr.  Chair- 
man. 

DISTRICT  MAY  BE  IN  TOO  MANY  LINES  OF  BUSINESS 

Mr.  Walsh.  No,  no,  I  think  that's  a  very  important  question: 
what  was  the  impact  on  services?  Because,  after  all,  I  don't  think 
the  District  government  can  continue — Mr.  Dixon  was  talking 
about  having  a  Mastercard  and  then  getting  a  new  one  and  rolling 
the  debt  over,  and  so  on.  There's  also  an  assumption  there,  and 
that  is  that  your  spending  will  continue  as  it  has,  and  your  budget 
will  continue  as  it  has.  And,  obviously,  that  will  not  work  because 
your  revenues  are  going  down. 

I've  always  felt  that  the  District  is  in  certain  lines  of  business  or 
service,  what  have  you,  that  it  should  not  be  in.  I  think  you  talked 
about  the  Department  of  Corrections  very  clearly,  health  care, 
mental  health  care,  post-secondary  education,  and  others,  waste 
water  treatment  possibly.  We  have  to  make  some  assumptions  here 
that  we  are  not  going  to  continue  in  those  lines  of  business  because 
we  can't  afford  to  be  in  those  lines  of  business,  and  we  will  never 
get  this  budget  under  control  until  we  get  out  of  those  lines  of  busi- 
ness or  service  and  concentrate  on  the  ones  that  the  city  can  pro- 
vide, and  provide  well.  And  if  we  do  that — and  I  hope  we  get  the 
minutes — when  I  get  the  transcript  of  this  meeting,  I'm  going  to 
put  a  big  magic  marker  around  your  statement  about  the  new  tax 
incentive  package  and  the  steps  that  we  need  to  take  before  we  do 
it.  The  tax  incentive  package  is  the  gold  at  the — the  pot  of  gold  at 
the  end  of  the  rainbow.  All  of  those  items  that  you  mentioned  are 
the  colors  of  the  rainbow.  We  really  need  to  do  those  first. 

We  really  need  to  take  a  hard  look  at  what  services  should  be 
provided,  revenue  estimates,  asset  management,  all  of  those  things, 
before  that  pot  of  gold  appears  at  the  end  of  the  rainbow.  I  think 
I've  never  heard  it  summed  up  quite  as  succinctly  and  accurately 
as  you  did. 

[CLERK'S  NOTE.— See  page  73,  this  volume,  for  "checklist  of  items"  referred  to 
by  Chairman  Walsh.] 

Mr.  Williams.  I  probably  got  myself  into  trouble  there,  too. 
Mr.  Walsh.  Well,  I  have  to  say  that  I  am  just  delighted  with 
your  statements  and  the  actions  of  your  office  thus  far. 
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CFO'S  POWERS  ENHANCED  IN  PUBLIC  LAW  104-134 

And  I'm  very  pleased  that  Congress  took  the  action  that  it  did 
in  the  Continuing  Resolution  to  further  empower  your  office. 
Mr.  Williams.  I  appreciate  that,  Mr.  Chairman. 
Mr.  Walsh.  Mr.  Dixon. 

90  PERCENT  SPENDING  RATE/REVENUE  SHORTFALL 

Mr.  Dixon.  I'll  be  very  brief,  too,  Mr.  Chairman. 

Mr.  Williams,  would  you  talk  with  Mr.  Hill  and  then  maybe  get 
back  to  Ms.  Smith  on  my  staff?  It  was  my  understanding  that  the 
District  was  going  to  spend  at  a  90  percent  rate,  and  obviously  the 
monies  that  came  in  several  CRs  were  apportioned.  And  you  now 
say  that  you're  spending  at  the  $4,994  billion  level,  and  I  thought 
Mr.  Hill  had  said  that,  in  anticipation  of  revenue  shortfalls 

Mr.  Williams.  Well,  I  can  tell  you  what  happened,  Mr.  Congress- 
man. .   . 

Mr.  Dixon.  OK. 

Mr.  Williams.  Do  you  want  me  to  tell  you? 

Mr.  Dixon.  Yes,  what  happened? 

Mr.  Williams.  What  happened  was,  basically,  there  were  dif- 
ferent schools  here.  One  school— and  I  share  John's  belief— is  that 
we  basically  set  the  apportionment  at  90  percent  for  all  the  agen- 
cies. That  will,  one,  correct  for  overspending  by  some  of  the  agen- 
cies and  make  progress  toward  the  revenue  shortfall,  even  build  a 
little  surplus.  But  there  was  an  alternative  school  of  thought  that 
this  would  do  damage  to  programs,  service  delivery,  and  that  we 
have  to  manage  the  agencies  at  $4,994  billion  and  only  on  an  ex- 
ception basis  bring  agencies  down  to  90  percent.  So  therein  lies  the 
distinction. 

CONTROL  BOARD  DECISION  TO  FUND  AGENCIES  AT  APPROPRIATED 
LEVEL  DESPITE  REVENUE  SHORTFALL 

Essentially,  the  Authority  has  made  a  decision  that  we  manage 
the  agencies  at  the  appropriated  level 

Mr.  Dixon.  OK. 

Mr.  Williams  [continuing].  And  I  support  that  decision. 

Mr.  Dixon.  Right.  And  so  the  issue  was  whether  the  90  percent 
spending  rate  would  be  the  rule  or  the  exception  to  the  rule? 

Mr.  Williams.  Exactly. 

Mr.  Dixon.  So  that's  where  the 

Mr.  Williams.  So  there's  no  inconsistency  in  what  John  said. 

Mr.  Dixon.  Right. 

Okay,  thank  you,  Mr.  Chairman. 

Mr.  Walsh.  Any — Mr.  Parker,  any  further  questions? 

Mr.  Parker.  No. 

Mr.  Walsh.  Mr.  Serrano. 

Mr.  Serrano.  No. 

closing  remarks  of  chairman  WALSH 

Mr.  Walsh.  All  right.  That  concludes  our  hearing  for  the  day.  I 
have  a  prepared  statement  that  I  will  enter  into  the  record. 
[The  statement  of  Chairman  Walsh  follows:] 
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CLOSING  REMARKS  OF  CHAIRMAN  JAMES  T.  WALSH 

District  officials  have  violated  the  Anti-Deficiency  Act  for  the 
past  several  years  and  nothing  has  been  done  about  it.    In  fact,  it  Is 
my  understanding  that  the  Anti-Deficiency  reports  required  by  law 
were  not  even  submitted  until  last  year  ~  and  that  was  after  I  wrote 
the  Mayor  requesting  the  status  of  his  actions  to  comply  with  the 
Anti-Deficiency  Act.    These  violations  are  unacceptable  and  should 
be  considered  an  unacceptable  financial  management  practice  by 
the  District  government  -  yet  it  would  appear  that  they  have 
become  routine.   The  fact  that  no  sanctions  or  penalties  have  been 
imposed  could  be  viewed  as  tacit  approval  of  the  practice  by  top 
District  officials. 

This  practice  cannot  be  allowed  to  continue.    The  District  has 
to  change  its  way  of  thinking  and  live  within  its  means.    I  still 
believe  that  $5  billion  is  more  than  adequate  for  the  operations  of 
the  District  which  has  a  population  of  554,000.   The  District  has  to 
reinvent  itself  and  establish  priorities  for  its  spending.    Programs 
have  to  be  cut  back;  some  have  to  be  eliminated.   The  District 
cannot  be  everything  to  everybody.   There  are  limits  to  what  it  can 
do.   And  shifting  current  overspending  to  future  generations  by 
borrowing  long  term  to  finance  that  overspending,  in  my  opinion,  is 
unacceptable. 

I  would  hope  that  our  hearing  this  morning  reemphasizes  the 
fact  that  this  Subcommittee  considers  any  violation  of  the  law  to  be 
an  extremely  serious  matter  and  that  we  will  do  whatever  necessary 
to  ensure  compliance  with  the  law. 


CONCLUSION  OF  HEARING 


Mr.  Walsh.  I  want  to  thank  each  of  you  for  your  testimony  here 
today. 

The  subcommittee  will  adjourn  subject  to  the  call  of  the  Chair. 
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APPENDIX  A  -  MAY  9,  1996  HEARING 

rsee  "CLERK'S  NOTE"  on  page  13.  this  volume . 1 

Excerpt  from  Public  Law  104-134, 

Approved  April  26,  1996 

(110  STAT.  1321-102) 

Chief  Financial  Officer  Powers 

Sec.  152.  Notwithstanding  any  other  provision  of  law,  for  the 
fiscal  years  ending  September  30,  1996  and  September  30,  1997 — 

(a)  the  heads  and  all  personnel  of  the  following  offices, 
together  with  all  other  District  of  Columbia  executive  branch 
accounting,  budget,  and  financial  management  personnel,  shall 
be  appointed  by,  shall  serve  at  the  pleasure  of,  and  shall 
act  under  the  direction  and  control  of  the  Chief  Financial 
Officer: 

The  Office  of  the  Treasurer. 

The  Controller  of  the  District  of  Columbia. 

The  Office  of  the  Budget. 

The  Office  of  Financial  Information  Services. 

The  Department  of  Finance  and  Revenue. 
The  District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Authority  established  pursuant  to  Public  Law  104—8, 
approved  April  17,  1995,  may  remove  such  individuals  from  office 
for  cause,  after  consultation  with  the  Mayor  and  the  Chief  Financial 
Officer. 

(b)  the  Chief  Financial  Officer  shall  prepare  and  submit 
to  the  Mayor,  for  inclusion  in  the  annual  budget  of  the  District 
of  Columbia  under  part  D  of  title  IV  of  the  District  of  Columbia 
Self-Govemment  and  Governmental  Reorganization  Act  of 
1993,  approved  December  24,  1973  (87  Stat.  774;  Public  Law 
93-198),  as  amended,  for  fiscal  years  1996,  1997  and  1998, 
annual  estimates  of  the  expenditures  and  appropriations  nec- 
essary for  the  operation  of  the  Office  of  the  Chief  Financial 
Officer  for  the  year.  All  such  estimates  shall  be  forwarded 
by  the  Mayor  to  the  Council  of  the  District  of  Columbia  for 
its  action  pursuant  to  sections  446  and  603(c)  of  such  Act, 
without  revision  but  subject  to  recommendations.  Notwith- 
standing any  other  provisions  of  such  Act,  the  Council  may 
comment  or  make  recommendations  concerning  such  estimates, 
but  shall  have  no  authority  to  revise  such  estimates. 


6-MoNTH  Financial  Status  Report 

[CLERK'S  NOTE.— The  "March  Financial  Status 
Report"  referred  to  on  page  82,  this  volume,  follows:] 
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Government  of  the  District  of  Columbia 


Office  of  the  Chwf  FmanciaJ  Officer 


441   RMiIti  Street  NW.  Washmgton.  DC    20001 


INFORMATION  MEMORANDUM 


MAr 


l^c 


TO:  Marion  Barry,  Jr. 

Mayor 

FROM:  Anthony  A.  Williams    ' 

Chief  Financial  OfTicer 


w 


JL-— 


SUBJECT:     March  Financial  Status  Report 


I  am  transmitting  to  you  the  March  financial  status  report  prepared  by  the  Budget  Execution 
Team,  defiling  spending  through  March  31,  1996  and  projections  of  spending  to  year-end.  Also 
provided  is  a  report  of  FTEs  on-board  as  of  the  March  30,  1996  payroll  run. 

Although  this  mid-year  snap  shot  indicates  potential  overspending  of  up  to  $30  million,  please 
bear  in  mind  two  important  considerations.  First,  the  forecast  is  primarily  based  on  agency- 
submitted  repons  that  in  many  cases  require  further  review  and  analysis;  and  second,  it  is  only 
a  picture  of  what  could  happen  absent  any  counter  measures. 

On  both  counts,  let  me  assure  you  that  my  office  is  taking  further  action.  We  will  provide  a 
more  extensive  assessment  of  all  data,  confirming  or  revising  the  projections  and  ensuring  that 
they  are  based  on  sound  assumptions  and  that  they  fully  account  for  required  savings,  including 
scheduled  furloughs  and  other  agency-developed  initiatives.  Moreover,  I  am  requiring  that  action 
plans  be  in  place  to  eliminate  all  deficit  spending.  No  exceptions.  Should  it  become  necessary, 
I  would  even  assume  direct  control  of  an  agency's  finance  operations. 

The  agency  submissions  for  the  April  Financial  Review  Process  (FRP)  are  due  on  Friday,  March 
10th,  and  should  provide  us  with  more  complete  and  well-developed  projections  of  spending  to 
year-end.  It  is  expected  that  agencies  that  did  not  submit  a  complete  March  FRP,  such  as  DHS 
and  DAS,  will  provide  an  April  report  1  recognize  that  the  March  FRP  was  the  first  such  report 
that  agencies  have  had  to  prepare  in  some  time,  and  that  the  level  of  data  required  is  much  more 


Mayor  Barry,  page  2 


complex  than  in  past  reports.  Nevertheless,  it  is  essentia]  that  this  level  of  detail  be  available, 
both  to  agency  directors  and  otfier  senior-level  District  officials,  if  we  are  to  ensure  spending 
within  the  Congressionally-approved  budget  level  and  to  improve  accountability  for  spending 
District-wide. 

As  you  will  note,  this  report  includes  a  list  of  agencies  that  did  not  comply  with  the  reporting 
requirements.  Subsequent  reports  will  contain  similar  lists.  Non-compliance  with  financial 
reporting  requirements  will  be  included  in  my  fitness  reports  for  agency  controllers. 


CC: 


Michael  Rogers 
All  Agency  Directors 
Robert  Reid 
Ronald  Lewis 
Maria  Day-Marshall 
Robert  Lester 
Paul  Wright 


CC:     The  Honorable  Newt  Gingrich,  Speaker 

The  Honorable  Strom  Thurmond,  President  Pro-Ten 
The  Honorable  James  M.   Jeffords,  Chairman 
The  Honorable  James  T.  Walsh,  Chairman 
The  Honorable  William  S.   Cohen,  Chairman 
The  Honorable  Thomas  Davis,  Chairman 
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Mid-Year  Budget  Execution  Status 
Summary  Report 

The  attached  repon  provides  a  consolidated  summary  of  the  city's  expenditure  status  for  the 
period  ending  March  31,  1996,  and  projections  to  year  end.   An  FTE  report  is  also  included. 

Potential  Deficit:   $30.4  million. 

The  gross  FY  1996  budget  for  the  District  of  Columbia  government  is  $5,050.3  million 
(including  $4,994  million  approved  by  the  DCFRA  and  the  Congress  and  additional  budget 
authority  of  $56  million  in  new  grant  funds  approved  by  the  DCFRA).   Total  projected 
expenditures  are  $5,080.7  million,  causing  a  potential  deficit  of  $30.4  million. 

$5,080.7  Projected  Expenditures 

5.050.3  Gross  Budget  Authority 

30.4  Potential  Deficit 

Percent  Budget  Spent:    36% 

Year-to-date  spending  through  the  end  of  March,  including  outstanding  encumbrances  and 
pre-encumbrances,  is  $1,843  million,  36%  of  the  total  FY96  budget. 

This  rate,  however,  does  not  include  some  major  purchases  scheduled  to  be  made  in  FY96, 
such  as  Comprehensive  Automated  Personnel  Payroll  System  (CAPPS)  and  some  components 
of  the  new  Financial  Management  System  (FMS).   This  rate  must  also  be  viewed  through  the 
lens  of  the  series  of  Continuing  Resolutions  that  allowed  the  District  government  to  operate 
without  an  approved  budget  through  the  first  six  months  of  the  fiscal  year. 

Not  only  did  the  Continuing  Resolutions  constrain  spending  of  local  revenue  through  this 
period,  but  delayed  federal  budget  approval  also  prevented  loading  of  budget  authority  for 
federal  grants  in  several  District  agencies.  Thus,  it  is  reasonable  to  assume  that  agencies  are 
expecting  to  accelerate  spending  in  the  months  ahead.  Continued  controls,  such  as  quanerly 
apportionment,  requiring  certification  of  all  contracts  and  obligations  before  they  are  entered 
into  FMS,  and  elimination  of  disbursements  outside  FMS,  should  help  put  the  brakes  on  that 
expectation  and  improve  the  deficit  situation. 

Analysis  Caveats 

Please  note  the  following  caveats  regarding  this  analysis: 

■  It  was  prepared  by  the  Budget  Execution  work  group  without  the  expected  contract 
support. 

■  It  focuses  on  gross  budget/expenditures  by  PS  and  NPS;  there  is  no  revenue  type 
break  down. 
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■  By  and  large,  it  represents  unscrubbed  agency- submitted  FRP  data. 

■  in  the  absence  of  submissions,  straight-line  forecasts  were  often  used.    In  some  cases, 
for  example,  the  courts,  forecasts  were  simply  put  at  budget. 

■  There  was  inadequate  time  to  assess  accompanying  action  plans. 

Follow  Up 

The  Budget  Office,  with  the  Budget  Execution  Team,  will  conduct  follow-up  meetings  with 
all  deficit  agencies  to  confirm  plans  of  action. 

Agency  Forecast  Overview 


Major  Potential  Oversper 

iding 

Major  Surpluses 

GA 

Public  Schools 

25,588 

BF 

Financial  Mgmt. 

8,667 

KA 

Public  Works 

9,000 

FL 

Corrections 

5,522 

GF 

UDC 

6,700 

BQ 

Grants  Mgmt. 

4,749 

BH 

Unemploy.  Comp 

6,687 

CR 

DCRA 

2,625 

CF 

Employ  Services 

5,923 

HA 

Recreation 

760 

JF 

Energy 

966 

HM 

Human  Rights 

879 

AS 

DAS 

881 

DD 

Parole 

769 

FF 

Pretrial 

591 

FP 

Correct.  Indust. 

434 

BE 

Personnel 

510 

GK 

School  Repairs 

433 

CE 

Library 

275 

BA 

Exec.  Secretary 

341 

FK 

Nat'l  Guard 

204 

BZ 

Latino  Affairs 

320 

$57,325 

CB 

Corp  Counsel 

257 

AD 

Inspector  General 

200 

DA 

Assess  &  Appeals 

187 

BN 

Emerg.  Prep. 

101 
$26,244 

Important:  Because  all  the  above  figures  are  provided  on  a  gross  basis,  a  projected  surplus 
in  one  agency,  for  example.  Grants  Management  (+$4,749  from  unspent  grant  funds),  cannot 
necessarily  be  reprogrammed  to  fund  a  deficit  in  another  agency. 

Grants 

Because  many  grant  funds  were  not  received  until  mid-year,  it  is  unlikely  that  the  entire 
amount  can  be  spent  in  FY96.   This  is  reflected  in  some  agency  forecasts.   Because  unspent 
grant  dollars  cannot  be  used  to  cover  shortfalls  elsewhere  in  the  agency,  the  deficits  may  be 
larger  than  otherwise  stated. 
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Agency  Notes 

Where  known,  the  cause  of  projected  agency  overspending  is  outlined  below: 

■  Public  Schools  (-$25.5):    FRP  for  local  funds  budget  shows  a  $32  nullion  deficit, 
partially  offset  by  non-local  funds  surpluses.  Further  analysis  may  show  that  pending 
actions  will  eliminate  the  deficit. 

■  Public  Works  (-$9.0):  Agency  claims  that  if  it  is  allowed  to  spread  its  DCFRA- 
required  reductions  to  non-local  fund  sources,  it  could  eliminate  its  deficit.  It  also 
projects  that  it  will  not  receive  approximately  $19.5  million  in  previously  planned 
intra-District  and  Other  revenue.   Thus,  it   is  curtailing  expenditures  accordingly. 

■  UDC  (-$6.7):   Estimate  based  on  previous  agency  statements.    No  FRP  was  submitted. 

■  Unemployment  Compensation  (-$6,687):   Agency  estimates  increased  funding  need 
based  on  anticipated  RIFs  in  the  District  and  Federal  governments. 

■  Employment  Services  (-$5,923):    Options  to  resolve  this  deficit  include  eliminating 
the  locally-funded  pan  of  the  Summer  Youth  Program  and  reducing  training. 

■  Energy  (-$.996):    Agency  forecast  to  be  at  budget,  but  the  budget  it  based  its 
expenditures  on  is  nearly  $1  million  greater  than  its  approved  mark.   The  overbudget 
spending  may  be  accounted  for  by  new  grant  authority  included  in  the  agency 
projections,  not  yet  included  in  the  budget  level  pending  DCFRA  approval. 

■  Department  of  Administrative  Services  (-$.881):     Projections  include  overspending 
resulting  from  failure  to  meet  their  FTE  targets,  and  the  transfer  of  printing/postage 
costs  from  the  Executive  Office  of  the  Mayor  to  the  agency.    (NOTE:  Transfer  not 
reviewed  or  approved  by  CFG.) 

■  Pretrial  Services  (-$591):   Agency  forecast  was  based  on  too  high  a  budget. 

■  Public  Library  (-$275):    Projection  reflects  agency  confusion  over  how  an  additional 
$1  million  in  spending  authority  approved  by  the  DCFRA  affected  the  fuial  adjusted 
budget  figure.   The  FRP  for  this  agency  was  incomplete. 

■  National  Guard  (-$204):   The  agency  has  not  developed  an  action  plan  to  bring 
spending  within  budget   This  amount  may  be  transferred  from  the  Metropolitan  Police 
Department. 

■  Corrections:    The  projected  spending  calculations  for  the  agency  assumes  Federal 
assistance  valued  at  $13  million,  through  the  Federal  Bureau  of  Prisons.   If  this 
assistance  is  not  given,  the  agency  will  run  a  deficit  of  $7-8  million. 


92 


Non-Compliance 

The  following  agencies  did  not  submit  an  FRP,  or  submitted  it  too  late  for  data  to  be  included 
in  this  repon. 


Council 

Office  of  the  Secretary 

Inspector  General 

Office  of  Communications 

Office  of  the  City  Administrator** 

All  DC  Courts 

Latino  Affairs** 


Dept.  of  Human  Services 

Dept.  of  Administrative  Services* 

UDC 

DC  General  Hospital** 

Commission  on  Women 

Convention  Center 

Sports  Commission 


**    The  Office  of  Latino  Affairs,  the  Office  of  the  City  Administrator,  D.C.  General  and  the 
Depanment  of  Administrative  Services  submitted  reports  (or  partial  reports)  on  April  30th  and 
May  1st,  and  the  information  in  these  submissions  has  been  included  whenever  possible. 

The  following  agencies  developed  the  FRP  in  cooperation  with  the  Office  of  the  Budget, 
because  they  lack  financial  personnel: 


Tourism 
Planning 


Banking 
Zoning 
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FTE  Summary 

As  of  March  30.  1996,  the  District  was  1,060  FTEs  over  the  adjusted  ceUing  of  36,430.   An 
FTE  table  is  attached  to  this  report. 


The  following  agencies  are  over  their  DCFRA  approved  FTE  ceiling,  for  a  net  variance  of 
1,060  from  the  adjusted  FTE  ceiling  of  36.430: 


Excess  FTEs 

Office  of  the  Secretary  4 

Office  of  the  Inspector  General  3 

Office  of  Intergovernmental  Relations  4 

Office  of  Personnel  13 

Department  of  Administrative  Services  35 

Public  Employee  Relations  Board  1 

Office  of  Tourism  2 

Board  of  Appeals  and  Review  1 

Board  of  Real  Propeny  Assessments  and  Appeals  1 

Public  Service  Commission  13 

Office  of  the  Peoples  Counsel  3 

Department  of  Corrections  44 

National  Guard  12 

Public  Schools  1432 

UDC  87 

Depanment  of  Human  Services  409 

Energy  Office  ]  j 

Taxicao  Commission  7 

WASUA  122 

Lottery  Board  7 

The  adjusted  ceiling  of  36,430  takes  into  account  the  following  changes: 

o  71  additional  FTEs  associated  with  new  grants 

o  77  associated  with  increases  in  the  ceilings  for  the  agencies  within  the  financial 

cluster 
o  24  associated  with  the  DCFRA  s  increase  to  Pretrial  Services  to  absorb  the  functions 

of  three  contracts  being  shifted  from  the  Department  of  Corrections 
o  Net  increases  of  312  passed  by  the  Council  on  January  26,  1996. 
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QUESTIONS    FOR   THE    RECORD  T  .      DC96QUES.509 

SUBMITTED  TO 

JOHN  HUMMEL,  PARTNER,  KPMG  PEAT  MARWICK 

INDEPENDENT  AUDITORS  OF 

FY  1995  D.C  GOVERNMENT'S  FINANCIAL  STATEMENTS 

MAY  9,  1996  HEARING 


QUESTION: 

1.  Why  do  you  think  District  agencies  are  "going  around  the  rules" 
when  performing  their  procurement  duties? 

ANSWER : 

1.  Agencies  and  employees  "go  around  the  rules"  for  'several 
reasons : 

*  Historically  long  process  times  for  procurements. 

*  The  need  to  maintain  essential  services. 

*  Lack  of  training  and  understanding  of  the  established 
procurement  process . 

In  addition,  the  District  has  a  history  of  lack  of  enforcement 
of  procurement  regulations,  so  "going  around  the  rules"  has 
become  accepted. 

QUESTION: 

2.  Why  do  you  think  personnel  are  not  recording  obligations?  Can 
you  identify  the  persons  who  are  not  entering  obligations? 

ANSWER: 

2.  District  personnel  did  not  record  all  obligations  because 
doing  so  takes  time  and  is  seen  as  an  impediment.  Further, 
the  requirement  to  record  obligations  has  not  been  enforced  in 
the  past . 

We  did  not  identify  the  persons  who  did  not  enter  obligations 
in  1995. 


QUESTION: 

3.  Do  you  know  if  the  District  government  is  making  a  serious 
attempt  to  hire  qualified  financial  personnel? 

ANSWER: 

3 .  We  know  that  the  District  government  is  making  a  serious 
attempt  to  hire  qualified  financial  personnel.  The  District 
has  engaged  one  or  more  professional  recruiting  firms  to  help 
in  this  process. 


118A 


QUESTION: 

4.  How  does  the  $378  million  acctimulated  deficit  contribute  to 
the  District's  cash  shortfall?  Can't  this  deficit  be 
eliminated  over  time  if  the  District  spends  less  than  it 
receives  in  revenue?  For  example,  if  the  District  could  spend 
$50  million  less  per  year  than  it  receives  over  the  next  7 
years  it  would  eliminate  this  deficit,  correct?  $50  million 
is  only  1%  of  their  present  $5  billion  budget,  correct?  Do 
you  think  that  a  1%  reduction  in  expenditures  is  possible? 
Highly  possible?  Realistic?  Very  realistic?  Likely  to 
happen?   If  not,  why  not? 

ANSWER : 

4.  The  accumulated  deficit,  which  is  calculated  on  the  modified 
accrual  basis  of  accounting,  is  INDIRECTLY  RELATED  to  the  cash 
shortfall.  The  accumulated  deficit  is  the  excess .  of  all 
liabilities  over  all  assets.  A  government  can  have  =a  great 
deal  of  cash  and  still  have  a  significant  accumulated  deficit, 
although  this  is  not  the  case  at  the  District. 

If  the  District  spends  less  than  it  receives  in  the  future,  it 
will  eventually  eliminate  the  cash  shortfall.  It  will  also 
likely  eliminate  the  accumulated  deficit.  We  do  not  know  if 
a  1%  reduction  in  expenditures  is  realistic. 

[CLERK'S  NOTE.--  THE  COMMITTEE'S  QUESTION  NO.  4  WAS  NOT 
ANSWERED  SATISFACTORILY.] 


118B 


QUESTION: 

5.  Why  do  you  think  the  error  rate  in  the  Business  Tax 
Information  System  (BTIS)  got  to  be  50%?  Is  it  due  to  poor 
management  supervision?  The  FMS?  Have  these  errors  been 
corrected  since  the  time  of  your  audit?  If  not,  why  not?  If 
they  have  been  corrected,  what  would  be  your  opinion  today  on 
the  taxes  receivable  balance  at  September  30,  1995? 

ANSWER : 

5.  The  error  rate  in  BTIS  resulted  primarily  from  system 
generated  errors  (many  of  which  arose  in  prior  years)  and 
current  unprocessed  transactions  such  as  amnesty  credits.  As 
to  the  system  generated  errors,  management  did  not  require  the 
.  staff  to  correct  the  errors,  so  they  were  carried  forward  from 
prior  years. 

The  BTIS  system  does  not  interface  with  the  FMS.  We  do  not 
know  the  current  status  of  the  BTIS  system  because  we  have  not 
been  retained  by  the  District  to  evaluate  this  situation. 


118C 


QUESTION: 

6.  Have  you  been  able  to  do  the  audit  work  necessary  to  satisfy 
yourself  as  to  the  Water  and  Sewer  customer  receivables 
balance  as  of  September  30,  1995?   Please  explain. 

ANSWER : 

6 .  We  have  not  performed  any  audit  tests  of  the  Water  and  Sewer 
customer  receivables  balance  since  January,  1996. 

[CLERK'S   NOTE.--   THE   COMMITTEE'S   QUESTION  NO.   6   WAS   NOT 
ANSWERED  SATISFACTORILY.] 


QUESTION: 

7 .  Why  are  the  District ' s  procurement  regulations  complex?  Are 
they  more  complex  than  the  federal  government  regulations?  If 
yes,  then  why?  If  not,  then  why  can't  the  District  do  what 
the  Federal  government  does?  Do  you  think  there  is  a  need  for 
a  new  procurement  system?   If  yes,  why? 

Are  the  District's  procurement  regulations  deficient  in  that 
if  they  were  followed  by  District  personnel  procurements  would 
be  marked  with  irregularities  and  not  meet  basic  standards? 
In  other  words,  what  is  the  problem  with  following  the 
District's  existing  procurement  laws? 

ANSWER : 

7.  We  have  not  conducted  a  comparison  of  District  and  Federal 
procurement  laws . 

Our  management  consulting  practice  is  currently  conducting  a 
procurement  reengineering  study  in  partnership  with  the 
District  government.  This  project  is  being  performed  for  the 
City  Administrator  and  is  designed  to  improve  management 
control,  enhance  procurement  quality  standards,  and  streamline 
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and  shorten  the  procurement  cycle.   The  KPMG/District  team  is 
examining  and  reengineering: 

*  Procurement  organization  structure  -  to  consolidate 
dispersed  procurement  staff  throughout  District  government. 

*  Training  for  all  District  procurement  personnel  -  to 
educate  all  procurement  personnel  and  users  in  relevant 
rules,  regulations,  and  procurement  techniques. 

*  New,  streamlined  procurement  processes  to  empower 
employees,  reduce  confusion,  enhance  quality,  and  shorten 
overall  process  times. 

*  Definition  of  required  capabilities  for  a  new  automated 
procurement  management  information  system  -  Currently,  the 
District  spends  over  $1  billion  annually  on  goods  =and 
services  without  the  benefit  of  an  automated  procurement 
system . 

[CLERK ' S  NOTE . - -   THE  COMMITTEE ' S  QUESTION  NO .   7  WAS  NOT 
ANSWERED  SATISFACTORILY.] 

QUESTION: 

8.  Why  do  you  think  District  managers  are  using  excessive  amounts 
of  sole  source  and  emergency  contracts?  Is  it  lack  of  good 
management  talent  or  capability?  Do  you  believe  there  is  any 
dishonest  motives  at  work  here  where  friends  or  special 
interest  groups  are  getting  these  contracts  by  "going  around 
the  system?"  Is  this  practice  being  discouraged?  If  not  whv 
not? 

ANSWER: 

8 .  The  sole  source  and  emergency  processes  have  been  used 
excessively  for  at  least  two  reasons: 

*  They  are  the  most  expedient  methods  to  execute  contracts  in 
terms  of  effort  and,  most  importantly,  time. 

*  Agencies  fail  to  plan  their  procurement  needs  an, 
therefore,  frequently  must  put  a  contract  in  place  very 
quickly.   The  emergency  and  sole  source  processes  are  the 
only  methods  available  to  act  quickly. 

It  is  also  likely  that  some  sole  source  and  emergency 
contracts  were  initiated  for  fraudulent  purposes.  In  this 
environment,  it  is  simply  too  easy  to  award  contracts  to 
associates  and  receive  a  kickback. 

We  are  not  familiar  with  present  District  practices. 
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QUESTION: 

9  .  Why  do  you  think  there  are  weak  controls  over  the  manual  check 
writing  process?  Has  this  situation  been  taken  advantage  of 
by  District  personnel?  If  yes,  how  so  and  by  how  much?  Are 
these  controls  being  strengthened?   If  not,  why  not? 

ANSWER : 

9.  The  weak  controls  over  the  manual  check  writing  process  have 
been  corrected  per  our  conversations  with  District  management. 
In  fact,  we  understand  that  manual  checks  have  either  been 
eliminated  or  significantly  reduced  in  number.  However,  we 
have  not  been  retained  to  independently  verify  this. 

QUESTION: 

10.  Numerous  violations  of  the  Anti-Deficiency  Act  were  noted 
during  your  audit.  Can  you  identify  those  persons  who 
violated  the  provisions  of  the  Act?  If  not,  why  not?  If  yes, 
what  actions  are  you  aware  of  which  the  District  government  is 
taking  to  admonish  those  responsible  and  actions  to  prevent 
this  from  occurring  again  in  the  future? 


ANSWER : 


We  cannot  identify  the  agencies  that  violated  the  provisions 
of  the  Anti -Deficiency  Act  because  Congress  appropriates  funds 
to  the  District  by  function,  and  the  District  overexpends  by 
agency.  Many  agencies  make  up  a  function.  We  do  not  know 
what  action,  if  any,  the  District  government  has  taken  to 
admonish  any  persons  responsible  for  Anti-Deficiency  Act 
violations.  We  believe  the  Chief  Financial  Officer  has  put  a 
procurement  review  process  in  place,  however,  we  have  not  been 
retained  to  independently  verify  this. 

[CLERK'S  NOTE.--  Regarding  the  independent  auditor's  preceding 
statement  that  he  "cannot  identify  the  agencies  that  violated 
the  provisions  of  the  Anti-Deficiency  Act",  the  District's 
annual  budgets  are  prepared  by  the  District  government  by 
appropriation  title  on  a  line-item  basis  for  each  department 
and  agency.  Annual  appropriations  acts  appropriate  fxinds  on 
that  very  saune  basis  for  input  into  the  District's  financial 
management  system.  Therefore,  District  officials,  department 
heads  and  fineuicial  personnel  know  the  exact  amount 
appropriated,  by  line  item,  for  each  department  and  agency, 
and  within  each  department  cuid  agency,  by  object  class  down  to 
the  responsibility  and  cost  centers.  Thus,  while  the 
independent  auditors  and  District  officials  would  lead  one  to 
believe  they  cannot  determine  who  overspent  within  the 
appropriation  titles,  the  facts  show  otherwise.  See  also 
Inspector  General's  testimony  on  page  70,  this  volume,  where 
she  states  that  she  would  "***  look  to  the  financial  officer 
as  well  as  the  agency  head  as  the  responsible  party  ***"  for 
overspending . ] 
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QUESTION: 

11.  Why  do  you  "believe"  that  the  District's  EDP  systems  "must  be 
changed  to  reflect  the  reality  of  the  current  and  future 
workforce  of  the  District?"  Are  you  envisioning  an  expert 
system  to  perform  the  functions  of  people  who  close  the  books 
of  the  District  at  year  end?  Aren't  judgments  needed  at  year 
end  to  determine  what  items  get  booked  in  a  particular  year 
and  which  get  deferred?  How  much  would  such  an  expert  system 
cost? 

ANSWER: 

11.  The  District's  EDP  systems  should  provide  management 
information  to  allow  District  personnel  to  effectively  manage 
the  budget,  vendors,  cash,  investments,  customers,  taxpayers, 
fixed  assets,  and  other  vital  operations.  Currently,  District 
management  maintains  many  manual  and  EDP  processeSj,  which 
differ  among  agencies,  to  accomplish  these  operations. 
District  systems  are  aging,  fragmented,  and  frequently  non- 
existent. The  District's  automation  infrastructure  faces  a 
number  of  challenges: 

*  Many  activities,  such  as  procurement,  are  still  performed 
manually. 

*  Many  existing  systems,  such  as  FMS,  are  based  on  old 
technology. 

*  Those  systems  that  are  automated  are  frequently  not 
integrated  with  each  other  or  the  FMS. 

*  Existing  systems  are  generally  structured  to  process 
transactions  and  not  to  generate  the  critical  management 
information  necessary  to  control  a  $5  billion  annual 
budget . 

The  cost  of  system  improvements  would  be  determined  by  the 
scope  of  a  particular  project. 
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QUESTIONS  FOR  THE  RECORD 

SUBMITTED  TO 

ANTHONY  A.  WILLIAMS,  CHIEF  FINANCIAL  OFFICER 


For  the  record  please  provide  the  following  information  related  to  the  first  line 
managers  and  immediate  office  staff  reporting  to  the  Chief  Financial  Officer  (CFO). 

The  CFO's  immediate  office  staff  includes  the  following: 

Chief  of  Staff  -  Norman  Dong 
Legal  Counsel  -  Max  Brown 
Associate  Chief  Financial  Officer  -  Laura  Triggs 
Communications  Director  -  Margaret  Armstrong 
Director  of  Mission  Suppon  -  Elizabeth  A.  Brown 
Chief  Financial  Officer  Fellow  -  Durrell  Myer 
Executive  Assistant  -  Rhonda  Cheatham 
Administrative  Assistant  -  Kimberly  Bradley 
Administrative  Assistant  -  Willie  Polite 

The  first  line  managers  will  be: 

Deputy  Chief  Financial  Officer  for  Budget  and  Planning  -  Jalal  Greene 
Deputy  Chief  Financial  Officer  for  Finance  -  Thomas  Huestis 
Deputy  Chief  Financial  Officer  for  Financial  Operations  -  Earl  Cabbell 

The  Office  of  the  Chief  Financial  Officer  is  in  the  process  of  developing  specific 
position  descriptions  for  these  employees. 

For  the  record  please  provide  the  number  of  employees  under  the  direct  control 
of  the  Chief  Financial  Officer  as  of  April  30,  1996.    Also,  please  provide  a  listing 
by  department,  agency  and  office  showing  the  position  title  and  grade  level  of 
each  employee  included  in  the  above  count. 

In  the  Fiscal  Year  1996  Appropriations  Act  for  the  District  of  Columbia,  Congress 
provided  that  the  heads  and  all  personnel  of  the  Office  of  the  Treasurer,  Controller  of 
the  District  of  Columbia,  Office  of  the  Budget,  Office  of  Financial  Information 
Services,  and  the  Department  of  Finance  and  Revenue,  as  well  as  all  other  District  of 
Columbia  executive  branch  accounting,  budget  and  financial  management  personnel, 
"shall  be  appointed  by,  shall  serve  at  the  pleasure  of,  and  shall  act  under  the  direction 
and  control  of  the  Chief  Financial  Officer." 

The  Office  of  the  Chief  Financial  Officer  is  in  the  process  of  identifying  the  number 
of  employees,  position  title  and  grade  level  of  these  individuals. 
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Question  3 

For  the  record,  please  provide  a  listing  of  all  contracts  awarded  by  the  District  government 
for  any  budget,  accounting,  or  other  financial  related  services  since  October  1,  1995,  through 
May  30,  1996. 

ANSWER 

(SEE  ATTACHMENT  FOLLOWING  ANSWER  TO  QUESTION  5.) 

Question  4 

For  the  record,  please  provide  a  status  report  of  what  actions  are  being  taken  to  study  the 
possibility  of  replacing,  modifying,  outsourcing,  or  rebuilding  the  present  financial 
management  system? 

Answer 

We  are  in  the  process  of  developing  a  needs  assessment  study  for  a  new  financial 
management  system.    As  of  August  1,  1996,  we  have  hired  a  project  manager  to  coordinate 
the  needs  assessment  and  manage  the  design  and  implementation  of  the  system.    I  believe  that 
an  improved  financial  management  system  will  greatly  enhance  our  ability  to  im.prove  the 
District's  financial  position  both  in  the  shon  and  long  term.   This  needs  assessment  will  be 
completed  by  the  end  of  August,  1996. 

[CLERK'S  NOTE.— The  Committee  was  subsequently  informed  that  the  needs 
assessment  study  "may  be  ready  by  mid-November  1996".  See  page  118H-6,  this 
volimie,  for  excerpt  of  control  board's  August  15,  1995,  report  on  the  District's  FY 
1996  budget  that  shows  the  proposed  schedule  for  the  FMS  replacement.  The  "needs 
assessment"  (phase  2)  was  to  have  been  completed  by  March  31,  1996,  with  ftill  on- 
line implementation  (phase  5)  completed  in  the  first  quarter  of  FY  1997  (October 
1— December  31,  1996).] 
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[Pages  118H-1  through  118H-6  are  excerpted  from  the  Control  Board's  August 
15,  1995  Report  to  Congress.] 


[CLERK'S  NOTE.^See  "CLERK'S  NOTE"  following  answer  to  question  4  on 
page  118-H,  this  volume,  which  refers  to  page  118H-6.] 

District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 

August  15.  1995  RECEIVED 

The  Honorable  Bob  Livingston  AUG  '  ^  '''•> 

Chainnan,  Conunittee  on  Appropriations  addmo  n       c 

House  of  Representatives  APPNS.  CM  I  C. 


Dear  Mr.  Chainnan: 

This  letter  transmits  the  District  of  Columbia  Fmancial  Responsibility  and  Management 
Assistance  Authority's  (Authority)  report  on  the  District  of  Columbia's  fiscal  year  1996  budget 
in  accordance  with  Public  Law  104-8  Section  208(a)(3).  The  report  contains  recommendations 
for  revisions  to  the  District  of  Columbia's  Fiscal  Year  1996  transition  budget 

These  recommendations  are  designed  to  help  ensure  the  District  government  makes 
continuous,  substantial  progress  towards  equalling  its  expenditures  and  revenues  and 
reducing  the  cumulative  fund  balance  deficit  They  also  address  other  key  goals  of  the 
legislation.   As  such,  they  not  only  focus  on  addressing  the  current  Hscal  condition  of  the 
District  but  they  also  begin  a  process  that  will  help  the  District  ensure  the  appropriate  and 
efficient  delivery  of  services  and  future  financial  stability.   The  District  has  already  agreed  to 
take  steps  to  (1)  develop  pilot  performance  management  projects  and  (2)  to  strengthen  its 
fmancial  management  information  infrastrucmre  so  that  critical  information  is  available  not 
only  to  assess  the  finances  of  the  District  but  more  importantly  to  give  District  officials  better 
real-time  information  to  manage  their  programs. 

The  Authority  and  its  staff  stand  ready  to  respond  to  any  questions  yoa  may  have  about  this 
report  We  look  forward  to  working  with  you  and  your  staff. 

Sincerely  yours. 


Dr.  Andrew  F.  Brimmer 
Chairman 

Enclosure 
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Report  of 

the  District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority  on  the 

District  of  Columbia's  Fiscal  Year  1996  Budget 

August  IS,  1995 


The  Financial  Responsibility  and  Management  Assistance  Act  of  1995  (Public  Law  104-8) 
created  the  Authority  to  help  eliniinate  District  budget  deficits  and  cash  shortages;  to  assist  the 
District  in  restructuring  its  organization  and  work  force  for  more  efficient  and  effective  service 
delivery;  and  to  ensure  the  long-term  economic,  financial,  and  fiscal  viability  of  the  District.   The 
review  of  District  budgets  is  one  aspect  of  carrying  out  this  responsibility.   Therefore,  the 
Authority's  review  of  the  fiscal  year  1996  budget  was  a  much  broader  look  than  simply  an 
analysis  of  budget  dollars  or  the  number  of  full-time  equivalent  (FTE)  personnel.   The  Authority 
also  focused  on  improving  the  quality  of  services  provided  to  the  District.   Authority  members 
expressed  concerns  about  maintaining  and  improving  quality  services  for  those  who  need  it  most. 
For  example,  targets  for  reductions  arc  focused  on  administrative  and  mid-management  level 
personnel,  not  on  the  employees  who  are  in  front-line  service  delivery  positions. 

Authority  members  have  listened  to  many  citizens  at  the  Authority's  public  meetings  and  other 
forums  talk  about  the  quality  of  services.   For  example,  one  citizen  said  that  essential  services 
such  as  police  and  emergency  services  need  to  be  improved.   Others  have  talked  about 
improvements  needed  in  the  schools  or  the  Department  of  Corrections.     These  citizens  want  and 
deserve  an  effective  and  efficient  District  Government.   The  District  has  many  qualified 
employees  who  are  working  hard  every  day  to  deliver  services  to  District  residents.   However, 
many  of  the  processes  for  carrying  out  these  programs  are  ineffective  and  service  delivery  suffers 
no  matter  how  hard  employees  work. 

In  order  to  cany  out  its  mandate,  the  Authority  woilced  closely  with  both  the  executive  and 
legislative  branches  of  the  District  Government.   In  addition  to  detailed  budget  analyses  by  the 
Authority  staff  and  frequent  meetings  with  District  staff,   the  Authority  members  held  several 
extended  sessions  with  the  ^4ayo^  and  the  Council.   The  Executive  Director  met  individually  with 
most  Council  Members.   Although  review  of  District  government  documents  and  meetings  with 
District  offlcials  formed  the  basis  of  our  review,  a  vital  ingredient  was  the  views  of  individual 
District  citizens  and  organizations.   Not  only  did  the  Authority  hear  oral  statements  from  more 
than  100  citizens  at  public  meetings  held  on  July  13,  199S  and  August  12,  1995,  but  hundreds  of 
statements  containing  comments  and  suggestions  were  received  by  mail.   In  addition.  Authority 
members  and  staff  have  heard  from  many  citizens  at  community  meetings. 

The  Authority  is  making  a  series  of  recommendations  for  revisions  to  the  District's  Fiscal  Year 
1996  transition  budget  that  was  enacted  by  the  Council  and  transmitted  to  the  Authority  on 
August  1,  199S.   These  recommendations  address  a  variety  of  topics,  including  management 
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Develop  an  Improved  Financial 
Management  System 

The  Authonty  recommended  that  the  District  should  immediately  develop  and  implement  an 
improved  financial  management  information  system.  Such  a  system  should  include  not  only 
equipment  and  software  improvements,  but  also  improved  financial  controls,  procedures,  and 
training  of  financial  management  employees. 

Numerous  internal  and  external  studies  and  audits  over  a  number  of  years  have  highlighted 
problems  with  various  aspects  of  the  District's  financial  information  system.   The  Rivlin 
Commission  Report'  in  November  1990  recommended  a  comprehensive  financial  management 
improvement  program,  including  a  new  financial  management  system.   Both  the  current  mterim 
Chief  Financial  Officer  (CFO)  and  previous  Ceo  have  recommended  major  financial  management 
improvements,  including  better  procedures  and  improved  training,  and  specifically  discussed 
developing  and  implementing  a  new  financial  management  system.   The  U.S.  General  Accounting 
Office  reported  on  June  21,  1995"  that: 

The  District's  financial  information  and  internal  controls  are  poor.   The  District 
does  not  know  the  status  of  expenditures  against  budgeted  amounts,  does  not  know 
how  many  bills  it  owes,  is  allowing  millions  of  dollars  of  obligations  to  occur 
without  required  written  contracts,  and  does  not  know  its  cash  status  on  a  daily 
basis.   Millions  of  dollars  of  bills  are  not  entered  into  the  Financial  Management 
System  until  months  and  sometimes  years  after  they  are  paid. 

The  District's  financial  management  system  consists  of  a  15-year  old  central  system  and  at  least 
17  separate  program  systems.   These  separate  program  systems  are  not  integrated  with  the  central 
system.   As  a  result.  District  Controller  officials  must  input  to  the  central  system  thousands  of 
general  journal  entries  that  were  originally  entered  into  the  individual  systems.   For  example,  at 
the  Department  of  Human  Services,  benefit  payments  made  under  programs  such  as  Medicaid, 
Aid  to  Families  with  Dependent  Children,  General  Public  Assistance,  and  Foster  Care  are 
computed  by  the  program's  own  unique  systems,  which  are  not  integrated  with  the  city's  Financial 
Management  System.   The  benefit  payment  amounts  for  these  programs  and  the  associated 
obligations  are  then  manually  recorded  in  the  Financial  Management  System  by  the  DC. 
Controller's  Office  after  the  payments  are  made.    This  results  in  processing  delays  and  a  lack  of 
timely  and  accurate  information  to  manage  budget  execution  and  cash  flow. 


'Financing  the  Nation's  Capital:    The  Report  of  the  Commission  on  Budget  and  Financial 
Priorities  of  the  District  of  Columbia.  November  1990. 

^District  of  Columbia:    Improved  Financial  Information  and  Controls  Are  Essential  to  AddfCSS 
the  Financial  Crisis.  GAO/T-AIMD-95-176.  June  21,  1995. 
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The  Distnct's  financial  management  system  is  not  an  effective  tool  to  monitor  or  manage 
activities  on  the  agency  level.   The  District's  current  financial  management  system  and 
operations  do  not  establish  agency  managers  as  accountable  for  the  resources  at  their  disposal, 
particularly  the  funds  available  to  pay  for  the  costs  of  their  operations.     The  new  financial 
management  system  should  incorporate  a  fund  control  system  with  regulatory  controls  that  fixes 
responsibility  with  agency  officials  to  ensure  that  the  agency  stays  within  authorized  funding 
limits.   Agency  managers  would  then  know  the  resources  available  to  them  to  operate  their 
programs  and  would  be  responsible  for  operating  within  those  funding  constraints. 

The  Congress  should  continue  to  appropriate  the  District's  funds  at  the  appropriation  title  level. 
The  Authority  would  then  have  some  flexibility  to  reprogram  funds  if  necessary  within  the 
appropnations.   The  Authority  instructs  the  Executive  Director  to  assist  the  Congress  throughout 
the  appropriations  mark  up  process. 

The  CFO  would  be  responsible  for  monitoring  agency  use  of  funds  and  the  CFO  staff  within 
each  agency  (the  agency  controllers  and  controller  staff)  would  serve  as  the  agency's  source  of 
data  on  the  status  of  funds.   Agency  officials  should  be  required  to  consult  with  the  agency 
controller  as  to  the  availability  of  funds  to  cover  any  proposed  obligations  before  entering  into 
the  obligation.   The  agency  controller  would  be  responsible  for  keeping  the  fund  control  system 
current  concerning  the  availability  of  funds  and  reserving  funds  to  ensure  their  continued 
availability  even  though  the  obligation  may  not  be  finalized  until  a  later  date.  The  CFO  could 
also  delegate  to  the  agency  controllers  the  authority  to  certify  and  approve  payment  of  all  bills, 
invoices,  payrolls  and  other  disbursements.   This  certification  and  approval  would  also  include  a 
determination  of  the  legality  and  correctness  of  the  payments.  The  Authority  also  plans  to 
monitor  the  District's  spending  throughout  the  fiscal  year  and  will  closely  review  the  contracts 
subject  to  Authority  approval  against  the  transition  budget  initially  and  the  fiscal  year  1996 
budget  and  financial  plan  when  it  has  been  developed.   The  Authority  will  also  review  the 
financial  impact  of  the  Council's  legislation  in  context  with  the  budgets  and  financial  plans. 

Further,  the  CFO  should  develop  guidelines  related  to  administrative  discipline  and/or  penalties 
for  violations  of  fund  limitations.  The  Inspector  General  should  be  responsible  for  investigating 
any  such  violations  and  reporting  on  the  violations  to  the  CFO  who  would  then  recommend  the 
appropriate  discipline/penalty  to  the  Mayor  for  imposition.  The  reports,  including  a  description 
of  the  resulting  discipline/penalty,  should  also  be  forwarded  to  the  congressional  authorization 
and  appropriation  committees. 

The  District  needs  to  immediately  purchase  and  implement  a  flnancial  management  system.   But 
more  importantly,  District  managers  cannot  effectively  manage  programs  without  drastically 
improved  real-time  financial  information.   This  system  needs  to  consider  the  needs  of  all  users 
and  appropriate  interface  with  other  information  systems.   The  District  should  consult  with  other 
jurisdictions  that  have  implemented  new  financial  management  systems.   In  order  to  reduce  cost 
and  shorten  the  time  needed  to  implement  a  system,  off-the-shelf  systems  should  be  considered. 
The  District  should  immediately  make  funds  available  for  this  system,  which  should  be 
implemented  no  later  than  the  end  of  fiscal  year  1996. 
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[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  following  answer  to  question  4  on 
page  118-H,  this  volume.] 

The  Distnct  agreed  with  this  recommendation  and  provided  S28  million,  an  mcrease  of  S2l 
million  from  the  ongmal  fiscal  year  1996  budget,  to  replace  the  existing  financial  management 
system  with  technology  that  will  address  its  current  financial  and  informational  management 
needs.    System  development  and  implementation  will  occur  in  the  following  phases: 

Dunng  Phase  1  (fourth  quarter  of  fiscal  year  1995),  the  Distnct  will  develop  and  prepare  a 
Request  for  Proposal  to  contract  for  identification  of  the  processes  that  need  to  be 
automated  and  interfaces  with  other  existing  District  systems. 

Phase  2  (first  and  second  quarters  of  fiscal  year  1996)   will  assess  the  existing  financial 
management  system  environment,  including  the  purpose  and  functions,  staff,  process  and 
procedures,  and  technology  as  well  as  funher  refinement  of  the  technology  needs  and 
procurement  of  these  needs. 

Phase  3  (third  and  fourth  quarters  of  fiscal  year  1996)  will  involve  procurement  of  the 
necessary  hardware  and  installation  of  the  software  for  the  new  system.    During  this 
phase,  processes  will  be  redesigned  and  staff  qualifications  and  the  organizational 
structure  will  be  addressed. 

Phase  4  (fourth  quarter  of  fiscal  year  1996  and  first  quarter  of  fiscal  year  1997)  will  be 
data  conversion,  system  testing,  and  training. 

Phase  5  (first  quarter  of  fiscal  year  1997)  will  be  full  on-line  implementation. 

The  Executive  Director  will  work  with  the  District  and  its  contractors  in  monitoring  the 
development  and  implementation  of  the  new  financial  management  system  and  related  procedures 
with  the  goal  of  an  earlier  implementation,  if  possible. 

Implement  Pilot  Performance 
Management  Pro)ects 

The  District  agreed  with  the  Authority's  recommendation  to  implement  pilot  performance 
management/results-oriented  programs  in  the  Department  of  Public  Works,  the  Department  of 
Administrative  Services,  and  the  Office  of  Personnel.   These  pilots  should  incorporate  business 
process  re-engineering  and  quality  management  principles. 

The  District  of  Columbia  is  not  only  facing  a  financial  crisis,  it  is  facing  a  performance  delivery 
crisis.   All  citizens  of  the  District  want  quality  services.   The  Authority  has  already  received 
numerous  comments  about  the  poor  quality  of  service  provided  by  District  agencies.  For  example, 
a  constant  comment  is  that  citizens  simply  want  their  trash  picked  up.   These  citizens  want  and 
deserve  an  effective  and  efficient  District  Government.   The  District  has  many  qualified 
employees  who  are  working  hard  every  day  to  deliver  services  to  Distnct  residents.   However, 
many  of  the  processes  for  carrying  out  these  programs  are  ineffective  and  service  delivery  suffers 
no  matter  how  hard  employees  work. 
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Question  5 

For  the  record,  please  provide  a  status  report  of  what  actions  are  being  taken  to  complete  the 
"checklist"  of  activities  mentioned  in  the  Subcommittee's  hearing  of  May  9,  1996,  which  need 
to  be  completed  before  any  changes  in  federal  law  and  modifications  of  tax  structure  ought  to 
be  made  to  makthe  District  more  competitive? 

Answer 

The  District  has  made  great  strides  in  terms  of  expenditure  reductions  during  the  last  year. 
We  are  on  track  to  meet  the  $1 16  deficit  as  called  for  in  the  FY  96  budget.    Belter  internal 
financial  controls  are  now  in  place  so  that  my  office  can  more  accurately  forecast  both 
revenues  and  expenditures.   I  believe  that  we  are  continuing  to  make  progress  to  reduce 
expenditures  while  still  delivering  the  essential  services  to  the  public. 

On  the  revenue  side,  the  District  needs  to  leverage  its  assets  to  maximize  its  return.    Assets 
such  as  closed  school  buildings  and  other  District  owned  property  are  not  being  utilized  to 
generate  much  needed  revenue  during  this  financial  crisis.   Other  assets  such  as  the  Lottery, 
Lorton,  and  Blue  Plains  area  assets  that  can  be  leveraged  to  generate  additional  revenue 
through  privatization  or  other  innovative  approaches  to  revenue  enhancement. 


August  27.  1996 


118  J 


Wednesday,  May  15,  1996. 

FY  1996  BUDGET  STATUS 

AND 

FR  1997  BUDGET  PROCESS 

witnesses 

dr.  andrew  f.  brimmer,  chairman,  district  of  columbia 
financial  responsibility  and  management  assistance 
authority 

john  w.  hill,  jr.,  executive  director 

Chairman  Walsh's  Opening  Remarks 

Mr.  Walsh.  The  Committee  will  come  to  order.  It  has  been 
brought  to  my  attention  that  Mr.  Dixon  will  be  coming  soon  but  he 
asked  that  we  go  ahead  and  get  started,  so  we'll  do  that. 

I'd  like  to  welcome  everyone  here  this  afternoon.  We  have  before 
the  subcommittee  Dr.  Andrew  Brimmer,  chairman  of  the  District  of 
Columbia  Financial  Responsibility  and  Management  Assistance 
Authority.  Dr.  Brimmer,  it's  nice  to  see  you  again.  Welcome  back. 

Dr.  Brimmer.  Thank  you. 

Mr.  Walsh.  With  Dr.  Brimmer  is  John  Hill,  the  executive  direc- 
tor of  the  Authority.  Welcome,  John. 

The  D.C.  Financial  Control  Board  was  created  by  Public  Law 
104-8  which  was  signed  by  the  President  April  17,  1995.  That  leg- 
islation culminated  a  bipartisan  effort  to  rescue  the  District  from 
the  brink  of  financial  disaster  and  stopped  short  of  setting  up  a  re- 
ceiver to  operate  the  District  government.  The  five  members  of  the 
board  are  appointed  by  the  President  for  three-year  terms  with  the 
President  also  designating  one  of  the  members  as  chairman. 

Congress  has  a  constitutional  responsibility  for  the  District  of  Co- 
lumbia, and  we,  as  Members,  cannot  lose  sight  of  that  fact.  Restor- 
ing the  District  to  sound  financial  health  requires  total  cooperation 
between  the  District  government,  the  Congress,  and  the  executive 
branch  of  the  Federal  government.  The  Authority  has  been  oper- 
ational for  10  months — since  last  June,  I  believe. 

Dr.  Brimmer,  you  have  a  prepared  statement  that  will  be  entered 
into  the  record  in  full.  Please  feel  free  to  summarize  your  prepared 
statement  and  proceed  as  you  wish. 

Opening  Statement  of  Dr.  Brimmer 

Dr.  Brimmer.  Thank  you  very  much,  Mr.  Chairman,  and  mem- 
bers of  the  committee.  Thank  you  for  the  opportunity  to  appear  be- 
fore the  subcommittee  today. 

Mr.  Chairman,  as  requested  by  the  subcommittee,  today  I  will 
discuss  some  of  the  financial  issues  on  which  we  have  focused  since 
our  creation   last  summer.   These   include   the   Fiscal  Year    1996 
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budget  and  the  Fiscal  Year  1997  budget  process.  Although  the  Dis- 
trict of  Columbia  remains  today,  a  year  after  the  passage  of  Public 
Law  104-8,  in  very  serious  financial  condition,  I  believe  that  im- 
provements are  now  underway. 

PAST  BUDGETS  NOT  TRULY  BALANCED 

In  the  early  1990s,  the  District  submitted  budgets  to  the  Con- 
gress that  showed  expenditures  and  receipts  in  balance.  However, 
even  though  the  budgets  were  balanced  on  paper,  the  District  did 
not  achieve  truly  balanced  budgets.  Rather,  it  relied  on  a  variety 
of  measures  to  help  balance  its  budgets  in  a  purely  accounting 
sense. 

MEASURES  USED  TO  BALANCE  PRIOR  BUDGETS 

These  included  the  following:  the  city  obtained  nearly  $400  mil- 
lion in  increased  Federal  pa3anents;  about  $225  million  in  addi- 
tional budgetary  authority  resulted  from  transferring  funds  from 
the  Water  and  Sewer  Authority;  the  city  did  not  record  a  Washing- 
ton Metropolitan  Area  Transit  Authority  payment  when  due;  and, 
the  District  changed  the  legal  definition  of  the  property  tax  year. 
These  measures  enabled  the  District  to  report  three  years  of  posi- 
tive general  fund  balances.  Then,  for  fiscal  year  1994,  the  District 
recorded  a  $325  million  deficiency.  The  Congress  passed  a  Fiscal 
Year  1995  appropriation  for  the  District  of  $3.25  billion,  $140  mil- 
lion below  the  budget  the  District  submitted  to  the  Congress. 

[CLERK'S  NOTE.— Regarding  the  "$225  million  in  additional  budget  authority" 
referred  to  above,  see  answer  to  question  12  on  pages  395-396,  this  volume.] 

FY  1994  AUDIT  MONITORING  BY  GAO 

Because  of  the  uncertainties  surrounding  the  1994  audit,  one  of 
the  first  tasks  of  the  Authority  was  to  contract  for  and  supervise 
the  financial  audit  of  the  District. 

[CLERK'S  NOTE. — Concerning  the  "uncertainties  surrounding  the  1994  audit," 
the  Committee  in  September  1994  discussed  with  General  Accounting  Office  offi- 
cials, John  W.  Hill,  Jr.,  and  Edward  H.  Stepenson,  the  need  for  a  GAO  audit  of  the 
District's  financial  results  for  fiscal  year  1994  so  that  the  Congress  and  the  new  city 
administration  would  have  a  clear  knowledge  of  the  District's  financial  condition  at 
the  end  of  FY  1994  based  on  reliable  data  (the  two  GAO  officials  are  now  with  the 
Financial  Control  Board).  At  the  time,  Mr.  Hill  suggested  that  rather  than  have 
GAO  do  the  audit,  it  would  probably  work  out  better  if  GAO  closely  monitored  the 
work  of  the  independent  auditors  to  ascertain  the  accuracy  and  reliability  of  their 
work.  The  Committee  concurred  with  that  approach  and  assumed  the  monitoring 
work  was  being  done;  however,  the  Committee  did  not  receive  a  written  report.  (See 
page  398,  this  volume,  for  Committee's  letter  dated  November  22,  1994,  to  GAO.) 
In  addition,  the  Committee,  as  of  October  24,  1996,  had  not  received  responses  to 
numerous  questions  for  the  record  submitted  to  GAO  relating  to  their  monitoring 
procedures  for  the  FY  1994  audit  (see  pages  398-B/398-M,  this  volume,  for  copy  of 
two  sets  of  questions).  (For  testimony  presented  by  officials  of  Coopers  &  Lybrand 
and  GAO  at  the  Committee's  hearing  on  February  24,  1995,  on  the  audit  results 
for  FY  1994,  see  part  1,  FY  1996  hearings  before  the  House  Subcommittee  on  D.C. 
Appropriations.)] 

FY  1995  CUTS  NOT  PERMANENT 

The  results  of  that  audit  showed  that  while  the  Fiscal  Year  1995 
deficiency  was  substantially  less  than  the  prior  year,  extraordinary 
steps  were  taken  to  reduce  spending.  However,  these  extraordinary 
steps    were    not    permanent    actions,    nor    were    they    operational 
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changes  with  long-term  impact;  instead,  the  steps  were  short-term 
or  one-time  actions  with  no  lasting  reductions  or  cost  savings.  For 
example,  furloughs — one-time  only  savings — and  pay  reductions  for 
union  employees  for  Fiscal  Years  ]995  and  1996  resulted  in  almost 
$70  million  in  cost  reductions  for  Fiscal  Year  1995.  Yet,  these 
measures  had  little  or  no  impact  on  the  long-term  budgetary  struc- 
ture of  the  District  Government. 

OBLIGATIONS  SET  AT  LOWER  PRESCRIBED  LIMITS 

Furthermore,  the  District  adopted  an  appropriations  procedure  to 
restrict  agencies'  obligations  and  expenditures  to  prescribed  limits. 
In  the  first  quarter  of  fiscal  year  1995,  the  limit  was  25  percent  of 
the  appropriation  and  15  percent  in  the  second  quarter. 

DISTRICT  STILL  OVERSPENT 

This  procedure  did  reduce  spending,  but  not  in  an  efficient  man- 
ner. The  District  continued  to  process  payrolls,  even  though  the  ap- 
propriations were  being  exceeded,  while  funds  were  not  available 
to  purchase  supplies.  Moreover,  the  appropriation  process  did  not 
apply  to  major  entitlement  payments  such  as  Medicaid  and  Aid  to 
Families  with  Dependent  Children. 

[CLERK'S  NOTE.— See  pages  749-755,  this  volume,  for  copy  of  General  Account- 
ing Office  letter  dated  August  1,  1995  to  the  District's  Acting  Corporation  Counsel 
which  states  in  part  (page  2)  ".  .  .  the  AFDC  and  Medicaid  statutes,  and  the  court 
orders  ...  do  not  authorize  the  District  to  obligate  and  expend  funds  without  re- 
gard to  the  amounts  provided  in  the  .  .  .  appropriation.  Accordingly,  District  offi- 
cials must  supervise  and  manage  its  financial  transactions  to  insure  that  it  does  not 
violate  the  Antideficiency  Act  by  incurring  obligations  or  making  expenditures  in  ex- 
cess of  the  amount  appropriated  .  .  .".] 

As  a  result,  the  Fiscal  Year  1995  general  fund  deficit  was  $54 
million  and  over-expenditures  occurred  in  four  areas. 

[CLERK'S  NOTE.— For  fiscal  year  1995,  the  District  had  a  $25  million  deficit 
after  elimination  of  a  $29  million  accounting  change  adjustment.] 

ASSUMPTIONS  IN  FISCAL  YEAR  1995  BUDGET  WERE  OPTIMISTIC 

Mr.  Chairman,  I  go  on  in  this  statement  to  review  a  number  of 
the  budgeting  procedures  and  the  results  for  1995.  I  will  file  those 
in  the  record  and  I  would  like  to  go  on  to  talk  explicitly  about  1996. 
But  let  me  say,  as  an  aside,  that  one  of  the  things  we  found  when 
we  reviewed  the  1995  budget  was  that  the  budget-making  proce- 
dures were  rather  complex  and  strained.  There  were  a  number  of 
assumptions  about  receipts  and  expenditures  which  resulted  in 
making  the  situation  appear  better  than  it  was.  One  of  our  objec- 
tives as  we  looked  at  1996,  and  certainly  as  we  looked  at  1997,  is 
to  make  certain  that  the  budgeting  procedures  are  honest,  that  the 
assumptions  are  reasonable,  and  that  an  apparatus  is  not  being 
built  on  wishful  thinking.  I  would  want  to  stress  that  as  we  go  for- 
ward with  1997. 

FISCAL  YEAR  1996  BUDGET 

Now,  Mr.  Chairman,  let  me  turn  to  the  1996  budget,  just  briefly. 
As  you  know,  on  March  29,  1996,  the  Authority  voted  to  allocate 
the  Fiscal  Year  1996  budget  for  the  District  in  accordance  with  the 
$4,994  billion  budget  agreed  upon  by  the  Congressional  Conference 
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Committee  on  Appropriations  for  the  District  of  Columbia.  This  ac- 
tion was  taken  in  anticipation  of  the  enactment  of  the  appropria- 
tions, which  we  finally  got. 

[CLERK'S  NOTE.— Although  the  District's  FY  1996  appropriations  act  was  not 
approved  until  April  26,  1996  (Public  Law  104-134),  a  joint  letter  from  the  House 
and  Senate  Appropriations  Subcommittees  on  the  District  of  Columbia  was  sent  De- 
cember 22,  1995,  to  the  Control  Board  advising  the  Board  that  "A  portion  of  the 
(conference)  agreement  to  date  includes  a  recommended  limitation  of  .$4,994,000,000 
on  operating  expenditures."  and  requesting  the  control  board  to  use  that  amount  as 
the  reference  point  ".  .  .  to  begin  on  an  informal  basis  to  consider  the  allocations 
necessary  to  achieve  the  fiscal  goals  outlined  in  statute  and  report  language  .  .  .". 
The  Board  did  not  vote  to  allocate  the  FY  1996  budget  until  March  29,  1996,  three 
months  after  the  joint  letter  (see  pages  722-723,  this  volume,  for  copy  of  the  letter 
referred  to). 

In  summary,  what  we  did  was  to  make  those  allocations,  in  order 
to  get  down  to  the  $4,994  billion  budget,  in  a  way  which  would 
place  the  burden  primarily  on  reductions  in  personnel,  and  we  also 
tried  to  maintain  funding  for  the  vital  services  for  the  District. 
That  effort  comes  through. 

BUDGET  CUTS  WERE  SHARED 

Another  principle  was  that  the  cuts  had  to  be  shared.  We  didn't 
want  to  hold  anything  that  was  sacred;  at  the  same  time  we  want- 
ed to  make  certain  that  the  tilt  was  in  favor  of  supporting  the  serv- 
ices and  not  diminishing  the  services.  Much  of  what  I  would  say 
about  the  $4,994  billion  follows  along  those  lines,  Mr.  Chairman, 
and  those  steps  are  described  in  detail  in  the  body  of  my  state- 
ment. 

DELAYED  APPROPRIATIONS  ACT  CAUSED  PROBLEMS 

Mr.  Chairman,  let  me  say,  however,  that  although  Authority 
members  are  pleased  that  appropriations  for  the  District  finally 
were  passed,  delays  did  exacerbate  the  fiscal  problems  of  the  city. 
In  the  absence  of  an  appropriation  for  the  District,  combined  with 
the  delay  in  the  receipt  of  the  Federal  payment,  the  District  contin- 
ued to  face  cash  shortages,  a  looming  deficit,  vendor  payment  prob- 
lems, dwindling  revenues,  and  decaying  infrastructure.  This  situa- 
tion clearly  caused  delay,  and  even  some  reversal,  in  the  progress 
the  District  made  toward  stabilizing  its  financial  condition.  More- 
over, the  absence  of  the  Federal  payment  also  raised  the  costs  to 
the  District  through  increased  interest  charges  and  contract  costs. 
It  is  our  hope  that  similar  damaging  delays  will  not  affect  the  Fis- 
cal Year  1997  appropriations  for  the  District. 

PROGRESS  MADE  IN  FISCAL  YEAR  1996 

What  I  would  like  to  do  now,  Mr.  Chairman,  is  provide  a  brief 
status  report  on  1996.  First,  I  would  like  to  discuss  the  progress 
that  has  occurred  during  the  Fiscal  Year  1996 — there  has  been 
some.  The  District's  spending,  as  reported  by  the  Financial  Man- 
agement System,  was  $1.8  billion  as  of  March  31,  1996.  This  is  14 
percent — almost  $300  million — less  than  Fiscal  Year  1995  spending 
for  the  same  six-month  period,  and  it  represents  about  35  percent 
of  the  $4,994  billion  appropriation  enacted  for  the  District.  And  I 
should  say  that  the  savings  we  are  seeing,  I'm  convinced,  result 
from  the  application  of  the  much  more  rigorous  standards  that 
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have  been  imposed  by  the  Chief  Financial  Officer  under  guidance 
from  the  Financial  Control  Board.  In  the  absence  of  that  guidance, 
in  the  absence  of  that  strict  application,  I'm  certain  that  the  sav- 
ings we  have  seen  would  not  have  occurred. 

POTENTIAL  FOR  OVERSPENDING  IN  1996  DUE  TO  POOR  CONTROLS 

Now,  the  potential  for  overspending  this  year  exists  for  a  number 
of  reasons — and  there  is  potential  for  overspending.  The  main  rea- 
son is  because  of  the  financial  system,  contracting  practices,  and 
inadequate  practices  to  control  staff  levels.  First,  the  District's  fi- 
nancial information  and  internal  controls  are  poor.  The  District 
does  not  know  the  status  of  expenditures  against  budgeted 
amounts  and  allows  millions  of  dollars  of  obligations  to  occur  out- 
side the  accounting  system.  Many  transactions  are  not  entered  into 
the  financial  management  system  until  months  after  the  events 
occur. 

Also,  feeder  systems  are  not  integrated  with  the  central  system, 
which  means  that  transactions  must  be  manually  recorded  in  the 
financial  management  system.  In  many  instances,  obligations  are 
recorded  in  the  system  after  payments  are  made.  As  a  result,  there 
is  a  lack  of  timely  and  accurate  information  to  manage  budget  exe- 
cution. 

STEPS  TO  OVERCOME  FMS  WEAKNESSES 

"While  the  current  financial  management  system  is  not  an  effec- 
tive tool  to  monitor  or  manage  funds,  the  Chief  Financial  Officer 
has  taken  steps  to  better  control  and  identify  potential  problem 
areas. 

BUDGET  EXECUTION  TEAM 

First,  a  budget  execution  team  has  been  established  in  the  budg- 
et office  to  monitor  agency  spending  and  revenue  collections;  to  de- 
velop useful  financial  management  reports  that  compare  spending 
and  current  appropriations  with  projected  spending;  and,  to  alert 
District  officials  of  potential  overspending  and  work  with  agencies 
to  develop  options  to  resolve  potential  overspending. 

CERTIFICATION  TEAM 

Secondly,  a  certification  team  has  been  established  in  the  control- 
ler's office  to  review  and  certify  all  obligating  documents  prior  to 
acceptance  into  the  financial  management  system  and  to  review  all 
vouchers  prior  to  payment.  This  is  to  assure  that  only  proper  obli- 
gations are  incurred  and  that  actual  payments  are  appropriated  in 
accordance  with  obligating  documents.  These  actions  should  help 
compensate  for  the  lack  of  an  effective  system,  but  real  progress 
will  only  occur  with  the  implementation  of  a  new  financial  manage- 
ment system.  And,  as  you  know,  we  have  money  in  the  budget  for 
this  year  to  try  to  get  that  underway. 

FMS  ONLY  AS  GOOD  AS  INFORMATION  RECORDED 

I  would  also  note  that  the  financial  management  system  is  only 
as  good  as  the  information  that  is  recorded  in  the  system.  Many 
agencies  are  still  entering  into  contracts  without  recording  the  con- 
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tracts  as  obligations  in  the  system,  or  without  obtaining  the  certifi- 
cation of  funds  available  by  the  chief  financial  officer  or  the 
Authority's  approval. 

CONTRACTS  NOT  CERTIFIED  ARE  INVALID 

As  I  have  said  on  previous  occasions,  the  Authority  views  as 
valid  any  contract,  whether  entered  into  by — I  should  say  invalid — 
the  Authority  views  as  invalid  any  contracts,  whether  entered  into 
by  executive  agencies  or  independent  agencies,  that  have  been  nei- 
ther certified  by  the  CFO  nor  approved  by  the  Authority.  In  the  fu- 
ture, the  Authority  will  ask  the  CFO  to  de-obligate  funds  for  all  in- 
valid contracts. 

AGENCIES  AWARDING  CONTRACTS  WITHOUT  COMPETITIVE  BIDDING 

Most  agencies  are  still  awarding  contracts  without  using  com- 
petitive procedures  and  are  paying  far  too  much  for  supplies  and 
services.  I  want  to  stress  that  this  is  still  a  serious  deficiency.  The 
Authority  is  now  working  closely,  however,  with  the  District,  and 
we  hope  to  see  positive  change  in  this  area,  shortly.  We  are  deter- 
mined to  help  the  District  build  an  organization  which  stresses  ac- 
countability and  efficiency  and  which  provides  timely,  competi- 
tively-priced services.  In  the  pursuit  of  this  goal,  we  have  started 
meeting  with  each  agency  to  discuss  our  concerns  over  contract 
practices.  Additionally,  we  have  taken  action  against  individuals 
and  agencies  that  continue  to  violate  contract  law  and  procedure. 

DEPARTMENT  OF  HUMAN  SERVICES'  CONTRACTING  AUTHORITY 

SUSPENDED 

Most  notably,  due  to  our  concerns  as  well  as  concerns  identified 
by  the  city  administrator,  the  Department  of  Human  Services'  con- 
tracting authority  has  been  suspended,  and  a  senior  contracting  of- 
ficer has  been  placed  in  a  non-contract  related  position.  We  are  also 
investigating  whether  similar  actions  should  be  taken  against  addi- 
tional individuals  within  DHS  due  to  our  concern  over  numerous 
two-week  contracts,  for  example,  being  issued  to  a  firm  responsible 
for  providing  data  entry  services  for  the  Commission  on  Mental 
Health. 

CONTRACTING  PROCEDURES  AND  PRACTICES  DEFICIENT 

I  want  to  stress — we  are  looking  at  procedures.  While  the  laws 
are  clear,  procedures  and  practices  are  deficient.  And  in  our  review 
of  contracts,  one  of  the  things  we  are  focusing  on  is  the  application 
of  procedures  and  especially  those  procedures  which,  while  appear- 
ing to  be  consistent  with  the  requirements,  in  fact  are  providing 
open-ended  opportunities  for  transgressions.  We  will  be  looking  at 
those  and  you  will  undoubtedly  see  as  we  move  ahead  our  disposi- 
tion of  contracts  which  will  place  a  great  deal  of  weight  on  the  in- 
tegrity of  the  process.  We  see  practices,  so  far,  which  have  con- 
vinced us  that  the  procedures  are  exposing — I  should  say  that  with 
respect  to  DHS,  where  we  have  taken  action  now  and  where  maybe 
we'll  take  some  additional  action,  we  are  not  talking  about  pennies. 
That  department  spends  $1.8  billion  out  of  a  $5  billion  budget.  And 
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so  the  way  in  which  those  funds  are  expended — those  ways  are  crit- 
ical and  we  will  continue  to  give  a  great  deal  of  attention  to  them. 

AUTHORITY  WANTS  TO  WORK  WITH  DISTRICT  TO  REBUILD 
PROCUREMENT  FUNCTION 

But  let  me  stress  that  while  the  Authority  would  not  hesitate  to 
use  strong  measures  when  necessary,  our  goal  is  to  work  with  the 
District  to  help  rebuild  its  procurement  function.  The  Authority,  in 
conjunction  with  the  city  administrator's  office,  expects  to  detail 
trained  contracting  professionals  from  the  Federal  Government  to 
DHS  to  issue  and  award  contracts  in  a  more  timely  and  effective 
manner.  In  an  effort  to  improve  contracting,  the  Authority  is  also 
assisting  the  city  administrator  in  implementing  automation  and 
training  initiatives.  Change  will  not  happen  overnight,  but,  by 
working  together  with  city  officials  we  can  foster  a  cultural  change 
in  the  District  procurement  practices  and  speed  contract  reform. 

WORKFORCE  DOWNSIZING  A  PRIORITY 

With  regard  to  Fiscal  1996,  personnel  concerns  have  also  been 
critical.  Under  the  budget  ceiling  of  $4,994  billion  for  Fiscal  Year 
1996,  a  total  of  33,850  FTE's  is  to  be  achieved.  One  of  the  primary 
ways  the  District  expects  to  achieve  the  budget  ceiling  and,  more 
importantly,  provide  less  costly  operations  in  the  future,  is  through 
workforce  downsizing.  More  than  60  percent  of  the  reductions,  or 
about  6,500  FTEs,  must  take  place  before  the  end  of  this  Fiscal 
Year.  In  fact,  about  half  of  the  total  reductions  was  mandated  by 
the  Authority  last  summer.  These  1996  reductions  are  to  be  real- 
ized by  transferring  agencies  off  the  budget,  by  privatizing  entire 
functions,  and  by  employee  separations. 

FUNCTIONS  BEING  REMOVED  FROM  BUDGET  OR  PRIVATIZED 

Functions  that  are  being  removed  from  the  budget  or  privatized 
include  the  Department  of  Public  Housing;  the  Sports  Commission; 
D.C.  General  Hospital  and  Department  of  Human  Services  clinics; 
and  the  Water  and  Sewer  Administration.  These  functions  com- 
prise 3,347  FTEs.  After  these  functions  are  transferred  off  the 
budget,  the  District  still  needs  to  reduce  FTEs  in  other  agencies  by 
almost  2,700  to  stay  within  the  September  30,  1996  ceiling.  I  want 
to  stress  that  because  we  have  encountered  a  great  deal  of — the  re- 
sponsiveness has  not  been  very  great.  This  is  a  sizable  shortage 
this  far  into  the  Fiscal  Year,  but  we  are  determined  that  the  target 
will  be  met,  and  we  are  determined,  also,  that  shortfalls  from  1996, 
if  any,  will  not  be  carried  over  and  agencies  would,  thereby,  get 
credit  against  their  1996  budgets.  So,  we  will  be  pressing  hard  to 
see  that  we  reach  these  ceilings  by  the  end  of  the  year,  and  the 
budget  that  we  approved  and  sent  to  the  Council  for  review  a  week 
or  so  ago  pre-supposes  that  the  1996  ceilings  have  been  reached. 

DISTRICT'S  PROGRESS  IN  REDUCING  FTE'S  HAS  BEEN  SLOW 

Unfortunately,  as  I've  said,  the  District's  progress  in  reducing 
FTEs  has  been  slow.  As  of  March,  1996,  the  District  has  reduced 
only  432  FTEs  since  October  1995.  Furthermore,  most  of  these  re- 
ductions have  occurred  in  agencies  that  are  in  serious  need  of  addi- 
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tional  staff.  For  example,  the  Metropolitan  Police  Department  has 
had  107  reductions,  and  Corrections  has  lost  101  FTEs. 

LEAST  PROGRESS  IN  FTE  REDUCTIONS  IS  IN  PUBLIC  SCHOOLS  AND  UDC 

The  least  progress  in  FTE  reductions  has  occurred  in  the  Dis- 
trict's public  schools  and  at  the  University  of  the  District  of  Colum- 
bia. The  schools'  FTE  budget  is  10,167,  but  as  of  March  1996,  the 
schools  had  11,599  FTEs  on  board— or  1,432  above  the  budget. 
UDC,  as  of  March,  was  98  FTEs  over  its  ceiling.  In  fact,  both  the 
public  schools  and  UDC  have  added  FTEs  since  October  1995.  The 
District  needs  to  reduce  FTEs  by  an  additional  2,248  to  reach  the 
financial  plan  and  budget's  ceiling  by  September.  The  District  has 
begun  to  carry  out  reductions-in-force  of  personnel  totaling  about 
800  FTEs  in  the  executive  branch.  We  remain  concerned,  however, 
that  specific  reduction-in-force  plans  are  not  available  for  the 
schools  or  UDC. 

OTHER  CONTROL  BOARD  CONCERNS 

Finally,  the  Authority  has  concerns  about  other  issues  that  could 
have  significant,  detrimental  impact  on  Fiscal  Year  1996  spending, 
including  overtime  costs  in  the  Department  of  Corrections,  leases 
for  UDC  buildings,  Medicaid  costs,  and  centralized  costs  under- 
funded in  the  Department  of  Administrative  Services. 

Mr.  Walsh.  Dr.  Brimmer,  excuse  me  just  one  second. 

Dr.  Brimmer.  Yes,  sir. 

Mr.  Walsh.  We  have  a  vote  on  and  I  don't  think  we're  gomg  to 
get  another  one  right  away,  so  we'll  go  over  now  and  vote,  and  then 
come  back  and  hear  the  remainder  of  your  testimony,  and  then 
begin  questions. 

Dr.  Brimmer.  Thank  you. 

Mr.  Walsh.  Give  us  about  10  minutes. 

[Recess.! 

Mr.  Walsh.  The  subcommittee  will  come  to  order  and  we'll  re- 
turn now  to  Dr.  Brimmer's  testimony;  when  he's  completed  his 
summary,  we'll  begin  with  some  questions. 

Dr.  Brimmer.  Thank  you  very  much,  Mr.  Chairman. 

CONTROL  board's  "FINAL"  REPORT  ON  FY  1997  BUDGET 

What  I  would  like  to  do  at  this  juncture,  sir,  is  to  focus  on  the 
Fiscal  Year  1997  budget.  Much  of  what  I  will  say  is  really  a  sum- 
mary of  our  report  issued  on  May  8,  1996,  with  respect  to  the  1997 
budget  and  multi-year  plan.  And  with  your  permission,  Mr.  Chair- 
man, may  I  ask  that  this  document  also  be  included  in  the  record 
as  a  part  of  my  testimony  today. 

Mr.  Walsh.  Without  objection. 

[The  report  referred  to  follows  through  page  190:] 
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SUMMARY  OF  RECOMMENDATIONS 

The  following  recommendations  are  included  in  this  report: 
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Recommendation  #1:  The  Authority  continues  to  recommend  that  the  FTE  reductions  be  allocated  to  individual 
agencies.  In  addition,  other  personnel  initiative  savings,  that  do  not  involve  union  negotiations,  should  also 
be  allocated.  The  Authority  is  accepting  the  District's  allocation  of  FTE  reduction  savings  for  fiscal  year 
1997.  As  additional  information  becomes  available,  these  allocations  could  change.  20 

Recommendation  32:  The  savings  associated  with  housing  inmates  at  Bureau  of  Prisons  (BOP)  at  no  cost  to  the 
District  should  be  eliminated  from  the  fiscal  year  1997  Financial  Plan  and  Budget.  The  plan  should  reflect 
the  cost  of  sending  these  inmates  to  contract  facilities.  Funding  should  be  provided  to  the  Department's 
budget  to  cover  for  unfunded  costs.  23 

Recommendation  #3:  The  fiscal  year  1997  Financial  Plan  and  Budget  should  include  the  additional  funding 
needed  to  hire,  train,  and  equip  the  137  additional  officers,  and  reflect  the  Authority's  recommended 
reduction  in  estimated  savings.  23 

Recommendation  #4:  The  fiscal  year  1997  Financial  Plan  and  Budget  should  include  the  additional  fijnding  and 
FTEs  needed  to  enable  the  Pretrial  Services  Agency  to  assume  responsibility  for  services  currently  provided 
by  the  third  party  custody  contractors.  24 

Recommendation  #5:  The  fiscal  year  1997  Financial  Plan  and  Budget  should  reflect  the  proposed  deployment 
plan,  and  the  capital  plan  should  include  the  $3.97  million  in  authority  needed  to  meet  the  Department's 
apparatus  replacement  schedule.  25 

Recommendation  #6:  The  Authority  believes  that  the  Mayor's  fiscal  year  1997  funding  request  for  the  D.C. 
Public  Schools  (DCPS)  of  $568,790,000  must  be  modified  in  the  ways  described  below.  These  changes 
would  increase  DCPS'  fiscal  year  1997  budget  to  $589,630,000.  29 

Recommendation  #7:  The  Authority  recommends  a  funding  level  of  $79,269,000  for  the  University  of  the 
District  of  Columbia  (UDC)  in  fiscal  year  1997.  This  funding  level  is  $2.8  million  less  than  the  Mayor's 
request  for  $82,069,000,  but  it  is  $2  million  more  than  the  fiscal  year  1996  funding  level  of  $77,269,000. 
The  Authority  believes  that  its  proposed  funding  level  is  sufficient  because  UDC  is  phasing  out  and 
consolidating  programs  as  it  implements  the  recommendations  from  the  1995  program  review.  In  addition, 
the  UDC  Board  of  Trustees'  vote  to  increase  tuition  during  the  next  two  academic  years  is  expected  to  reduce 
enrollment,  so  costs  should  decline  as  well.  30 

Recommendation  #8:  The  Authority  recommends  a  3.2  percent  increase  in  the  D.C.  Public  Library  (DCPL)'s 
fiscal  year  1997  budget,  to  $22,438,000.  The  Authority  notes  that  DCPL  would  play  an  important  role  in  the 
Mayor's  transformation  budget  by  making  information  about  government  services  available  on-line. 
Therefore,  the  Authority  concludes  that  real  funding  levels  for  DCPL  should  be  maintained  to  encourage 
automation  and  improve  public  services.  Another  important  goal  is  to  ensure  that  the  Martin  Luther  King 
main  branch  library  stays  open  on  weekends.  31 

Recommendation  #9:  The  Authority  recommends  that  $798  million  be  allocated  for  Medicaid  program  and 
administrative  costs  for  fiscal  year  1997.  This  is  a  $59  million  increase  over  the  latest  Medicaid  budget 
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proposed  by  the  Mayor  and  a  $29.7  million  reduction  from  the  Mayor's  initial  budget  request.  The  Authority 
requests  that  the  Commission  on  Health  Care  Finance  provide  an  updated  workplan  for  fiscal  years  1996  and 
1997  detailing  the  Medicaid  program  initiatives  underway  and  those  being  considered,  the  key 
implementation  dates  for  each,  the  estimated  cost  for  consulting  services  (if  any)  associated  with  each 
initiative,  si<>nificant  barriers  that  may  need  to  be  addressed  prior  to  implementation,  and  the  estimated 
savings  that  will  be  generated  from  each  initiative  for  fiscal  years  1996  through  2000,  including  presentation 
of  the  assumptions  used  in  arriving  at  the  savings  estimates.  The  Authority  requests  that  this  workplan  be 
provided  to  the  Authority  within  fifteen  days  from  the  date  of  transmittal  of  this  document. 

Recommendation  #10:  The  Authority  does  not  believe  that  the  Administration  was  responsive  to  the 
recommendation  contained  in  the  Authority's  report  on  the  initial  fiscal  year  1997  budget  to  review  all  health 
and  human  services  programs  and  to  identify  savings.  The  Authority  therefore  recommends  that  the 
appropriated  budget  available  to  the  non-Medicaid  health  and  human  services  areas  be  reduced  by  $29.5 
million.  This  is  a  reduction  in  the  proposed  local  budget  level  ftxim  $534,1 17.000  to  $504,617,000  for  fiscal 
year  1997. 

Recommendation  #11:  The  Authonty  recommends  that  the  Department  of  Human  Services  intensify  its  review 
of  all  program  operations  to  reduce  costs  and  improve  District  services.  In  addition,  the  Authority  requests 
that  the  Department  of  Human  Services  specifically  conduct  an  assessment  of  the  items  listed  below.  The 
assessment  is  to  include  a  determination  of  the  feasibility  of  implementation,  including  an  identification  of 
the  potential  barriers  to  implementation,  the  potential  savings  that  may  accrue  to  the  District  if  implemented, 
the  period  of  time  over  which  savings  would  occur  (i.e.  year-by-year  savings  estimates),  and  a  timeline  for 
implementation  of  each  initiative.  The  assessment  is  also  to  include  a  presentation  of  the  assumptions  used 
in  arriving  at  savings  estimates.  The  Authority  requests  that  the  overall  program  review  and  the  assessments 
of  the  items  listed  below  be  provided  to  the  Authority  fifteen  days  from  the  date  of  transmittal  of  this 
document.  The  assessment  will  assist  the  Authority  and  the  Council  in  preparing  a  fmal  fiscal  year  1997 
budget  and  multiyear  plan. 

Recommendation  #12:  The  absence  of  an  assessment  of  the  reasonableness  of  the  targeted  increase  in  Lottery 
transfer,  and  the  lack  of  an  assessment  of  the  agency's  ability  to  achieve  the  target  with  the  requested  funds, 
limits  the  Authority's  ability  to  determine  the  viability  of  the  recommendations.  Therefore,  while  the 
Authority  supports  activities  by  the  Uttery  aimed  at  increasing  the  agency's  transfer  to  the  General  Fund, 
additional  information  and  analysis  as  discussed  above  must  be  transmitted  to  the  Authority. 

Recommendation  #13:  The  Authority  supports  DFR's  efforts  to  Improve  the  efficiency  and  effectiveness  of  its 
tax  collection  operations.  The  size  and  extent  of  the  District's  aged  tax  receivables  and  reserves  highlights 
both  past  failures,  as  well  as  the  necessity  of  DFR  to  focus  its  energies  in  this  area.  As  such,  the  Authonty 
recommends  that  these  initiatives  be  continued,  and  that  additional  information  as  discussed  above  be 
transmitted  to  the  Authority  as  soon  as  possible.  Included  in  this  analysis  must  be  a  discussion  of  initiatives 
the  Department  will  undertake  to  ensure  that  a  systematic  managerial  improvement  program,  as  well  as  a 
regular  and  up-to-date  technological  and  customer  service  program  are  implemented. 

While  the  Authority  supports  anempts  to  find  new  sources  of  revenue  for  the  city,  the  Authority  does  not  support 
efforts  to  impose  new  taxes  or  fees  of  an  ad  hoc  nature  on  District  residents  and  businesses  without  a 
thorough  analysis  of  their  impact  on  the  overall  taxable  base  of  the  District.  As  such,  the  Authonty 
recommends  that  these  recommendations  for  revenue  increases  be  forwarded  to  the  Commission,  and 
included  in  their  deliberations  as  changes  to  the  D.C.  tax  code  to  promote  economic  development. 

Recommendation  #14:  The  Authority  supports  the  Department's  efforts  to  contain  costs  associated  with  the 
unemployment  insurance,  and  workman's  and  disability  compensation  program.  However,  it  is  imperative 
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that  the  Department  transmit  to  the  Authority  within  fifteen  days,  a  copy  of  its  transformation  and  reorganization 

plan  for  evaluation  and  review.  43 

Recommendation  #15:  The  Authority  recommends  that  the  information  that  the  Authority  requested  in  its 
November  1995  guidance  on  capital  budgeting  and  planning  be  incorporated  into  the  capital  plan  and 
submitted  to  the  Authority  within  fifteen  days.  In  addition,  the  information  submitted  to  the  Authority 
should  include  complete  capital  grant  funding  information,  especially  for  the  Department  of  Public  Works, 
and  an  identification  and  discussion  of  each  project  the  District  recommends  including  the  criteria  it  meets, 
funding  source,  and  cash  flow  throughout  the  planning  period.  Also,  the  Authority  requests  a  listing  of  all 
District  owned  and  leased  space  by  August  31,  1996.  Such  a  listing  is  needed  before  the  District  can  move 
forward  with  a  condition  assessment  which  will  describe  the  costs  of  maintaining  and  improving  District 
assets.  45 

Recommendation  #16:  The  Authority  recommends,  that  the  District  of  Columbia  construct  a  plan  and  strategy 
for  economic  development  which  provides  a  comprehensive  and  unified  approach  to  the  District's  e.xpansion 
of  business,  economic  and  community  growth,  and  which  will  provide  a  blueprint  for  achieving  economic 
development  and  supplement  the  annual  Financial  Plan  and  Budget  for  economic  development.  The  stratcic 
plan  should  identify  quantifiable  objectives,  action  plans  and  initiatives  to  achieve  the  objectives,  time  tables, 
and  the  full  range  of  impact  estimates:  project  costs,  program  outcomes,  revenue  impacts,  and  to  the  extent 
possible  be  fully  integrated  with  complementary  programs  funded  by  the  District  of  Columbia.  48 

Recommendation  #17:  The  Authority  recommends  a  study  of  small,  local  and  disadvantaged  business  legislation 
and  regulation  to  determine  the  appropriate  evaluation  structure,  the  priority  and  weight  that  should  be  given 
to  competitive  pricing,  the  relative  preference  that  should  be  given  to  local  and  disadvantaged  businesses  in 
the  procurement  evaluation  process  for  set-aside  contracts,  and  an  overall  assessment  of  the  other  factors, 
such  as  entrepreneurial  and  employment  opportunities  for  local  and  disadvantaged  businesses.  50 

Recommendation  #18:  The  Authority  recommends  that  DAS  provide  responses  to  the  Authority's  March  21, 
1996  recommendations  on  the  Mayor's  plan  and  its  allocation  of  fiscal  year  1996  and  1997  occupancy  costs 
to  agencies  within  fifteen  days.  5I 

Recommendation  #19:  (I)  Congress  should  authorize  the  District  to  borrow  long  term  up  to  a  maximum  amount 
during  fiscal  year  1997.  (2)  The  Authority  should  be  given  power  to  decide  the  following:  (a)  when  the 
District  can  borrow,  (b)  the  specific  amount  of  the  borrowing,  (c)  the  terms  and  conditions  of  the  borrowing, 
(d)  the  collateral  to  be  pledged  for  security,  and  (e)  the  specific  uses  of  the  proceeds  from  the  borrowing.  52 
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REVIEW  AND  ASSESSMENT  PROCESS 

On  March  21,  1996  the  District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Authority  (the  Authority)  issued  a  report'  detailing  recommendations  to  the 
District  on  the  Mayor's  1997  Financial  Plan  and  Budget.  The  Mayor  responded  to  those 
recommendations  through  a  set  of  reports  and  correspondence  received  by  the  Authority 
during  April.  These  submissions  are  collectively  referred  to  as  the  Mayor's  Response. 
The  Authority  has  applied  standards  for  a  Financial  Plan  and  Budget  by  the  District  of 
Columbia  that  are  detailed  in  the  Financial  Responsibility  and  Management  Assistance. 
Authority  Act  of  1995  (P.L.  104-8).  Under  P.L.I  04-8,  if  the  Mayor's  Response  does  not 
meet  the  standards,  the  Authority  is  required  to  forward  a  recommended  Financial  Plan 
and  Budget  to  the  Mayor  and  die  Council.  A  statement  containing  the  reason  for 
disapproval  shall  be  provided  to  the  Mayor,  the  Council,  the  President  and  the  Congress. 

After  reviewing  the  Mayor's  Response,  the  Authority  concluded  that  it  could  not  be 
approved  as  submitted.  However,  the  Authority  also  concluded  that  with  the 
incorporation  of  a  number  of  changes  which  it  recommended,  the  Mayor' s  Response 
could  be  made  to  conform  to  the  standards  of  P.L.  104-8.  This  report  represents  those 
recommended  changes.  The  Mayor's  Response  continued  the  process  started  in  February 
of  developing  a  Financial  Plan  and  Budget  under  the  guidelines  established  by  P.L.  104- 
8.  This  process  is  far  from  over,  but  the  Authority  is  encouraged  by  the  progress  made  in 
moving  the  development  of  the  Financial  Plan  and  Budget  forward.  Therefore,  by 
incorporating  these  fiirther  modifications,  the  Mayor's  Response  will  be  sufficiently 
improved  so  that  it  can  become  the  Authority's  Recommended  Financial  Plan  and 
Budget. 

Having  reviewed  the  Mayor's  Response,  we  have  determined  that  it  begins  to  address  the 
economic  issues  related  to  the  District's  regaining  it's  fiscal  health.  However,  we  are 
concerned  about  the  necessary  management  decisions  that  are  an  integral  part  of  budget 
execution.  Budgets  are  only  die  first  step  to  ensuring  that  the  District  regains  it's  fiscal 
health.  As  the  District's  downsizes,  decisions  regarding  how  sei  vices  are  delivered  in  the 
most  efficient  manner  become  even  more  critical  and  increasingly  more  difficult  to  make. 
For  example,  privatization  efforts  should  be  undertaken  only  if  service  delivery  can  be 
improved  and  delivered  more  efficiently.  Contracting  out  services  for  the  sole  purpose 
of  reducing  the  workforce  does  not  necessarily  help  citizens  receive  services  at  a  lower 
cost. 


'  District  of  Columbia  Financial  Responsibility  and  Management  Assistance  Authority  Report  on  the 
Mayor's  1997  Financial  Plan  and  Budget  March  21,  1996 
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In  order  to  assess  the  Mayor's  Response,  we  evaluated  the  information  received 
according  to  several  criteria:  (1)  the  standards  outlined  in  P.L.  104-8,  (2)  the  Authority's 
guidance  issued  in  its  responses  to  the  Draft  Financial  Plan  and  Budget,  and  (3)  the 
Authority's  prior  Recommendations. 


OVERALL  OBJECTIVES  OF  THE  PLAN 

As  we  discussed  in  our  March  21,  1996  Report,  P.L.  104-8  includes  standards  that  must 
be  addressed  in  preparing  the  Financial  Plan  and  Budget.  The  criteria  outlined  in  the 
legislation  require  affirmative  answers  to  the  questions: 

•  Does  the  Financial  Plan  and  Budget  meet  the  standards  described  below  to  promote 
the  financial  stability  of  the  District  government? 

•  Is  the  District  government  making  continuous,  substantial  progress  towards 
equalizing  the  expenditures  and  revenues  of  the  District  government  (in  equal  annual 
installments  to  the  greatest  extent  possible)? 

•  Is  the  District  government  providing  for  the  orderly  liquidation  of  the  cumulative 
fiind  balance  deficit  of  the  District  government,  as  evidenced  by  financial  statements 
prepared  in  accordance  with  generally  accepted  accoimting  principles? 

•  If  funds  in  accounts  of  the  District  government  which  are  dedicated  for  specific 
purposes  have  been  withdrawn  fi"om  such  accoimts  for  other  purposes,  have  the  fimds 
been  fiilly  restored  to  such  accoimts? 

•  Does  the  Financial  Plan  and  Budget  assure  the  continuing  long-term  financial  stability 
of  the  District  government,  as  indicated  by  factors  including: 

•  access  to  short-term  and  long-term  capital  markets, 

•  the  efficient  management  of  the  District  government's  workforce,  and 

•  the  effective  provision  of  services  by  the  District  government. 

•  Was  the  budget  prepared  with  the  aim  of  implementing  sound  budgetary 
practices,  including  : 

•  reducing  costs  and  other  expenditures, 

•  improving  productivity, 

•  increasing  revenues,  or  combinations  of  such  practices? 

•  Are  the  assumptions  based  on  current  law? 
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•  Does  the  Financial  Plan  and  Budget  provide  for  estimates  of  revenues  and 
expenditures  on  a  modified  accrual  basis? 

•  Does  the  Financial  Plan  and  Budget  - 

•  describe  lump  sum  expenditures  by  department  by  object  class; 

•  describe  capital  expenditures  together  with  a  schedule  of  projected  capital 
conimitments  of  the  District  government  and  proposed  sources  of  funding; 

•  contain  estimates  of  sHort-term  and  long-term  both  outstanding  and 
anticipated  to  be  issued;  and 

•  contain  cash  flow  forecasts  for  each  fund  of  the  District  government  at  such 
intervals  as  the  Authority  may  require? 

•  Does  the  Financial  Plan  and  Budget  include  a  statement  describing  methods  of 
estimations  and  significant  assumptions? 

•  Does  the  Financial  Plan  and  Budget  include  other  provisions  and  meet  such  other 
criteria  as  the  Authority  considers  appropriate  to  meet  the  purposes  of  this  Act, 
including: 

•  provisions  for  changes  in  personnel  policies  and  levels  for  each  department  or 
agency  of  the  District  government,  and 

•  changes  in  the  structure  and  organization  of  the  District  government, 
management  initiatives  to  promote  productivity  and  improvement  in  the  delivery 
of  services,  or  cost  savings? 

The  Authority's  response  to  the  Mayor's  initial  submission  of  the  fiscal  year  1997 
Financial  Plan  and  Budget  included  specific  recommendations  and  guidance.  The 
Authority  also  previously  made  recommendations  on  the  fiscal  year  1996  Financial  Plan 
and  Budget  and  also  gave  general  guidance  on  its  contents.  The  Authority  used  the 
requirements  and  guidance  in  both  reports  described  above  as  a  basis  for  reviewing  and 
evaluating  the  Mayor's  plan.  In  addition,  our  March  21st  report  outlined  additional 
measures  we  considered  in  determining  compliance  with  the  standards  under  the  Act. 
These  additional  measures,  phrased  as  questions  included: 

•  What  capital  costs  are  being  covered  in  the  operating  budget  that  would  not  be  there 
with  better  access  to  the  market? 

•  What  investments  in  people,  technology,  and  economic  development  have  been 
planned  for  1997  that  will  reduce  the  deficit  in  future  periods? 

•  What  preventive  maintenance  expenditures  are  being  made  now  that  will  substantially 
reduce  future  maintenance  costs? 
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•  What  expenditures  have  been  made  to  improve  core  services,  such  as  public  safety, 
that  were  cut  substantially  in  prior  budgets? 

•  What  is  the  expected  rate  of  growth  in  expenditures  compared  to  the  expansion  of 
outlays  in  other  jurisdictions? 

•  How  does  the  growth  of  expenditures  compare  with  the  rate  of  inflation? 

•  What  structural  issues  have  been  addressed  in  the  Mayor's  budget? 

•  Are  there  revenue  sources  that  have  not  been  considered? 

•  What  initiatives  not  included  in  the  budget  should  be  considered? 


REVENUE,  EXPENDITURES,  AND  BUDGET  DEFICITS 

The  Mayor's  Response  to  our  March  21,  1996  report  contains  several  adjustments  to 
revenues,  expenditures,  and  the  resulting  budget  deficit.  Appendix  A  outlines  the 
revenue  and  expenditures  for  1994-2000  as  outlined  in  the  Mayor's  Response.  In  order  to 
determine  whether  the  Mayor's  Response  complied  with  standards  as  outline  in  P.L  104- 
8,  the  Authority  focused  on  compliance  with  its  recommendations  on  the  Mayor's 
previous  Financial  Plan  and  Budget.  It  considered,  among  other  issues,  the 
reasonableness  of  the  assumptions  used  to  develop  the  budget.  Table  1,  below,  provides 
information  on  revenues  and  expenditures,  as  adjusted  by  the  Authority. 

The  District's  new  local  revenue  initiatives  include  increased  revenues  through  workplace 
efficiencies,  improved  collections  of  aged  accounts  receivables  and  reserves,  as  well  as 
some  additional  taxes  or  fees.  While  the  Authority  supports  attempts  to  find  new  sources 
of  revenue  for  the  District,  the  Authority  does  not  support  efforts  to  imp)ose  new  taxes  or 
fees  of  an  ad  hoc  nature  on  District  residents  and  businesses  without  a  thorough  analysis 
of  their  impact  on  the  overall  taxable  base  of  the  District.  Projected  total  local  revenues 
for  fiscal  year  1997  equal  $3,321  billion.  Total  revenues  firom  all  sources  equals  $5,083 
billion. 

The  Mayor's  Response  provided  some  adjustments  to  expenditures.  In  addition,  the 
Authority  allocated  most  of  the  Mayor's  expenditure  initiatives  to  the  appropriation  line 
items  in  order  to  assess  the  effect  of  these  initiatives  on  agency  budgets.  Savings  from 
workforce  reductions  beyond  fiscal  year  1997  and  persormel  initiatives  have  not  been 
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allocated.  The  District  could  not  provide  these  breakouts  at  this  time.  Total  expenditures 
before  the  Authority's  adjustments  equal  $5,135  billion.  The  total  deficit  in  the  Mayor's 
Response  is  $51.7  million,  a  decline  from  the  projected  fiscal  year  1996  deficit  of  $1 16.1 
million. 

However,  the  Authority  believes  that  expenditures  in  several  areas  are  underestimated, 
principally  in  Medicaid,  Public  Safety,  and  Public  Education.  Specifically,  the  Authority 
estimates  that  Medicaid  expenditures  are  underestimated  by  a  net  of  $29.5  million.  This 
underestimate  primarily  results  from  costs  to  provide  Medicaid  coverage  to  AFDC 
recipients  and  additional  costs  of  services  to  former  D.C.  Village  residents.  In  Public 
Safety  most  of  the  additional  costs  result  from  underfunding  in  the  Department  of 
Corrections  and  the  optimistic  projection  that  the  Bureau  of  Prisons  will  house  more  than 
1,000  District  prisoners  at  no  charge.  Other  additional  expenditures  in  Public  Safety 
include  the  costs  of  fully  funding  3,800  police  officers,  and  general  underbudgeting 
expenditures  associated  with  Fire  and  EMS.  Public  Education  expenditures  needed  to  be 
increased  primarily  because  all  costs  of  privatizing  food  service,  security,  and 
transportation  had  not  been  budgeted. 

These  additional  expenditures  total  $77.9  million  and  increase  the  deficit  to  $129.6 
million.  The  Authority  believes  this  deficit,  which  would  be  more  than  $13  million 
higher  than  the  projected  fiscal  year  1996  budget,  is  too  large  and  would  not  represent 
progress  toward  equalizing  expenditures  and  revenues.  Accordingly,  the  Authority  made 
two  additional  adjustments  to  reduce  total  expenditures.  Specifically,  the  Authority 
reduced  non-Medicaid  DHS  expenditures  by  $29.5  million.  The  Authority  recommended 
in  the  March  21,  1996  report  that  the  District  identify  initiatives  in  social  services  and 
other  parts  of  the  non-Medicaid  portion  of  die  DHS  budget.  The  Mayor's  Response  did 
not  include  any  additional  initiatives.  The  Authority,  therefore,  reduced  this  item  by 
$29.5  million.  The  Authority  also  reduced  the  Economic  Development  appropriation  line 
item  by  $1  million.  This  reduction  should  be  achieved  through  improved  operational 
efficiencies. 

The  resulting  Authority  adjusted  budget  would  generate  a  deficit  of  $99.1  million,  more 
than  $16  million  below  the  fiscal  year  1996  projected  deficit.  Table  1  summarizes  the 
Authority's  actions. 
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Table  1:  Actuals  and  Estimates  of  the  District's  Budget,  1994-2000 


Surplus/deficiency  since  1994  with  initiatives 

Response 

Response 

Response 

Response 

(in  thousands) 

1994 

199S 

1996 

1997 

1998 

1999 

2000 

Revenue 

Actual 
2.470,053 

Actual 
2,391,041 

Authoritv 
2.335,710 

with  Authoritv  adjustments 

2.358,426 

2384,579 

2.429,774 

2,444390 

Taxes 

Non  tax  revenue 

234,566 

210,063 

173,817 

194,003 

202,023 

202,414 

208.993 

Federal  payment 

647.930 

660,000 

660,000 

665,702 

660,000 

660,000 

660.000 

Transfers 

79.583 

85,100 

76,100 

102.799 

75.100 

80.464 

84.890 

3.432.132 

3346,204 

3345,627 

3,320,930 

3,321,702 

3.372,652 

3398,173 

Grants 

960.708 

855,308 

878,914 

820,862 

825319 

830,823 

849331 

Private/Other 

127.628 

128,008 

114,152 

120,915 

125,825 

131,199 

136,844 

IntraDistrict 

115,322 

112,912 

133.550 

138372 

143.327 

Enterprise 

599,604 

589,012 

581344 

707,337 

756.429    _ 

825.467 

947.629 

Total  revenue 

5.120,072 

4,918,532 

4,935359 

5,082,956 

5,162.725 

5398,513 

5.475304 

Government  Direction  and  Supp 

129.601 

131,001 

149301 

128,228 

118,886 

116,329 

118.400 

Economic  Development 

236,722 

218.207 

142,095 

148,038 

154,308 

158,533 

162,907 

Public  Safety 

987.938 

936,364 

985,901 

1,012,614 

1,047311 

1.060.401 

1,104,379 

Public  Education 

746,138 

792,339 

815.777 

736,093 

"'78,102 

809,997 

836,407 

Human  Support  Services 

2.092.966 

1.690373 

926.%3 

930,505 

940.189 

935,748 

966,882 

Medicaid 

775,615 

739.051 

753.541 

755,022 

761,970 

Other  DHS 

784.502 

786,416 

791,786 

819,774 

Public  Works 

276.964 

249.202 

286,989 

294.788 

320360 

334,110 

349,627 

Financing  and  other 

385.567 

366.461 

384,435 

431.387 

405.026 

400,123 

399,110 

Downsizing 

(14,911) 

(111. 883) 

(173390) 

(213,953) 

Enterprise 

599.604 

589.012 

584.394 

728.837 

777,547 

846.023 

969.129 

Expenditures 

5.455.500 

4.972.959 

5.051370 

5.134.631 

5.183387 

5342.996 

5.454.858 

Difference 

(335,428) 

(54.427) 

(116.111) 

(51.674) 

(20,562) 

55.517 

20,345 

Additional  expenditures  needed  to  mayor's  response 

Medicaid  (net  of  revenue) 

29.515 

40,%3 

60,671 

66,502 

Public  Safety 

35.349 

Public  Education 

13.077 

13,470 

13,874 

14.290 

Total  additional  expenditures 

77.941 

54,433 

74,545 

80,792 

Adjusted  deficit 

(129.615) 

(74,994) 

(19.028) 

(60,447) 

Adjustments  made  bv  Authority 

29,515 

40,%3 

60,671 

66.502 

DHS 

Economic  Development 

1.000 

1.030 

1.061 

1.093 

Total  decreases 

30,515 

41.993 

61.732 

67.595 

Adjusted  deficit 

(99,100) 

(33,001) 

42,704 

7,148 

a  -  Actual  amounts  include  adjustments  for  modified  accrual  accounting,  primarily  related  to 

classification  of  benefits 

b-  Amounts  for  1997-2000  amounts  have  been  adjusted  to  show  the  effect  of  initiatives. 
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As  Table  1  indicates,  the  deficits  after  making  adjustments  to  the  Mayor's  response  are 
too  high.  Therefore  the  Authority  made  adjustments  in  the  areas  of  heahh  and  human 
services  and  Public  Safety. 

The  District's  Department  of  Finance  and  Revenue  (DFR)  has  established  revenue 
estimates  for  the  1997  financial  plan  and  budget.  These  estimates  are  primarily  based  on 
existing  revenue  sources  through  2002 

The  original  revenue  estimates  for  the  1997  financial  plan  and  budget  1997  did  not 
include  any  new  types  of  revenue  generating  activity.  The  major  changes  to  the 
assumptions  for  1997  and  the  future  included  estimating  the: 

•  Effects  of  the  District  and  Federal  government  dovmsizing  on  revenue  estimates. 

•  Effects  of  a  continued  economic  downturn  in  the  region  in  general  and  the  District  as 
it  relates  to  lower  population  estimates. 

•  Removing  the  motor  fuel  tax  firom  the  general  fund. 

•  Tax  rebates  on  real  estate  appeal  procedures. 

The  mayor's  response  does  not  make  any  changes  to  these  basis  assumptions.  Revenue 
generating  activities  are  address  separately  in  this  document 

While  section  201  of  PL  104-8  precludes  us  from  including  revenue  opporttmities  that 
require  changes  in  federal  law,  the  Authority  is  concerned  about  determining  the 
appropriate  level  of  revenue  need  to  run  the  District. 

Several  other  areas  that  do  not  have  a  direct  impact  on  the  deficit,  nonetheless  require 
additional  work  by  the  District  to  determine  how  the  structure  of  the  government  will  be 
affected.  Among  these  are  Economic  Development  and  the  Department  of 
Administrative  Services. 

The  Authority  determined  that  the  reorganization  or  "transformation"  plans  for  these  two 
key  areas  warrant  the  emphasis  given  to  them  in  the  Mayor's  Response.  The 
achievement  of  progress  in  administrative  services  and  economic  development  is  a 
cornerstone  to  returning  the  District  to  fiscal  and  economic  health.  However,  plans  in 
these  areas  are  still  not  sufficiently  finalized  so  that  the  Authority  can  assess  the  likely 
impact  of  the  reorganization  on  the  District's  financial  recovery.  The  Authority 
encourages  the  District  to  continue  work  on  these  areas.  ^        ^ 

Recommendations  were  also  made  in  previous  reports  that  have  not  been  addressed.  This 
is  of  great  concern  to  the  Authority.  In  order  to  ensure  that  the  District  regains  fiscal 
stability,  there  are  certain  basic  steps  the  Authority  believes  should  be  taken.  These 
include  issues  relating  to  FTE  reductions,  reorganization  plans  of  the  University  of  the 
District  of  Columbia  (UDC)  to  accommodate  the  Law  School,  and  restructuring  issues  in 
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the  Departments  of  Employment  Services  and  Administrative  Services.  The  Authority 
wants  to  be  assured  that  plans  and  initiatives  are  not  just  put  on  paper,  but  are  actually 
implemented.  The  Authority's  staff  will  focus  on  the  implementation  of  these  and  other 
initiatives  to  ensure  that  the  Mayor's  plan  achieve  the  desired  results. 


OVERALL  CONCLUSION  ON  THE  MAYOR'S  PLAN 

As  with  the  first  budget  presented  by  the  Mayor,  many  items  in  the  Mayor's  Response 
represent  substantial  progress  over  budgets  presented  in  the  past.  For  example,  the 
recission  of  a  substantial  number  of  capital  projects  is  a  major  step  in  controlling  fimds 
allocated  for  capital  expenditures.    In  addition,  there  are  many  planning  targets  for 
downsizing  and  restructuring  that  need  to  be  allocated  to  specific  agencies.  Without 
allocation  of  initiatives  to  agencies,  their  managers  have  no  way  to  manage  effectively. 
Lack  of  accountability  is  a  major  contributor  to  the  District's  fiscal  stress. 

Based  on  a  detailed  review  of  the  Mayor's  Response,  the  Authority  must  disapprove  it 
and  to  submit  the  budget,  wdth  recommendations,  to  the  Council  for  their  deliberations. 

The  Authority's  disapproval  of  the  Response  is  based  primarily  on  the  fact  that  there  are 
elements  of  the  Financial  Plan  and  Budget  required  by  both  P.L.  104-8  as  well  as  the 
Authority's  guidance  issued  last  November  that  are  either  not  yet  developed  or  not 
included  in  the  document.  Among  these  are  the  following: 

( 1 )  Insufficient  progress  in  reducing  the  budget  deficit. 

(2)  Failing  to  complete  the  capital  plan. 

(3)  FTE  and  local  funds  expenditures  that  have  not  been  allocated. 

(4)  Anticipation  of  savings  that  can  only  be  accomplished  by  changes  in  federal  law. 

(5)  Inclusion  of  Correction  Department  initiatives  requiring  changes  in  federal  laws. 

(6)  Unlikely  achievement  of  the  savings  that  will  be  achieved  fi-om  certain 
initiatives. 


STAFFING  AND  PERSONNEL  REFORM 

As  we  noted  in  our  March  21,  1996  report  of  the  Mayor's  initial  of  the  fiscal  year  1997 
Financial  Plan  and  Budget,  a  major  portion  of  the  Plan  is  devoted  to  personnel 
management.  More  than  one-third  of  the  81  initiatives  are  included  under  the  personnel 
and  workforce  topics.  Total  savings  from  workforce  and  personnel  initiatives  are  shown 
in  Table  2: 
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Table  2:  Staffing  and  Personnel  Reform  Savings 


Initiative 

FY  1997 

FY  1998 

FY  1999 

FY  2000 

Downsizing 

$53,625 

$96,536 

$140,581 

$172,410 

Union  contract  revisions 

$23,900 

$24,354 

$24,817 

$25,289 

Other  personnel  initiatives 

$12,325 

$41,142 

$21,149 

$26,114 

Total 

$89,850 

$137,678 

$186547 

$223,813 

Discount  factor 

.75 

.90 

1.00 

1.00 

Total  Discounted 

$67,388 

$123,910 

$186,547 

$223,813 

Additional  Costs 

($12,257) 

($12,027) 

($13,257) 

($9,860) 

Net  Discounted  Savings 

$55,131 

$111,883 

($173,290) 

$213,953 

These  initiatives  run  the  gamut  from  reducing  the  workforce  to  reforming  personnel 
management.  The  personnel  vision  is  for  a  smaller  workforce  that  is  more  productive, 
more  customer-oriented,  and  more  fairly  compensated.  For  the  most  part  the  workforce 
and  persomiel  initiatives  represent  major  reform.  We  understand  that  implementation 
plans  for  these  initiatives  are  being  developed. 

The  Authority  recommended  in  the  March  21,  1996  report  that  District-wide  initiatives 
must  be  allocated  to  individual  agencies,  so  that  accountability  for  the  reductions  can  be 
identified    On  May  4,  1996,  the  District  provided  information  that  allocated  the 
downsizing  savings  for  fiscal  year  1997.  District  officials  said  allocations  of  the  savings 
from  downsizing  beyond  fiscal  year  1 997  or  any  savings  from  the  other  personnel 
initiatives  can  not  be  reasonably  estimated  at  this  time.  They  explained  that  personnel 
reductions  were  dependent  on  other  restructuring  decisions  that  have  not  been  finalized. 
In  addition,  the  majority  of  the  other  personnel  initiative  savings  were  dependent  on 
union  agreement  revisions  which  have  yet  to  be  negotiated. 

The  Authority  is  accepting  the  District's  allocations  of  downsizing  savings  at  this  time. 
As  additional  information  becomes  available  these  allocations  could  change. 


Workforce  Downsizing 

The  Mayor's  fiscal  year  1997  Financial  Plan  and  Budget  calls  for  reducing  the  District 
workforce  from  the  40,377  FTE  on-board  at  the  beginning  of  fiscal  year  1996  to  30,000 
by  the  beginning  of  fiscal  year  2000.  According  to  the  Mayor's  Response,  this  initiative 
will  generate  savings  of  $40.2  million  in  fiscal  year  1997  and  total  savings  of  more  than 
$440  million  through  2000. 
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Fiscal  Year  1996  Targets 

More  than  60  percent  of  the  FTE  reductions  or  6,527  are  to  take  place  before  the  end  of 
this  fiscal  year.  In  fact,  about  half  of  the  total  reductions  were  mandated  by  the  Authority 
last  summer.  These  1996  reductions  are  to  be  realized  by  transferring  agencies  off  the 
budget,  privatizing  entire  functions,  and  employee  separations.  Functions  that  are  being 
removed  from  the  budget  or  privatized  include:  the  Department  of  Public  Housing,  the 
Sports  Commission,  D.C.  General  Hospital  and  Department  of  Human  Services  clinics, 
and  the  Water  and  Sewer  Administration.  These  functions  comprise  3,847  FTEs.  After 
these  functions  are  transferred  off  the  budget,  the  District  needs  to  reduce  FTEs  in  other 
agencies  by  2,680  to  stay  within  the  September  30,  1996  ceiling.  Table  3  shows  these 
target  reductions. 

Table  3:  Fiscal  Year  1996  FTE  Targets  and  Reductions 


Transfers 
off-budget 

Other  FTE 

reductions 

needed 

Totals 

October  1995  on-board 

40,377 

Transfers-off-budget: 

Public  Housing  (non-local  fund) 

727 

Sports  Commission 

129 

Public  Benefit  Corporation  (DC  General) 

1,494 

Public  Benefit  Corporation  (DHS  clinics) 

336 

WAUSA(asof3/15/96) 

1,161 

Other  FTE  reductions 

2.680 

Totals 

3,847 

2,680 

6,527 

Financial  Plan  and  Budget  9/30/96  ceiling 

33,850 

note:  FTEs  for  agency  transfers  off-budget  are  as  of  October  15,1 995. 


Progress  in  Meeting  1996  Reductions 

Unfortunately,  the  District's  progress  in  reducing  FTEs  has  been  slow.  As  shown  in 
Table  3  after  the  off-budget  transfers  occur,  during  fiscal  year  1996  the  District  needs  to 
reduce  FTEs  by  2,680.  However,  as  of  March  1996,  the  District  has  reduced  only  432 
FTEs  since  October  1995.  Furthermore,  most  of  these  reductions  have  occurred  in 
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agencies  that  are  in  serious  need  of  additional  staff.  For  example,  the  Police  Department 
has  had  107  reductions  and  Corrections  101  reductions.  The  least  progress  m  FTE 
reductions  have  occurred  in  the  District's  Public  Schools  and  the  Umversity  of  the 
District  of  Columbia.  DCPS  FTE  budget  is  10,167  FTEs.  As  of  March  1996,  DCPS  had 
1 1  599  FTEs  on-board  or  1,432  above  the  budget.  DCPS  has  added  31  FTEs  smce 
October  1 995    The  University  of  the  District  of  Columbiayl^aw  School  as  of  March  1 996 
was  98  FTEs  over  its  budget  of  1,079.  UDC/Law  School  has  added  8  FTEs  since 
October  1995. 

The  District  needs  to  reduce  FTEs  by  an  additional  2,248  to  reach  the  Financial  Plan  and 
Budget's  33,850  ceiling.  This  total  reduction  must  occur  within  six  months.  The  Distnct 
has  begun  to  carry  out  reductions-in-force  of  personnel  totaling  to  about  800  FTEs  m 
agencies  under  the  Mayor.  Specific  reduction-in-force  plans  are  not  available  for  the 
Schools  or  UDC. 


Fiscal  Year  1997  Targets 

The  Mayor's  Response  calls  for  an  additional  1,400  FTE  reductions  in  fiscal  year  1997 
with  an  FTE  ceiling  of  32,450  to  be  reached  by  the  end  of  fiscal  year  1997  (9/30/97). 
However,  these  reductions  are  not  allocated  to  individual  agencies.  In  fact,  the  fiscal  year 
1997  FTE  allocations  for  individual  agencies  actually  increases  the  number  of  FTEs  over 
the  Authority's  allocated  fiscal  year  1996  FTE  levels  by  252  FTEs.  In  addition  to  the 
individual  agency  allocations,  the  Plan  includes  a  general  reduction  of  2,767  FTEs  to 
meet  the  32  450  FTE  ceiling.  However,  unless  these  reductions  are  allocated  to 
individual  agencies  they  may  not  be  achieved.  Table  4  compares  the  Authority's  fiscal 
year  1996  FTE  allocations  with  the  fiscal  year  1997  allocations  for  the  major 
appropriation  titles. 
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Table  4:  Fiscal  Year  1997  FTE  Budget  Compared  to  Fiscal  Year  1996  FTE  Budget 


Appropriation  Title 

FY  96  Budget 
(Authority)* 

FY  97  Budget 

Difference 

Government  Direction  and  Support 

1,503 

1,602 

99 

Economic  Development 

1,692 

1,700 

8 

Public  Safety 

11,544 

11,697 

153 

Public  Education 

11,670 

11,642 

(28) 

Human  Services 

6,469 

6,457 

(12) 

Public  Works 

1,914 

1,914 

0 

Enterprise  Funds 

173 

205 

32 

Subtotal  allocated 

34,965 

35,217 

252 

Unallocated 

(218) 

(2,767) 

(2,549) 

WASUA* 

1,024 

(1,024) 

Total 

35,771 

32,450 

(3,321) 

♦Authority's  fiscal  year  1996  August  15,  1995  FTE  allocations  (WASUA  is  not  included 
in  Enterprise  Fund  total) 


Personnel  Management  Reform 

The  Plan  contains  a  variety  of  personnel  management  initiatives  including  reforms  of 
pension  plans  and  benefit  programs,  labor  union  contract  revisions,  and  other  personnel 
management  improvements.  In  our  March  21,  1996  response,  we  supported  most  of  the 
initiatives,  but  requested  additional  information.  The  Director  of  Personnel  and  other 
District  officials  provided  a  substantial  amount  of  information.  We  continue  to  support 
the  majority  of  personnel  initiatives,  but  have  the  following  comments. 

Pension  Programs 

The  District  has  a  number  of  pension  plans  including  those  for  regular  employees  hired 
since  1987  and  for  police,  firefighters,  teachers,  and  judges.  Most  other  employees  that 
were  D.C.  employees  as  of  October  1987  are  covered  under  the  federal  government's 
retirement  program.  The  Financial  Plan  and  Budget  has  three  initiatives  that  address 
pension  plans: 

•  an  initiative  regarding  the  pension  plan  for  most  post- 1 987  employees  that  would 
reduce  the  District's  share  fi-om  7  percent  to  5  percent  of  salary  and  require  employees 
to  make  up  the  difference; 

•  a  new  pension  plan  for  police  firefighters,  and  teachers;  and 

•  a  recognition  of  the  police,  firefighters,  teachers,  and  judges  current  plan's  unfunded 
liability. 
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The  Authority  supports  these  initiatives,  but  believes  that  any  new  pension  plan  for 
police,  firefighters,  teachers,  or  judges  must  consider  the  unfimded  liability  of  the  current 
pension  plan.  Addressing  the  unfimded  liability  in  the  current  pension  program  requires 
commitments  ft-om  the  federal  and  District  governments  and  the  labor  unions  who 
represent  affected  police,  fire,  and  schools  employees.  On  May  2,  1996,  Congresswoman 
Eleanor  Holmes  Norton  introduced  legislation  to  address  the  pension  liability  by 
reforming  pension  plan  benefits  and  requiring  a  larger  contribution  from  the  federal 
government.  The  Authority  has  not  yet  reviewed  this  legislation,  but  will  consider  it  in 
our  assessment  and  recommendations  related  the  pension  liability. 


Union  Agreements 

The  Financial  Plan  and  Budget  contains  several  initiatives  that  require  agreements  with 
the  District's  numerous  labor  unions.  In  general,  the  Authority  supports  initiatives  to 
reduce  costs,  but  recognizes  that  these  initiatives  will  be  dealt  with  through  the  collective 
bargaining  process.  The  Authority's  role  is  to  review  all  labor  contracts.  The  authority  to 
collectively  bargain  remains  with  the  District  government. 


Other  Personnel  Management  Initiatives 

There  are  a  variety  of  other  personnel  management  initiatives  included  in  the  Mayor's 
Response.  Some  of  these  include  a  shift  to  a  point-of-service  health  plan  and  better 
management  to  ensure  that  benefits  are  not  paid  to  employees  who  are  on  leave-without- 
pay  or  who  have  terminated  employment  with  the  District.  In  addition,  the  Mayor's 
Response  has  some  personnel  management  initiatives  that  will  cost  more  money 
including  increased  training,  an  executive  compensation  program,  and  administrative 
reforms. 

The  Authority  is  concerned  that  the  Financial  Plan  and  Budget  workforce  reduction 
initiative  may  not  achieve  the  level  of  savings  indicated  in  the  Mayor's  Response.  The 
initiative's  savings  are  largely  predicated  on  a  substantial  reduction  in  FTEs  by 
September  30,  1996.  Unless  these  targets  are  reached,  not  only  are  the  fiscal  year  1996 
FTE  and  budget  targets  in  jeopardy,  but  the  fiscal  year  1997  saving  targets  will  also  not 
be  achieved.  As  noted  above,  the  District  has  made  little  progress  in  reducing  FTEs  this 
year. 

The  Authority  continues  to  be  concerned  that  FTE  reductions  and  savings  firom  the 
downsizing  and  other  personnel  initiatives,  for  the  most  part,  have  not  been  allocated  to 
agencies.  Without  agency  specific  information  not  only  is  it  difficult  to  determine  the 
viability  of  the  savings,  but  accountability  for  the  reductions  is  not  established.  On  May 
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4,  1996,  the  District  provided  allocations  of  downsizing  reductions  for  fiscal  year  1997. 
These  savings  were  calculated  based  on  some  of  the  reductions  that  are  expected  to  occur 
by  September  30,  1996.  The  allocation  of  these  savings  by  appropriation  title  is  shown  in 
Table  5. 

Table  5:  The  District's  Allocations  of  Workforce  Downsizing  Savings  for  Fiscal  Year  1997 


Appropriation  Title 

Savings 

Government  Direction  and  Support 

$    1.508 

Economic  Development 

$    1,621 

Public  Safety 

$    2,430 

Public  Education 

$  20,666 

Health  and  Human  Services 

$13,815 

Public  Works 

$       180 

Enterprise  Funds 

- 

Total 

$  40,220 

Source:  Information  provided  by  District  Budget  officials  on  May  4,  1996. 

Although  the  District  has  allocated  workforce  reduction  savings  for  fiscal  year  1997, 
specific  allocations  of  FTEs  have  not  yet  been  identified.  In  fact,  the  District  has  not 
identified  how  the  September  30,  1996  target  of  33,850  FTEs  will  be  met.  The  sum  of 
individual  agency  fiscal  year  1996  FTE  budgets  exceed  this  target  by  more  than  1,500 
FTEs.  Without  agency  level  FTE  budgets,  its  unclear  how  the  workforce  will  be  reduced 
to  the  target  level. 


Recommendation  Ul:  The  Authority  continues  to  recommend  that  the  FTE  reductions  be 
allocated  to  individual  agencies.  In  addition,  other  personnel  initiative  savings,  that  do 
not  involve  union  negotiations,  should  also  be  allocated.   The  Authority  is  accepting  the 
District 's  allocation  of  FTE  reduction  savings  for  fiscal  year  1997.  As  additional 
information  becomes  available,  these  allocations  could  change. 
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PUBLIC  SAFETY  AGENCIES 


Department  of  Corrections 

The  Mayor's  Response  to  the  Authority's  report  on  the  Mayor's  fiscal  year  1997  Budget 
and  Multiyear  Plan  includes  several  new  cost  saving  initiatives  that  are  based  on  die 
presumption  that  the  Federal  Bureau  of  Prisons  (BOP)  will  house  1,300  additional 
District  inmates  at  no  cost  to  the  District  and  forgive  the  cost  of  housing  480  District 
inmates  currently  housed  in  federal  facilities.  The  Mayor  has  indicated  that  he  has  a 
verbal  agreement  widi  federal  officials  on  this  matter,  but  the  Authority  has  been  unable 
to  corroborate  this  agreement  with  federal  officials.  Moreover,  federal  legislative  action 
is  needed  to  authorize  BOP  to  house  non-federal  inmates  at  no  cost.  The  Authority  is 
forced  to  conclude  that  the  following  initiatives  are  based  on  unrealistic  assumptions  and 
should  be  eliminated  firom  the  plan.  However,  the  Authority  supports  the  District's 
efforts  to  pursue  reimbursement  firom  BOP. 

•  The  forgiveness  of  current  District  obligations  in  the  amount  of  $  11 .5  million  to  BOP. 
This  would  be  contingent  upon  a  change  in  federal  statute,  which  currently  requires 
BOP  to  charge  for  non-federal  inmates  housed  in  federal  facilities. 

•  The  absorption  of  300  female  inmates  by  BOP  at  no  cost  to  the  District  and  the 
resulting  downsizing  of  the  Central  Treatment  Facility  as  well  as  the  closure  of  the 
Minimum  Security  Annex  in  fiscal  year  1996.  BOP  has  agreed  to  house  up  to  200 
female  inmates  in  federal  facilities.  However,  without  statutory  changes,  BOP  will 
have  to  charge  for  these  inmates. 

•  The  presumption  that  in  fiscal  year  1997  BOP  will  absorb  1,000  inmates  when  the 
Medium  Security  Facility  and  Zones  1  and  2  of  Occoquan  are  closed  at  no  cost  to  the 
District. 

The  Mayor's  Response  states  that  additional  fimds  have  been  included  to  meet  court- 
ordered  requirements.  The  Response  acknowledges  that  the  level  of  funding  is  not 
sufficient  for  the  Department  to  meet  all  of  its  court  ordered  requirements  in  fiscal  year 
1997.  Given  that  the  initiatives  relating  to  BOP  housing  inmates  at  no  cost  to  the  District 
are  unrealistic,  much  of  the  additional  funding  designated  to  meet  court-ordered 
requirements  is  needed  to  fund  the  initiatives. 

The  Mayor's  original  fiscal  year  1997  budget  for  the  Department  of  Corrections,  without 
initiatives,  underfiinds  the  Department  including  the  following: 
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•  Restore  pay  previously  reduced  through  pay  concessions  ending  on  September  30, 
1996 

•  Step  and  career  ladder  increases  required  by  labor  agreements 

•  Transfer-in  of  medical  services  and  26  staff  from  DHS 

•  Federal  Bureau  of  Prisons  obligations  above  the  fiscal  year  1995  base  of  $7.8  million 

•  The  receiver  appointed  by  the  Federal  Court  to  oversee  medical  and  mental  health  care 
at  the  D.C.  Jail. 

•  Corporation  Counsel  pay  for  additional  lawyers,  paralegals,  and  materials  to  handle 
the  Bessye  Neal  vs.  District  of  Columbia  sexual  harassment  lawsuit.  Currently,  at 
least  280  individuals  are  part  of  the  suit.  The  Department  or  the  District  also  will  have 
to  pay  the  fees  charged  by  the  plaintiffs'  attorneys. 

•  Non-correctional  officer  court-ordered  positions,  including  medical  staff,  facilities 
maintenance  support  staff,  and  sexual  harassment  investigative  staff. 

•  Nonpersonal  services  maintenance  needs. 

The  costs  and  savings  associated  with  the  initiatives  included  in  the  Mayor's  Response 
are  included  in  the  Table  6  below. 

Table  6:  Public  Safety  Initiatives 

Savings/(costs) 


Initiatives 

FY  1997 

FY  1998 

FY  1999 

FY  2000 

Close  Medium 

($6,069,000) 

0 

0 

0 

Close  Zone  Two 
Occoquan 

(5,258,000) 

106,000 

0 

0 

Close  Zone  One 
Occoquan 

(4,963,000) 

1,424,000 

0 

0 

Close  Youth  Center 

0 

(11,013,000) 

6,443,000 

0 

Close  Zone  Three 
Occocquan 

0 

(10,382,000) 

7,729,000 

0 

Contract  Central 

0 

0 

(16,475,000) 

10,595,000 

Close  Minimum 

0 

0 

(15,986,000) 

Close  Maximum 

0 

0 

0 

(5,269,000) 

Savings  from 
Reduction  in  Support 
Services 

0 

1,695,000 

691,000 

806,000 

Total 

($16,290,000) 

($17,418,000) 

($1,612,000) 

($9,854,000) 

The  Department  of  Corrections  has  emphasized  the  need  for  outside  assistance  to  develop 
realistic  costs  and  savings  associated  with  these  initiatives.  While  the  estimates  may  not 
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be  accurate,  they  are  the  best  available  current  estimates.  The  District's  fiscal  year  1996 
appropriations  bill  requires  the  National  Institute  of  Corrections  (NIC),  not  later  than  July 
1    1996,  to  enter  into  an  agreement  with  a  private  contractor  to  develop  a  plan  for  short- 
term  improvements  in  the  District's  Department  of  Corrections.  NIC  also  must  enter  into 
an  agreement  with  a  private  contractor  to  develop  a  series  of  long-term  options  for  the 
District's  Department  of  Corrections.  The  NIC  study  will  include  the  development  of 
implementation  plans  for  various  long-term  options  for  the  Department.  We  hope  that 
one  outcome  of  the  study  will  be  the  development  of  realistic  costs  and  savings 
associated  with  the  Mayor's  proposed  initiatives. 

Using  the  originally  proposed  fiscal  year  1997  budget  of  $241 .7  million  and  adding  in  the 
cost  of  the  initiatives  increases  the  Department's  budget  by  $16.3  million,  for  a  total 
budget  of  $258.0  million. 

Rpcommendation  #2:  The  savings  associated  with  housing  inmates  at  Bureau  of  Prisons 
(BOP)  at  no  cost  to  the  District  should  be  eliminated  from  the  fiscal  year  1997  Financial 
Plan  and  Budget.   The  plan  should  reflect  the  cost  of  sending  these  inmates  to  contract 
facilities.  Funding  should  be  provided  to  the  Department 's  budget  to  cover  for  unfunded 
costs. 


Metropolitan  Police  Department 

The  Mayor's  Response  does  not  include  a  section  on  the  Metropolitan  Police  Department. 
The  additional  information  requested  by  the  Authority  with  respect  to  the  various  revenue 
generating  and  cost  saving  initiatives  has  not  been  provided.  Without  the  additional 
information,  the  Authority  cannot  accept  the  savings  associated  with  privatizing  the 
police  and  fire  clinic.  Therefore,  only  $2.5  million  of  the  Mayor's  estimated  $3.5  million 
in  savings  in  fiscal  years  1997  through  2000  have  been  adequately  supported. 

The  Authority  recommended  that  the  Mayor  provide  additional  funding  to  hire  up  to  the 
3,800  authorized  level  of  sworn  officers.  The  Mayor's  fiscal  year  1997  Budget  funds 
only  3,663  officers.  The  total  additional  money  needed  in  fiscal  year  1997  to  fully  fund 
the  authorized  level  of  3,800  sworn  officers  is  $4.68  million. 

Recommendation  #3:  The  fiscal  year  1997  Financial  Plan  and  Budget  should  include 
the  additional fiinding  needed  to  hire,  train,  and  equip  the  137  additional  officers,  and 
reflect  the  Authority 's  recommended  reduction  in  estimated  savings. 
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Pretrial  Services  Agency 


The  Authority  recommended  that  the  Mayor  provide  additional  funding  and  FTEs  to 
enable  the  Pretrial  Services  Agency  to  assume  responsibility  for  services  currently 
provided  by  three  third  party  custody  contractors.  The  Mayor's  Response  does  not 
include  a  section  on  the  Pretrial  Services  Agency,  and,  as  such,  does  not  address  the 
Authority's  previous  recommendation.  The  actual  budget  needed  for  the  agency  in  fiscal 
year  1997  is  $6.14  million.  The  FTE  level  needed  is  122 


Recommendation  U4:  The  fiscal  year  1997  Financial  Plan  and  Budget  should  include 
the  additional  Junding  and  FTEs  needed  to  enable  the  Pretrial  Services  Agency  to  assume 
responsibility  for  services  currently  provided  by  the  third  party  custody  contractors. 


Fire  and  Emergency  Medical  Services 

The  Mayor's  Response  no  longer  includes  the  initiative  to  rotate  the  closing  of  three 
additional  companies.  The  Fire  Department  recently  completed  a  deployment  study 
which  indicates  that  four  companies  can  be  closed  permanently.  The  Fire  Chiefs 
deployment  plan  has  been  approved  by  the  City  Administrator  and  the  Mayor.  The  plan 
still  has  to  receive  Council  approval. 

The  Department  is  authorized  to  rotate  the  closing  of  five  companies  per  day. 
Because  of  equipment  problems,  the  Department  has  been  rotating  as  many  as  eight 
companies  per  day.  Permanently  closing  four  companies  will  result  in  savings  of  $3.6 
million  annually,  and  will  eliminate  the  "fire  roulette"  which  currently  is  taking  place 
with  rotational  closings.  However,  given  that  the  Department  has  proposed  closing  only 
four  companies  versus  the  rotational  closing  of  as  many  as  eight  companies  daily,  the 
Department  will  need  additional  fimds  in  fiscal  year  1997.  Specifically,  the  Department 
estimates  that  it  will  need  a  budget  of  $99.95  million,  which  does  not  include  the  cost 
savings  initiatives  or  funding  for  equipment. 
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The  Authority  recommended  that  the  Mayor  provide  additional  funds  for  fire  and  EMS 
equipment.  The  Mayor's  Response  does  not  include  flmding  for  equipment  in  the  fiscal 
year  1 997  recommended  operating  budget.  It  is  unclear  whether  fianding  for  equipment  is 
included  in  the  capital  plan  for  fiscal  year  1997.  The  Fire  Department  needs 
approximately  $3.97  million  in  capital  authority  in  fiscal  year  1997  to  meet  its  apparatus 
replacement  schedule. 


Recommendation  #5;  The  fiscal  year  1997  Financial  Plan  and  Budget  should  reflect  the 
proposed  deployment  plan,  and  the  capital  plan  should  include  the  S3. 97  million  in 
authority  needed  to  meet  the  Department 's  apparatus  replacement  schedule. 


Courts 

The  Authority  requested  additional  information  on  the  Mayor's  recommended  budget 
reductions  for  the  Courts.  The  Authority  encouraged  the  District's  Budget  Office  staff  to 
meet  with  Court  officials  to  reconcile  the  budget  requested  by  the  Courts  and  the  Mayor's 
plan  for  the  Courts.  While  the  Mayor's  Response  includes  additional  information  on  the 
recommended  budget  reductions  for  the  Courts,  the  reductions  were  developed  without 
input  from  the  Courts.  Many  of  the  cost  saving  initiatives  appear  uiu-ealistic.  The 
Authority  staff  currently  is  working  vsdth  the  Courts  to  determine  a  realistic  budget. 


Commissions  on  Judicial  Disabilities  and  Tenure  and  Judicial  Nomination 

The  District's  fiscal  year  1996  appropriations  bill  includes  a  provision  that  eliminates 
compensation  for  Commission  members.  Given  this  provision,  the  Authority  staff  are 
determining  the  budgets  needed. 


EDUCATION 


District  of  Columbia  Public  Schools 

The  Mayor  proposed  a  fiscal  year  1997  budget  for  the  D.C.  Public  Schools  (DCPS)  of 
$568,790,000.  However,  the  Mayor  also  proposed  a  number  of  cost-cutting  initiatives  for 
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DCPS  that  would  bring  the  fiscal  year  1997  budget  down  to  $553,079,500.  The  number 
of  FTEs  would  also  drop  slightly,  from  10,167  in  fiscal  year  1996  to  10,139  in  fiscal  year 
1997. 

The  Mayor's  budget  represents  a  significant  cut  for  DCPS.  The  final  DCPS  budget  for 
fiscal  year  1996  was  $578,594,000,  but  DCPS  also  received  the  authority  to  spend  an 
additional  $23,558,000  in  unexpended  federal  grants  trom  fiscal  year  1995  —  bringing  the 
gross  budget  to  $602,152,000  million. 

The  Mayor's  fiscal  year  1997  budget  for  DCPS  includes  $450.9  million  in  personal 
services  (PS).  This  part  of  the  budget  reflects  a  significant  reduction  in  the  number  of 
FTEs,  which  would  be  approximately  2,000  lower  than  three  years  ago.    In  fact,  the 
$450.9  million  PS  budget  for  fiscal  year  1997  reflects  a  decrease  fi-om  $474.3  million  in 
fiscal  year  1995  and  $500.1  million  in  fiscal  year  1994. 

The  non-personal  services  budget  for  DCPS  is  $1 17.9  million  according  to  the  Mayor's 
plan.  The  Authority  believes  that  this  part  of  the  fiscal  year  1997  budget  is  underfiinded. 
In  prior  years,  money  for  capital  renovations  and  supplies  has  often  been  lacking  ~  as 
reflected  in  the  delayed  opening  of  school  due  to  fire  code  violations  in  1 994  and  a 
shortage  of  textbooks  in  1995  ~  yet  the  Mayor  has  budgeted  less  for  non-personal 
services  in  fiscal  year  1997  than  in  fiscal  year  1993  through  1995,  as  shown  in  Table  7, 
below. 
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Table  7:  DCPS'  Non-Personal  Spending: 
(in  thousands) 


Fiscal  Years  1991-1995 


Fiscal  Year 

NPS  Spending 

1991 

$100,181 

1992 

$109,497 

1993 

$120,255 

1994 

$131,394 

1995 

$120,358 

The  Mayor's  fiscal  year  1997  budget  for  non-personal  services  does  not  reflect  fially  the 
costs  of  privatizing  food  services  and  security  in  fiscal  year  1997.  Food  service  and 
security  workers  whose  salaries  and  benefits  were  formerly  paid  by  DCPS  will  now  be 
paid  by  private  contractors.  But  because  the  non-personal  services  budget  for  fiscal  year 
1997  is  smaller  than  it  was  in  prior  years,  the  Authority  believes  that  the  increased 
contract  costs  are  not  reflected  in  the  section  of  the  budget  entitled  "Other  Services  and 
Charges,"  which  includes  contract  costs.  The  Authority  understands  that  the  Mayor  and 
Chief  Financial  Officer  are  continuing  to  work  on  these  budget  categories  and  will  work 
with  them  to  ensure  that  costs  are  accurately  projected. 

Overall,  the  Authority  agrees  that  DCPS  must  strive  for  substantial  savings  from 
contracting  out.  The  Mayor  assumes  that  a  savings  of  20  percent  can  be  achieved  in  food 
services  and  security  costs.  The  Authority  is  more  sanguine  about  the  prospect  of  a  20 
percent  savings  in  food  security  because  most  city  school  districts  operate  food  services 
programs  with  little  or  no  local  subsidy  (by  contrast,  DCPS  budgeted  almost  $15  million 
in  local  funds  for  food  services  in  fiscal  year  1995).  However,  the  Authority  is  skeptical 
about  the  prospect  of  a  20  percent  savings  for  security.  One  of  the  goals  of  contracting 
out  for  security  is  to  upgrade  technology  and  staff  training,  has  attendant  costs  which  will 
reduce  the  savings  from  contracting  out.  Tnerefore,  the  Authority  believes  that  savings  of 
5  percent  would  be  a  better  target  for  the  security  program. 

The  Mayor's  budget  includes  a  number  of  other  cost-cutting  initiatives.  The  Authority 
believes  that  many  of  these  proposals  have  merit,  but  that  some  will  not  yield  cost 
savings  in  fiscal  year  1997.  For  example: 

•   The  Mayor  proposed  further  savings  in  food  services  through  contracting  out,  in  part 
by  removing  the  requirement  to  purchase  food  from  the  local,  or  "set-aside"  market. 
The  Authority  strongly  agrees  that  food  purchasing  must  be  removed  from  the  local 
market  to  get  nutritious  food  to  children  at  the  lowest  possible  price.  However,  the 
Authority  understands  that  the  private  contractor  who  takes  responsibility  for  food 
services  will  be  able  to  purchase  food  outside  of  the  local  market,  so  the  overall  20 
percent  cost  savings  from  contracting  out  should  incorporate  this  efficiency. 
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•  The  Mayor  proposed  reducing  or  eliminating  local  funding  for  the  food  services 
program  by  utilizing  all  available  revenues  from  the  U.S.  Department  of  Agriculture 
(USDA)  and  other  sources.  The  Authority  agrees  that  all  USDA  reimbursements  must 
be  budgeted  to  defray  food  services  expenses  and  not  as  a  general  revenue  source.  The 
effect  of  this  change  should  be  to  substitute  $8.2  million  in  federal  funds  for  local 
flinds  ($8.2  million  in  USDA  reimbursements  for  fiscal  year  1995  were  carried  over 
into  the  fiscal  year  1 996  budget}. 

•  The  Mayor  proposed  saving  $4  million  in  DCPS'  special  education  program  by  using 
the  Medicaid  reimbursement  to  defray  the  health  services  costs  of  special  education. 
The  Authority  agrees  that  Medicaid  reimbursements  should  be  used  to  pay  for  special 
education  expenses  instead  of  as  a  general  revenue  source.  However,  the  effect  of  this 
change  should  be  to  substitute  federal  funds  for  local  fimds,  instead  of  reducing  the 
total  budget. 

•  The  Mayor  recommended  saving  $500,000  by  reducing  the  salary  of  Board  of 
Education  members  to  $15,000  per  year  and  reducing  staff.  The  Authority  supports 
this  initiative. 

•  The  Mayor  recommended  closing  and  consolidating  underutilized  schools  to  save 
money.  The  Authority  has  mandated  the  closing  of  six  schools  in  the  fall  of  1 996  and 
the  closing  of  another  six  schools  in  the  fall  of  1997.  The  Authority  estimates  savings 
of  $300,000  per  closed  school  each  year,  for  a  total  savings  of  $1 .95  million  in  fiscal 
year  1997  (six  schools  will  be  closed  for  all  of  fiscal  year  1997  and  another  six  schools 
v«ll  be  closed  during  the  final  month  of  fiscal  year  1997). 

•  The  Mayor  recommended  saving  $3  million  by  moving  the  DCPS  central 
administration  from  the  Presidential  building  to  government-owned  space.  While  the 
Authority  believes  that  such  a  move  could  yield  considerable  savings,  it  recognizes 
that  the  costs  of  renovating  city -owned  property  to  accommodate  the  central 
administration  could  nullify  this  savings  for  fiscal  year  1997. 

The  Authority  also  believes  that  DCPS  should  work  with  the  Mayor,  Authority,  and  City 
Council  to  revise  its  fiscal  year  1 997  estimate  of  federal  funding  to  reflect  the  fiscal  year 
1996  budget  agreement  reached  by  Congress  and  the  President  in  April  1996.  Because 
education  programs  are  forward-fiinded,  funds  appropriated  by  the  federal  government  in 
fiscal  year  1996  are  made  available  to  school  systems  in  fiscal  year  1997. 
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Recommendation  #6:  The  Authority  believes  that  the  Mayor 's  fiscal  year  1997  funding 
request  for  the  DC.  Public  Schools  (DCPS)  of  $568, 790.000  must  be  modified  in  the 
ways  described  below.   These  changes  would  increase  DCPS  'fiscal  year  1997  budget  to 
$589,630,000. 


The  Authority  recommends  that  DCPS'  non-personal  services  budget  should  be  increased 
to  reflect  the  Board  of  Education 's  request  for  $8  million  for  critical  facilities  repair  and 
SI. 2  million  to  increase  individual  schools  'purchasing  allotments,  for  a  total  of  $9.2 
million. 

The  Authority  recommends  that  DCPS '  non-personal  services  budget  should  be  increased 
by  $15  million  because  the  costs  for  food  service  and  security  workers  will  now  be  borne 
in  private  contracts.   The  cost  of  salaries  and  benefits  for  food  service  and  security 
workers  exceeded  $1 7.5  million  in  fiscal  year  1995.  but  contracting  out  is  expected  to 
reduce  those  costs  by  $2.5  million. 

The  Authority  estimates  that  DCPS  can  achieve  a  20  percent  savings  in  non-personal 
services  costs  for  food  services,  including  the  purchase  of  food,  which  would  save  $3.15 
million;  can  save  $1. 95  million  through  school  closings;  and  can  reduce  Board  of 
Education  costs  by  $500, 000.   The  total  savings  from  these  initiatives  would  be  $5. 6 
million.  However,  to  be  conservative,  these  savings  are  counted  at  a  60  percent  rate,  for 
a  total  savings  of  $3.36  million. 


University  of  the  District  of  Columbia 

The  Mayor  proposed  increasing  the  budget  for  the  University  of  the  District  of  Columbia 
(UDC)  to  $82,069,000  in  fiscal  year  1997.  This  funding  level  represents  a  $4.8  million 
increase  over  UDC's  final  funding  level  of  $77,269,000  for  fiscal  year  1996. 

The  Mayor's  fiscal  year  1997  proposal  for  UDC  includes  $48,050,000  in  local  funding, 
once  again  reflecting  a  $4.8  million  increase  from  fiscal  year  1996's  level  of 
$43,250,000.  The  Mayor's  fiscal  year  1997  budget  projects  that  UDC's  non-appropriated 
funding  will  be  $34,019,000  --  the  same  amount  as  in  fiscal  year  1996. 

In  its  initial  Response  to  the  Mayor's  fiscal  year  1997  budget  proposal  (see  the 
Authority's  March  21,  1996  report),  the  Authority  expressed  its  view  that: 
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•  UDC  should  continue  to  review  all  options  to  reduce  its  costs  and  thereby  gradually 
lower  the  local  appropriation  to  the  university.  A  continuing  and  thorough  program 
assessment  is  therefore  essential  to  UDC's  planning  and  budget  process  for  the  rest  of 
the  decade. 

•  UDC's  fiscal  year  1997  budget  must  be  adjusted  to  account  for  increases  in  non- 
appropriated funds  from  sources  such  as  tuition,  federal  grants,  and  private  grants. 

•  UDC  should  review  its  rules  for  determining  D.C.  residency  to  ensure  that  non- 
residents are  not  receiving  a  city-subsidized  education. 

The  Authority  continues  to  support  the  recommendations  listed  above.  In  setting  UDC's 
budget  for  fiscal  year  1997  and  future  years,  the  Authority  believes  it  is  important  to 
reduce  the  share  of  UDC's  budget  that  comes  from  local  funds.  Between  fiscal  year  1991 
and  fiscal  year  1995,  local  funds  have  dropped  from  75  percent  of  UDC's  budget  to  56 
percent.  Nevertheless,  the  Authority  believes  that  further  reductions  in  that  percentage 
are  necessary.  Data  from  the  U.S.  Department  of  Education  indicate  that  public 
institutions  of  higher  education  with  master's  degree  programs  raise  48  percent  of  their 
funds  from  state  and  local  sources,  so  further  reductions  in  the  local  subsidy  should  be 
possible  at  UDC. 

In  addition,  nationwide  data  for  public  institutions  of  higher  education  show  that  the 
average  institution  raises  one  dollar  in  tuition  for  each  two  dollars  of  state  and  local 
appropriations.  In  fiscal  year  1996,  UDC  raised  approximately  $12  million  in  tuition  and 
received  a  $43.3  million  local  appropriation.  It  appears  that  tuition  can  still  be  increased 
to  make  up  a  large  share  of  UDC's  total  ftmding.  The  April  1996  vote  of  UDC's  Board 
of  Trustees  to  raise  tuition  during  the  next  two  academic  years  is  a  major  step  in  that 
direction. 


Recommendation  #7;  The  Authority  recommends  a  funding  level  of  $79,269,000  for  the 
University  of  the  District  of  Columbia  (UDC)  in  fiscal  year  1997.   This  funding  level  is 
$2.8  million  less  than  the  Mayor's  request  for  $82,069,000,  but  it  is  $2  million  more  than 
the  fiscal  year  1996  funding  level  of  $77.269. 000.   The  Authority  believes  that  its 
proposed  fidnding  level  is  sufficient  because  UDC  is  phasing  out  and  consolidating 
programs  as  it  implements  the  recommendations  from  the  1995  program  review.  In 
addition,  the  UDC  Board  of  Trustees '  vote  to  increase  tuition  during  the  next  two 
academic  years  is  expected  to  reduce  enrollment,  so  costs  should  decline  as  well. 
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The  Authority  also  recommends  that  the  allocation  of  UDC's  fiscal  year  1997  budget 
reflect  a  decrease  in  local  fiinds  and  an  increase  in  non-appropriated  fiinds.  Using  data 
provided  by  UDC  officials,  the  Authority  estimates  that  in  fiscal  year  1997  UDC  can 
increase  tuition  revenues  by  S2. 030. 000.  federal  revenues  by  SI,  J  36. 000,  and  private 
grants  by  $623, 000.   These  increases  would  raise  UDC 's  non-appropriated  budget  from 
$34,019,000  in  fiscal  year  1996  to  $37,808,000  in  fiscal  year  1997.  As  a  result.  UDC's 
local,  or  appropriated  funding,  would  drop  from  $43,250,000  in  fiscal  year  1996  to 
$41,461,000  in  fiscal  year  1997. 

UDC  is  also  considering  some  changes  in  its  rules  for  residency  determination.   One 
would  require  all  students  to  present  a  D-40  tax  return  (for  themselves  or  the  parent  or 
guardian  with  whom  they  reside)  as  primary  proof  of  residence.  In  addition,  the 
university  is  also  considering  a  proposal  to  eliminate  the  presumption  that  any  DC. 
public  high  school  graduate  is  a  D.  C  resident.   The  Authority  urges  UDC 's  Board  of 
Trustees  to  approve  these  changes. 


D.C.  Public  Library 

The  Mayor  proposed  a  budget  of  $21,832,000  for  the  D.C.  Public  Library  (DCPL)  in 
fiscal  year  1997.  This  budget  represents  a  0.4  percent  increase  over  the  final  fiscal  year 
1996  budget  of  $21,742,000  for  DCPL  in  fiscal  year  1996. 


Recommendation  U8:  The  Authority  recommends  a  3.2  percent  increase  in  the  D.  C 
Public  Library  (DCPL)  's  fiscal  year  1997  budget,  to  $22,438,000.   The  Authority  notes 
that  DCPL  would  play  an  important  role  in  the  Mayor 's  transformation  budget  by 
making  information  about  government  services  available  on-line.   Therefore,  the 
Authority  concludes  that  real  funding  levels  for  DCPL  should  be  maintained  to 
encourage  automation  and  improve  public  services.  Another  important  goal  is  to  ensure 
that  the  Martin  Luther  King  main  branch  library  stays  open  on  weekends. 


HEALTH  AND  HUMAN  SERVICES 

The  Mayor's  Response  includes  a  post-initiative  Department  of  Human  Services  (DHS) 
budget  of  $1,523,554,000  for  fiscal  year  1997,  The  budget  for  the  combined  subsidy  to 
DC  General  Hospital  and  the  to-be-created  public  benefit  corporation  is  $59,735,000. 
The  budget  of  the  Office  on  Aging  is  set  at  $19,109,000.  The  combined  budgets  for  DHS, 
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the  Office  on  Aging,  and  DC  General  Hospital  ("health  and  human  services")  for  fiscal 
year  1997  total  $1,602,398,000.  The  plan  includes  an  FTE  count  of  5,887  for  DHS  in 
fiscal  year  1997  and  26  FTEs  for  the  Office  on  Aging.  The  employees  of  DC  General  are 
not  counted  in  the  District's  total  FTE  count. 

In  the  Mayor's  initial  fiscal  year  1997  budget,  the  combined  budgets  for  health  and 
human  services  totaled  $1,721,099,000.  The  most  recent  budget  submittal  includes  a 
$11 8.7  million  reduction  in  the  allocation  for  the  health  and  human  services  area  from 
that  provided  in  the  initial  fiscal  year  1997  budget.  This  equates  to  a  6.9%  reduction 
from  the  initial  budget  proposal  for  fiscal  year  1 997  and  a  1 .9%  reduction  from  final 
fiscal  year  1996  authorized  budget  levels.  The  $11 8.7  million  reduction  was  achieved  by 
lowering  the  Medicaid  allocation  by  $88.7  million  and  lowering  non-Medicaid  ftinding 
levels  by  $29.3  million. 


Review  of  the  Administration  Medicaid  Estimate 

The  Authority  has  found  the  Administration's  revised  budget  for  the  Medicaid  program 
to  be  underfunded.  In  the  February  1 996  budget  submittal,  the  Mayor  proposed  a  fiscal 
year  1997  budget  of  $827,746,000  for  Medicaid.  In  the  latest  budget,  the  allocation  for 
Medicaid  was  decreased  by  $88,694,000  to  $739,052,000.  The  Authority  shares  the 
Administration's  concerns  about  the  costs  of  the  Medicaid  program  and  the  desire  to  gain 
greater  control  over  them  ~  particularly  in  light  of  the  relatively  low  federal  Medicaid 
match  received  from  the  federal  government.  Nonetheless,  specific  operational  initiatives 
must  be  identified  prior  to  reducing  the  budget  for  this  entitlement  program.  If  the 
District  under  budgets  for  Medicaid  and  then  is  required  to  identify  significant  savings 
mid-year  to  offset  overspending,  the  impact  on  the  District's  operations  in  other  areas 
would  obviously  be  severe.  Once  the  city  is  well  into  the  fiscal  year,  reductions  in 
program  operations  must  be  of  much  greater  magnitude  than  if  initiatives  are  identified  in 
advance  and  the  opportunity  for  savings  can  be  spread  over  the  fliU  fiscal  year. 

The  Authority  reviewed  a  variety  of  Medicaid  spending  estimates  in  order  to  arrive  at  its 
recommended  ftmding  level  for  fiscal  year  1997.  In  particular,  the  estimates  that  were 
prepared  by  Administration  consultants  and  by  the  Commission  on  Health  Care  Finance 
were  reviewed.  These  estimates  for  fiscal  year  1997  are  shown  on  Table  8. 
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Table  8:  Medicaid  Projections  for  Fiscal  Year  1997 


Initial  Estimate 

Revised  Estimate 

Difference  fi-om 
previous  estimate 

Administration  estimates 

$  827  million 

$739  million 

-$88  million 

Commission  on  Health 
Care  Finance  estimates 

$  8i6  million 

$798  million 

-$  18  million 

In  reviewing  the  Administration's  Medicaid  estimates,  certain  areas  stand  out  as  being 
problematic.  For  example,  in  estimates  of  the  current  costs  of  providing  Medicaid 
coverage  to  AFDC  and  AFDC-related  recipients,  the  per  capita  costs  appear  to  be 
understated.  Fiscal  Year  1996  actual  per  capita  payments  made  to  managed  care 
companies  by  the  District  are  averaging  $1,902  per  recipient.  In  addition  to  this  amount, 
the  District  incurs  costs  for  services  provided  these  enrollees  which  are  not  included  in 
the  capitated  amount.  In  1995,  an  actuary  under  contract  with  the  District  estimated  these 
additional  costs  to  average  $469  per  enroUee  per  year.  In  total,  the  cost  to  the  District  of 
covering  Medicaid  enrollees  in  managed  care  plans  for  1996  is  estimated  to  be  as  much 
as  $2,371  per  enrollee.  In  contrast,  the  Administration  estimated  the  cost  of  AFDC  and 
AFDC-related  populations  at  $  1 ,884  per  capita  in  1 996.    This  analysis  indicates  that  the 
Administration's  estimate  for  this  population  may  be  understated  by  as  much  as  $487  per 
recipient.  With  approximately  100,000  AFDC  and  AFDC-related  recipients  in  the 
Medicaid  program,  this  totals  to  a  difference  of  $48.7  million  in  the  estimated  costs  of 
treating  this  portion  of  the  Medicaid  population.  The  Administration's  baseline  estimates 
for  fiscal  year  1996  are  then  carried  forward  to  determine  fiscal  year  1997  budget  levels. 

A  second  area  requiring  revisions  is  the  estimated  cost  of  treating  former  DC  Village 
residents.  By  the  start  of  fiscal  year  1997,  all  residents  will  have  been  relocated  from  the 
DC  Village  nursing  home  to  privately-run  facilities.  (Fewer  than  90  of  the  original  264 
residents  remain  at  DC  Village.)  The  Administration  has  budgeted  $13,372,000  for  the 
cost  of  caring  for  these  residents  at  their  new  sites.  With  a  majority  of  the  residents 
already  at  their  new  residences,  it  is  possible  to  estimate  the  rates  the  District  will  be 
paying  to  these  receiving  facilities  on  behalf  of  these  residents.  A  review  was  conducted 
of  the  per  diem  rates  for  the  residents  who  have  been  relocated  as  well  as  a  review  of  the 
per  diem  rates  at  the  anticipated  placement  locations  for  those  residents  who  await 
transfer.  From  this  review,  the  annual  costs  of  treating  former  DC  Village  residents  is 
estimated  to  total  $16,240,160.  While  closure  of  DC  Village  will  resuh  in  a  36% 
reduction  in  costs  to  the  District,  the  costs  are  still  estimated  to  be  approximately  $2.9 
million  higher  than  that  budgeted  by  the  Administration.  Other  areas  of  the 
Administration  Medicaid  estimate  for  fiscal  year  1997  require  revision  as  well. 
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For  fiscal  years  1998  -  2000,  the  baseline  Medicaid  projections  were  revised  significantly 
downward  between  the  initial  and  Response  submittals.  As  initiatives  are  put  in  place 
and  program  data  improves,  projections  of  Medicaid  expenditure  levels  can  be  refined. 
But  at  this  point,  the  post-initiative  spending  levels  (i.e.  how  much  will  be  spent  after  all 
cost  containment  efforts  are  put  in  place)  are  likely  to  be  significantly  higher  than  the 
amounts  provided  for  in  the  fiscal  years  1998  -  2000  budgets. 


Recommendation  U9:     The  Authority  recommends  that  $798  million  be  allocated  for 
Medicaid  program  and  administrative  costs  for  fiscal  year  1997.   This  is  a  $59  million 
increase  over  the  latest  Medicaid  budget  proposed  by  the  Mayor  and  a  $29. 7  million 
reduction  from  the  Mayor  s  initial  budget  request.   The  Authority  requests  that  the 
Commission  on  Health  Care  Finance  provide  an  updated  workplan  for  fiscal  years  1996 
and  1997  detailing  the  Medicaid  program  initiatives  underway  and  those  being 
considered,  the  key  implementation  dates  for  each,  the  estimated  cost  for  consulting 
services  (if  any)  associated  with  each  initiative,  significant  barriers  that  may  need  to  be 
addressed  prior  to  implementation,  and  the  estimated  savings  that  will  be  generated  from 
each  initiative  for  fiscal  years  1996  through  2000,  including  presentation  of  the 
assumptions  used  in  arriving  at  the  savings  estimates.   The  Authority  requests  that  this 
workplan  be  provided  to  the  Authority  within  fifteen  days  from  the  date  of  transmittal  of 
this  document. 


Review  of  the  Non-Medicaid  Health  and  Human  Services  Budget 

The  Mayor's  revised  plan  includes  a  post-initiative  non-Medicaid  Department  of  Human 
Services  budget  of  $784,502,000  for  fiscal  year  1997.  Inclusion  of  the  subsidy  to  DC 
General  Hospital  and  the  public  benefit  corporation  as  well  as  the  budget  of  the  Office  on 
Aging  results  in  a  total  proposed  non-Medicaid,  health  and  human  services  budget  of 
$863,346,000.  This  compares  to  a  combined  fiscal  year  1996  budget  of  $858,285,000. 
As  such,  the  proposed  fiscal  year  1997  budget  for  the  non-Medicaid  health  and  human 
services  area  provides  an  increase  of  0.6%  over  the  1996  level. 

In  the  Mayor's  initial  budget  submittal  for  fiscal  years  1997  -  2000,  few  non-Medicaid 
initiatives  were  identified  and  these  were  credited  with  negligible  amounts  of  savings.  In 
the  Authority's  March  21  report  on  the  Fiscal  Year  1997  Budget  and  Multiyear  Plan,  the 
Authority  made  the  following  recommendation: 

The  Authority  recommends  that  a  critical  examination  of  all  DHS  programs  be 
made  aimed  at  tightening  eligibility  standards,  reducing  program  overhead  costs 
and  possibly  eliminating  some  programs  entirely.   This  is  particularly  critical  in 
light  of  the  apparent  uncertainty  of  the  Medicaid  savings. 
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Within  the  $863  million  non-Medicaid  health  and  human  services  budget,  Distnct  local 
expenditures  are  projected  to  be  $534,1 17,000  in  fiscal  year  1997.  This  is  the  same  level 
of  District  appropriated  dollars  anticipated  to  be  expended  in  the  health  and  human 
services  area  for  fiscal  year  1996.  Fully-ftmding  Medicaid  program  operations  for  fiscal 
year  1997  will  result  in  a  $59  million  increase  in  the  local  budget  for  Medicaid.  As  the 
District  receives  a  federal  match  of  50%  for  Medicaid  expenditures,  the  result  of  fiilly 
funding  Medicaid  is  to  increase  District  net  expenditures  by  $29.5  million. 

Kprnmmendation  #10:  The  Authority  does  not  believe  that  the  Administration  was 
responsive  to  the  recommendation  contained  in  the  Authority's  report  on  the  initial  fiscal 
year  1997  budget  to  review  all  health  and  human  services  programs  and  to  identify 
savings.   The  Authority  therefore  recommends  that  the  appropriated  budget  available  to 
the  non-Medicaid  health  and  human  services  areas  be  reduced  by  $29.5  million.  This  is  a 
reduction  in  the  proposed  local  budget  level  from  $534,1 17.000  to  S504.6]7,000  for 

fiscal  year  1997. 


Review  of  the  Savings  Initiatives  for  the  Department  of  Human  Services 

The  Mayor's  initial  budget  submittal  for  fiscal  years  1997-2000  contained  few  initiatives 
in  the  non-Medicaid  areas.  The  Mayor's  revised  plan  contained  an  actual  reduction  in  the 
number  of  initiatives  identified.  Because  of  this,  a  second  written  request  was  made  of 
the  Department  of  Human  Services  by  the  Authority.  On  April  25,  the  Department 
provided  the  following  response: 

DHS  is  still  reviewing  areas  in  which  additional  savings  can  be  achieved  ..No 
savings  have  been  identified  so  far.  "' 

The  Authority  sent  a  third  written  request  to  the  Department  of  Human  Services 
requesting  a  comprehensive  review  of  programs  and  an  identification  of  savings 
initiatives   On  May  6,  a  response  was  received  fi-om  DHS.  The  response  listed  a  senes 
of  potential  initiatives  that  DHS  is  considering.  The  response  did  not  provide  estimates 
of  the  potential  savings.  In  light  of  the  urgency  and  severity  of  the  Distnct's  financial 
condition,  the  need  to  reinvest  savings  into  currently  •onder-ftinded  human  services  and 
non-human  services  functions,  and  the  comparatively  high  unit  costs  of  services  provided 
through  the  Depanment  of  Human  Services,  the  Authority  finds  the  review  conducted  by 
DHS  to  be  unsatisfactory. 

With  this  in  mind,  the  following  recommendation  is  made  in  an  attempt  to  facilitate  a 
comprehensive  assessment  of  non-Medicaid  DHS  costs  and  to  identify  savings  initiatives 
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that  will  enable  the  District  to  bring  those  costs  in  line  with  other  jurisdictions.  The 
District's  review  should  not  be  limited  to  the  items  listed  below  but  should  involve  a 
complete  review  of  the  Department  including  the  items  listed  in  the  May  6  response  from 
DHS  to  the  Authority. 


Recommendation  Ull:    The  Authority  recommends  that  the  Department  of  Human 
Services  intensify  its  review  of  all  program  operations  to  reduce  costs  and  improve 
District  services.  In  addition,  the  Authority  requests  that  the  Department  of  Human 
Services  specifically  conduct  an  assessment  of  the  items  listed  below.   The  assessment  is 
to  include  a  determination  of  the  feasibility  of  implementation,  including  an  identification 
of  the  potential  barriers  to  implementation,  the  potential  savings  that  may  accrue  to  the 
District  if  implemented,  the  period  of  time  over  which  savings  would  occur  (i.e.  year-by- 
year  savings  estimates),  and  a  timeline  for  implementation  of  each  initiative.   The 
assessment  is  also  to  include  a  presentation  of  the  assumptions  used  in  arriving  at 
savings  estimates.   The  Authority  requests  that  the  overall  program  review  and  the 
assessments  of  the  items  listed  below  be  provided  to  the  Authority  fifteen  days  from  the 
date  of  transmittal  of  this  document.   The  assessment  will  assist  the  Authority  and  the 
Council  in  preparing  afinal  fiscal  year  1997  budget  and  multiyear  plan. 


Reduce  District-provided  benefits  to  levels  no  more  generous  than  those  provided  by 
surrounding  jurisdictions.  In  particular,  review  the  comparability  of  benefits 
provided  through  the  Aid  to  Families  with  Dependent  Children  (AFDC)  program. 

Assess  the  impact  an  adjustment  in  the  AFDC  benefit  would  have  on  other  District 
programs  that  reference  the  AFDC  benefit  level. 

Reduce  the  administrative  costs  of  the  District 's  Supplemental  Security  Income  (SSI) 
supplement  program  by  eliminating  the  SSI  supplement  for  non-institutionalized 
residents  and  re-directing  the  cash  benefits  currently  paid  to  this  population  to 
persons  receiving  SSI  supplemental  benefits  who  are  living  in  Title  XIX facilities  or 
community  residential  facilities. 

The  supplement  to  the  federal  SSI  benefit  is  $4. 90  per  month  for  the  20, 050  SSI 
recipients  who  are  living  in  independent  living  arrangements.   The  cost  of  processing 
these  supplement  is  $5  per  month  per  recipient.  By  redirecting  this  benefit  to  the  other 
SSI  populations,  a  savings  of  $1.2  million  can  be  achieved  through  reduction  of  the 
administrative  expense. 

The  General  Public  Assistance  (GPA)  for  children  program  provides  $2. 2  million  in 
AFDC-like  benefits.   The  GPA  for  children  program  provides  the  same  benefits  for  a 
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child  living  with  a  caretaker  as  is  provided  under  the  AFDC  program  for  a  child 
living  with  its  family.   While  the  AFDC  program  receives  a  federal  match  of  50%  of 
program  costs,  the  GPAfor  children  program  receives  no  match.  Review  the  cases  of 
each  of  the  persons  in  this  category  to  determine  if  they  are  eligible  for  AFDC 
benefits.  Investigate  the  potential  for  receiving  a  federal  Section  1115  waiver  to 
incorporate  these  children  into  the  AFDC  program. 

The  General  Public  Assistance  for  adults  program  serves  approximately  2,163  adults. 
The  program  provides  monthly  support  equivalent  to  the  amounts  provided  under  the 
AFDC  program.  GPAfor  adults  is  intended  to  serve  as  a  bridge  for  individuals 
seeking  disability  benefits  under  the  federal  SSI  (Supplemental  Security  Income)  and 
SSDl  (Social  Security  Disability  Income)  programs.   The  District  provides  the  GPA 
benefit  during  the  period  the  individual  is  applying  for  and/or  appealing  the  SSI  or 
SSDI  eligibility  determination.  If  determined  eligible  for  SSI  benefits,  the  individual 
is  to  repay  the  District  for  the  GPA  benefits  received.  Assess  what  steps  can  be  taken 
to  reduce  the  average  processing  time  for  SSI  eligibility  determination  and  to 
increase  the  rate  of  reimbursement  to  the  District  once  eligibility  for  SSI  has  been 
established. 

District  law  requires  that  any  person  with  mental  retardation  who  receives 
habilitation  or  care  from  the  District  and  who  has  the  financial  means  to  do  so  (or 
the  individual 's  parent  or  spouse  has  the  financial  means  to  do  so)  is  to  pay  for  the 
cost  of  the  services.   This  law  has  not  been  implemented.  Provide  the  plan  for 
implementing  this  law. 

Secure  competitive  bids  for  all  or  a  portion  of  the  community-based  primary  and 
preventive  care  services  that  are  currently  being  provided  by  the  Ambulatory  Health 
Administration  in  the  Commission  on  Public  Health.   The  public  benefit  corporation 
and  other  community-based  health  care  providers  should  be  given  the  opportunity  to 
compete  to  provide  these  services. 

The  recent  experience  with  the  closure  of  DC  Village  highlights  the  potential  savings 
that  may  be  achieved  by  moving  from  direct  government  provision  of  health  care 
services  to  private  sector  health  care  providers.  (A  savings  of  36%  will  be  achieved 
by  closing  DC  Village  and  purchasing  nursing  home  services  from  private  providers.) 
Similar  opportunities  for  substantial  savings  exist  elsewhere  in  the  District.   One 
example  is  that  of  the  District-run  health  clinics.   The  average  cost  at  the  District- 
operated  neighborhood  health  clinics  is  approximately  SI  72  per  visit.  In  total,  the 
District  expends  $15  million  per  year  for  the  approximately  87,000  clinic  visits 
provided.  Private,  non-profit  community-based  health  care  providers  who  are  serving 
a  similar  population  and  providing  a  similar  range  of  services  report  their  per  visit 
costs  at  between  $86  and  $11 3  per  visit.   The  payment  provided  by  the  District  for 
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these  services,  regardless  of  whether  the  services  are  provided  by  the  public  benefit 
corporation  or  other  private  health  care  providers,  should  be  no  greater  than  what  is 
required  to  secure  high-quality,  accessible  services  through  a  competitive  process. 

Secure  a  federal  Section  1115  waiver  in  order  to  expand  health  insurance  coverage, 
thereby  making  greater  use  of  Medicaid  revenues  and  reducing  the  expenditure  of 
100%  District  local  funds.  Implementation  of  such  a  waiver  would  improve  the 
access  of  low  and  moderate  income  District  residents  to  primary  and  preventive  care 
services  and  lessen  the  burden  of  uncompensated  health  care  costs  on  the  District. 

Maintain  the  Office  of  Administration  budget  in  the  Commission  on  Mental  Health  at 
the  1996  budget  level  of  $42, 760. 

Reduce  the  Child  and  Youth  Services  budget  in  the  Commission  on  Mental  Health 
from  the  1996  budget  level  in  order  to  reflect  the  transfer  of  responsibilities,  and 
budget  authority,  to  the  La  Shawn  foster  care  receiver. 


LOTTERY 

The  Mayor's  Response  directs  the  Lottery  and  Charitable  Games  Control  Board  to 
increase  their  transfer  to  the  District  in  each  year  during  the  plan  period.  Specifically,  the 
recommendation  requires  the  Lottery  to  increase  its  transfer  to  the  city  by  $5  million  in 
fiscal  year  1997,  $6  million  in  fiscal  year  1998,  $7  million  in  fiscal  year  1999  and  $10 
million  in  fiscal  year  2000. 

While  the  Mayor  indicates  that  this  increase  should  occur  as  a  result  of  new  games  and 
increased  promotional  activities  by  the  Lottery,  there  is  no  indication  within  the 
document  of  any  analysis  of  the  reasonableness  of  the  request  for  additional  funding  to  be 
allocated  to  the  Lottery  to  perform  these  tasks.  Additionally,  no  rationale  is  provided  as 
to  the  reasonableness  of  the  increase  in  the  amount  of  the  Lottery's  transfer. 

The  Lottery  itself  estimates  that  it  would  require  an  increase  in  operating  revenues  to 
$247  million  in  fiscal  year  1997  in  order  to  achieve  the  Mayor's  fiscal  year  1997  goal. 
The  fiscal  year  1997  budgetary  request  for  the  Lottery  as  detailed  in  Table  9,  below 
reflects  this  requested  increase. 


Final  Repoit  on  the  Mayor's  1997  Financial  Plan  and  Budget 
38 


Table  9:  Lottery  Expenditures 

( in  thousands) 

FY  1995  Actual 


FTE 


104 


Amount 


$247,109 


166 


FY  1996DCFRA 


FTE 


Amount 


$229,778 


FY  1997. 


FTE 


100 


Amount 


$247,900 


According  to  the  agency,  this  increase  would  pay  for  new  gaming  initiatives,  additional 
equipment  software,  hardware,  advertising,  training,  retail  sales  development,  and  TV 
production  and  placement.  The  Lottery  also  requests  greater  flexibility  m  contractmg  and 
procurement,  and  relief  fi-om  the  apportionment  and  vendor  payment  process. 
Unfortunately,  neither  the  agency  or  the  Mayor's  Response  provides  any  specifics  on 
how  the  additional  ftinds  will  be  used  to  leverage  the  increase  in  transfer,  or  is  any 
information  provided  detailing  the  how  the  Lottery's  estimation  of  cost  was  determined. 

Additionally,  the  Response  does  not  identify  the  relationship  of  any  new  Lottery  activities 
to  the  overall  marketing  strategy  for  the  agency.  There  is  additionally  no  costA)enefit 
analysis  of  any  of  the  games  currently  being  carried  by  the  Lottery. 


Recommendation  #12:  The  absence  of  an  assessment  of  the  reasonableness  of  the 
targeted  increase  in  Lottery  transfer,  and  the  lack  of  an  assessment  of  the  agency  S  ability 
to  achieve  the  target  with  the  requested  finds,  limits  the  Authority  S  ability  to  determine 
the  viability  of  the  recommendations.   Therefore,  while  the  Authority  supports  activities 
by  the  Lottery  aimed  at  increasing  the  agency 's  transfer  to  the  General  Fund,  additional 
information  and  analysis  as  discussed  above  must  be  transmitted  to  the  Authority., 


DEPARTMENT  OF  FINANCE  AND  REVENUE 

The  Mayor's  Response  reiterates  the  critical  need  for  a  significant  upgrade  of  the 
Department  of  Finance  and  Revenue's  (DFR)  technological  capability,  especially  m  light 
of  the  impact  the  ongoing  staff  reorganization  has  had  on  the  Department's  ability  to 
maintain  current  levels  of  service.  Additionally,  the  Response  expands  on  the  onginal  list 
of  initiatives  necessary  to  achieve  enhanced  revenue  collection. 


DFR  establishes  the  need  for  up-to-date  technology  to  enhance  its  ability  to  do  tax 
processing,  data  entry  and  cleanup,  imaging,  and  indexing.  The  cost  of  the  automation 
initiative  is  estimated  to  be  $6.15  million  for  fiscal  year  1996,  and  $5  million  in  fiscal 
year  1997.  However,  DFR's  fiscal  year  1997-2000  capital  budget  proposal  shows  a  $1.6 
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million  request  for  fiscal  year  1996,  and  a  $2.8  million  dollar  request  in  fiscal  year  1997 
for  computer  systems.  There  is  no  discussion  or  elaboration  within  the  document  on  how 
the  department  intends  to  cover  the  shortfall.  This  omission  is  critical  since  this 
technology  upgrade  is  central  to  all  of  the  other  activities  planned  by  the  Agency. 

One  critical  area  that  was  omitted  in  the  Response  was  DFR's  activities  pertaining  to 
personnel  training  enhancement.  The  Department  must  provide  details  to  the  Authority 
on  its  plans  to  initiate  and  implement  a  comprehensive  strategy  aimed  at  improving  its 
managerial  capabilities,  and  ensuring  that  a  systematic,  detailed,  and  modem  technology 
and  customer  service  training  program  for  all  staff  members  is  implemented. 

The  fiscal  year  1997  budget  for  the  agency.  Table  10,  below,  shows  a  requested  $925,000 
increase  over  fiscal  year  1996  in  operational  funds,  and  an  increase  of  12  in  their  FTE 
level. 


Table  10:  Summary  of  Total  Expenditures  Department  of  Finance  and  Revenue 

( in  thousands) 


FY  1995  Actual 

FY1996DCFRA 

FY  1997             1 

FTE 

Amount 

FTE 

Amount 

FTE 

Amount 

458 

$20,934 

470 

$20,828 

470 

$21,753 

The  Department's  revenue  generating  imtiatives  fall  broadly  into  two  categories:  those 
that  achieve  increased  revenues  through  workplace  efficiencies,  i.e.  recommendations 
aimed  at  improving  collections  of  taxes  which  should  be  paid  by  taxpayers;  initiatives 
that  target  improving  collections  of  aged  accounts  receivables  and  reserves,  and 
initiatives  designed  to  enhance  collection  and  enforcement  of  unreported  taxes;  and  those 
that  impose  additional  taxes  or  fees,  or  remove  tax  credits. 

While  the  Mayor's  Response  expands  the  list  of  initiatives  planned  by  DFR,  it  does  not 
provide  any  specific  detail  on  actions  needed  to  achieve  these  goals.  The  plan  is  to  focus 
on  achieving  four  major  categories  of  initiatives  aimed  at  producing  increased  revenues  in 
fiscal  year  1996-1997:  increased  audits  of  current  the  taxpayer  inventory;  improved 
collection  of  aged  accounts  receivable  and  reserves;  an  overall  reduction  in  non-reporting; 
and  implementation  of  legislative  activities. 

Most  of  the  Department's  non-tax  initiatives  are  non-controversial,  and  the  Department 
has  made  significant  progress  in  collaborating  with  both  private  and  public  entities, 
including  the  Authority,  the  CFO,  the  Mayor's  office,  and  the  D.C.  Institute  of  Certified 
Public  Accountants,  in  begirming  the  process  of  implementing  the  proposals.  However, 
while  clearly  listing  the  goals  of  the  initiatives,  the  plan  provides  no  specifics  on  how  it 
will  be  accomplished  and  no  measures  to  assess  its  success.  Additionally,  the  initiatives 
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lack  measures  to  assess  their  overall  effectiveness,  or  assessments  of  the  amount  of 
increased  revenues  to  accrue  from  these  actions. 

Among  the  initiatives  are  several  recommendations  to  increase  user  fees  and  taxes.  These 
include  increasing  the  minimum  franchise  and  unincorporated  business  tax  payment  from 
$  1 00  to  $250;  requiring  the  collection  of  recordation  and/or  transfer  taxes  from 
cooperatives;'imposing  payments  in  lieu  of  taxes  on  tax-exempt  entities;  and  eliminating 
the  Schedule  H  refund  ($750  tax  credit  for  DC  residents  who  make  less  than  $20,000 
annually)  for  qualified  renters  and  homeowners.  Collectively,  they  are  expected  to  raise 
$22  million  in  fiscal  year  1997  in  new  revenue  for  the  city. 

The  1996  D.C.  Tax  Revision  Commission  (Commission)  was  recently  created  to  analyze 
the  District's  tax  system  and  administration  of  existing  tax  laws,  to  propose  reforms,  and 
to  identify  innovative  and  equitable  revenue  sources.  The  Department  should  assist  the 
Commission  in  comprehensively  assessing  the  viability  of  these  recommendations,  as 
well  as  developing  a  justification  and  impact  statement  for  each  proposal.  This  statement 
must  include  details  on  each  proposal's  budgetary  and  financial  implications.  The  costs 
and/or  benefits  of  the  increased  taxes/fees  on  businesses  and  individuals  are  not  presented 
in  the  Mayor's  Response.  In  the  absence  of  a  cost-benefit  assessment,  the  Authority  has 
no  basis  for  determining  the  impact  these  initiatives  will  have  on  the  overall  economic 
development  strategy  for  the  District. 


Recommendation  #13:    The  Authority  supports  DFR  's  efforts  to  improve  the  efficiency 
and  effectiveness  of  its  tax  collection  operations.   The  size  and  extent  of  the  District 's 
aged  tax  receivables  and  reserves  highlights  both  past  failures,  as  well  as  the  necessity  of 
DFR  to  focus  its  energies  in  this  area.  As  such,  the  Authority  recommends  that  these 
initiatives  be  continued  and  that  additional  information  as  discussed  above  be 
transmitted  to  the  Authority  as  soon  as  possible  Included  in  this  analysis  must  be  a 
discussion  of  initiatives  the  Department  will  undertake  to  ensure  that  a  systematic 
managerial  improvement  program,  as  well  as  a  regular  and  up-to-date  technological  and 
customer  service  program  are  implemented. 


While  the  Authority  supports  attempts  to  find  new  sources  of  revenue  for  the  city,  the 
Authority  does  not  support  efforts  to  impose  new  taxes  or  fees  of  an  ad  hoc  nature  on 
District  residents  and  businesses  without  a  thorough  analysis  of  their  impact  on  the 
overall  taxable  base  of  the  District.  As  such,  the  Authority  recommends  that  these 
recommendations  for  revenue  increases  be  forwarded  to  the  Commission,  and  included  in 
their  deliberations  as  changes  to  the  D.C.  tax  code  to  promote  economic  development. 
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DEPARTMENT  OF  EMPLOYMENT  SERVICES 

While  the  Department  of  Employment  Services  (DOES)  has  been  preparing  for  a 
^^  ficant  reorganization  of  its  operations  as  part  of  the  overall  transformation  of  the  c.ty 
government,  the  most  recent  submission  by  the  Mayor  contams  no  mformation  detaihng 
Ly  aspect  of  this  plamaed  reorganization,  except  for  activities  relating  to  the 
unemployment  insurance,  and  disability  and  workmen's  compensation  programs. 

The  lack  of  any  specific  information  on  DOES's  transformation  plan  makes  it  impossible 
for  the  Authonty\o  comment  on  the  progress  and  viability  of  changes  to  occur  m  the 
Spt^etas  well  as  on  the  reasonableness  of  the  fiscal  year  1997  budgetary  request  for 
the  agency  as  detailed  in  Table  11,  below. 

Table  11:  Department  of  Employment  Services  Expenditures 
(in  thousands) 


FY  1995  Actual 


FTE 


777 


Amount 


$57,896 


FY1996DCFRA 


FTE 


757 


Amount 


$53,613 


FY  1997 


FTE 


737 


Amount 


$66,934 


In  responding  to  the  Mayor's  original  submission,  the  Authority  recommended  the 
following  initiatives  be  incorporated  into  the  agency's  action  plan: 

.   Reduce  the  maximum  benefit  for  unemployment  compensation  from  $359  per  week  to 

$309  Dcr  week, 
.   Eliminate  the  non-professional  public  schools  summer  unemployment  pro^- 
.   Reform  the  eligibility  system  for  the  administration  of  disability  ^^'^P^'^^^'^'^- 
.   Reform  the  disability  evaluation  and  compensation  system  by  revising  the  45  day 

processing  rule  to  21  days. 

The  Mavor's  Response  incorporates  recommendations  on  the  unemployment 
^:^rL  pro'^.  ThLvings  and  cost  avoidance  associated  j^th  t^ese  actions  are 
included  in  the  analysis  of  the  future  costs  of  this  program  m  Table  12,  below. 

Table  12:  Summary  of  Total  Expenditures  for  Unemployment  and  Disability 
( in  thousands) 


Unemployment  Comp. 


Disability  Comp. 


FY  1995 
Actual 


$7,455 


$26,561 


FY  1996 
DCFRA 

$5,937 


$26,000 


FY  1997 


$7,678 


$25,993 
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There  is  no  mention  in  the  document,  however,  of  recommendations  on  the  disability 
compensation  program,  notwithstanding  indications  by  the  Agency's  Director  that  these 
initiatives  are  in  progress,  and  should  be  completed  by  the  end  of  fiscal  year  1997. 
According  to  the  Director,  the  Agency  is  completing  a  request  for  qualifications  (RFQ) 
for  the  disability  compensation  program  to  privatize  the  provision  of  medical  care/cost 
management.  The  revision  of  the  disability  evaluation  and  compensation  system  to 
change  the  45  day  processing  rule  to  21  days  has  been  codified  in  law  by  the  City 
Council,  and  will  take  effect  on  January  1,  1997. 


While  legislative  action  is  required  to  reduce  the  maximum  rate  for  unemployment 
compensation  benefits,  the  City  Council  has  taken  no  action  on  this  issue.  The  staff  of 
the  Authority  is  preparing  a  resolufion  for  the  Authority  to  accomplish  this  goal. 


Recommendation  #14:  The  Authority  supports  the  Department  s  efforts  to  contain  costs 
associated  with  the  unemployment  insurance,  and  workman 's  and  disability 
compensation  program.  However,  it  is  imperative  that  the  Department  transmit  to  the 
Authority  within  fifteen  days,  a  copy  of  its  transformation  and  reorganization  plan  for 
evaluation  and  review. 


CAPITAL  PLAN 

The  Mayor's  Response  to  the  Authority's  report  on  the  fiscal  year  1997  Budget  and 
Financial  Plan  included  for  the  first  time  a  capital  plan  and  budget.  While  it  does  not 
provide  everything  that  the  Authority  called  for  in  its  November  1995  guidance,  the 
capital  plan  is  a  step  in  the  right  direction. 

The  District's  fiscal  year  1 997  Capital  Budget  and  Six-Year  Capital  Improvement  Plan 
(CIP)  selects  capital  projects  according  to  specific  criteria  and  rescinds  capital  authority 
for  projects  that  were  not  selected.  Projects  were  selected  only  if  they  (1)  were  currently 
under  contract  and  consistent  with  current  agency  priorities;  (2)  address  health  and  safety 
shortfalls  or  emergencies;  (3)  match  other  funds  such  as  federal  grants;  or  (4)  address 
needs  of  particular  neighborhoods  throughout  the  District.  This  selection  process  reduced 
the  District's  planned  capital  spending  from  1,258  projects,  totaling  $4.5  billion  over  six 
years,  to  128  projects,  at  $889.5  million— a  dramatic  decrease  in  capital  spending. 


Final  Report  on  the  Mayor's  1997  Financial  Plan  and  Budget 
43 


171 


In  November  1995,  the  Authority  issued  guidance  to  the  District  regarding  capital 
planning  which  called  for  the  District  to  include  the  following  six  items  in  its  capital 
budgeting  and  planning: 

•  A  capital  financing  schedule  to  link  current  financing  obligations  with  long-term 
financial  planning; 

•  A  fixed  asset  inventory,  to  account  for  the  assets  owned  by  the  city; 

•  Costs  of  any  capital  specific  court  orders; 

•  Capital  grant  information  to  identify  all  capital  grant  funding  and  matching  funds 
requirements; 

•  Capital  debt  schedule;  and 

•  Listing  of  owned  and  leased  space  which  identifies  use,  agency,  cost  of  space, 
operating  and  maintenance  costs,  square  footage,  number  of  employees  and  expiration 
dates  of  leases. 

Of  the  six  items  listed,  only  three  are  included  in  the  Mayor's  fiscal  year  1997  Capital 
Budget  or  Six- Year  Capital  Improvement  Plan  (CIP) .  In  addition,  the  information  on 
capital  grants  is  incomplete.  The  fiscal  year  1997  Capital  Budget  includes  grant 
information  for  the  Department  of  Housing  and  Community  Development.  However,  the 
capital  grant  fiinding  for  the  Department  of  Public  Works,  estimated  at  $90  million,  is  not 
included  in  the  budget,  nor  information  on  the  fiiture  fiinding  for  Washington  Aqueduct 
capital  expenditures.  The  District  must  have  an  accurate  measure  of  the  amount  of  grant 
fiinding  that  it  can  rely  upon  to  support  its  capital  program.  The  District  must  also  be 
fully  aware  of  the  costs  of  matching  those  grants. 

Reviewing  the  capital  plan  was  also  complicated  by  difficulties  in  cross-walking  data 
fi-om  the  CIP  to  the  Budget.  Different  time  horizons  were  used,  tables  were  missing,  and 
extensive  calculations  are  necessary  to  identify  the  projects  that  were  selected,  why  they 
were  selected,  their  cost,  and  source  of  funding.  There  is  no  summary  discussion  of  the 
merits  of  the  selected  projects  and  how  they  fit  the  criteria. 

The  fiscal  year  1997  Capital  Budget  and  Six  Year  Capital  Improvement  Plan  (CIP) 
begins  the  process  of  determining  which  capital  projects  will  be  funded  and  which 
projects  will  not.  Furthermore,  these  decisions  were  made  based  on  specific  criteria  that  a 
capital  program  review  team  used  to  recommend  projects  for  funding  over  the  next  six 
years.  The  reduction  in  recommended  capital  projects  fi-om  1,258  to  128  projects 
demonstrates  the  impact  of  the  capital  review  team's  efforts.  However,  the  information 
provided  in  the  capital  plan  is  insufficient  to  form  a  conclusion  on  whether  the  selected 
projects  should  go  forward.  Several  pieces  of  critical  information  were  either  incomplete 
or  missing  entirely  from  the  capital  budget  and  plan.  The  item  of  most  immediate 
concern  that  was  not  included  in  the  capital  plan  was  information  on  capital  grant 
fiinding.  Also,  information  on  the  Washington  Aqueduct  capital  fiinding  was  not 
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discussed.  This  information  should  be  incorporated  immediately  into  future  capital 
planning  documents. 

The  Authority  is  concerned  that  the  listing  of  District  owned  and  leased  space  as  well  as 
an  assessment  of  its  condition  will  seriously  influence  the  priority  of  the  projects  selected 
for  funding  as  well  as  the  accuracy  of  the  District's  capital  planning.  The  Authority 
believes  that  the  results  of  a  condition  assessment  of  District  owned  and  leased  space 
could  call  for  additional  spending  on  capital  improvements  for  these  facilities.  The  CIP 
was  formulated  without  a  condition  assessment  and  should  be  considered  in  light  of  this 
fact. 

The  Authority  wishes  to  work  with  the  District  to  develop  an  acceptable  capital  plan  and 
budget.  The  infrastructure  of  the  District  is  essential  to  the  health,  safety  and  business 
opportunities  in  the  District.  The  Authority  is  also  committed  to  working  with  the 
District  to  review  alternative  financing  options  to  fund  capital  expenditures. 


Recommendation  U15:    The  A  uthority  recommends  that  the  information  that  the 
Authority  requested  in  its  November  1995  guidance  on  capital  budgeting  and  planning  be 
incorporated  into  the  capital  plan  and  submitted  to  the  Authority  within  fifteen  days.  In 
addition,  the  information  submitted  to  the  Authority  should  include  complete  capital 
grant  funding  information,  especially  for  the  Department  of  Public  Works,  and  an 
identification  and  discussion  of  each  project  the  District  recommends  including  the 
criteria  it  meets,  funding  source,  and  cashflow  throughout  the  planning  period.  Also,  the 
Authority  requests  a  listing  of  all  District  owned  and  leased  space  by  August  31,  1996. 
Such  a  listing  is  needed  before  the  District  can  move  forward  with  a  condition  assessment 
which  will  describe  the  costs  of  maintaining  and  improving  District  assets. 


WATER  AND  SEWER  AUTHORITY  CREATION 

The  Authority  supports  the  creation  of  the  new  water  and  sewer  authority  and  believes  it 
to  be  the  best  structural  arrangement  to  ensure  that  water  and  sewer  services  are  provided 
in  the  most  efficient  and  cost  effective  manner. 

In  accord  with  the  Authority's  responsibilities  under  Sec.  201  of  Public  Law  104-8,  the 
Authority  supports  the  District's  plans  to  repay  the  WASUA  reserves.  The  Authority 
also  supports  efforts  by  the  new  water  and  sewer  authority  to  privatize  the  Blue  Plains 
Wastewater  Treatment  Plant. 
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ECONOMIC  DEVELOPMENT 


The  Authority  views  the  Economic  Development  Programs  as  vital  to  the  District's  short- 
and  long-term  financial  stability. 

The  Authority  has  attempted  to  take  a  comparative  perspective  of  the  revised  fiscal  year 
1997  Financial  Plan  and  Budget  for  Economic  Development,  weighing  the  budgetary 
position  and  initiatives  against  the  District's  economic  development  policies,  strategies, 
and  goals;  assessing  the  programs  and  initiatives  in  the  context  of  the  Authority's  initial 
recommendations;  and  determining  the  status  of  plans  and  analysis  to  support  or 
successfully  implement  the  program  and  initiatives. 


Economic  Development  Plan  and  Strategy 

Economic  development  initiatives  are  not  being  undertaken  within  the  context  of  a 
comprehensive  plan  and  strategy.  While  components  of  the  District's  economic 
development  policies  and  strategies  are  evident  in  several  major  planning  documents  such 
as  the  comprehensive  plan,  it  difficult  to  find  a  single  cohesive  statement  of  the  District's 
high-level  economic  development  strategy.  Thus,  while  many  of  the  individual  programs 
and  initiatives  have  considerable  merit,  the  city's  resources,  policies,  programs,  and 
initiatives  will  require  more  coordination  to  generate  the  desired  economic  development 
outcomes. 

In  addition  to  the  immediate  need  to  address  issues,  the  District  must  consider  two  major 
demographic  trends  that  will  significantly  affect  its  Economic  Development  Programs. 
First,  the  District's  resident  population  has  declined  precipitously  over  the  last  15  years, 
falling  nearly  12  percent  firom  638,000  in  1980  to  only  570,000  in  1994.    An  increasing 
share  of  the  population  outmigration  has  been  within  middle  income  categories,  which 
largely  support  the  revenue  base  of  the  District.  Secondly,  and  certainly  an 
interdependent  factor,  a  trend  of  outmigration  of  businesses  to  the  neighboring 
jurisdictions  continues.  These  trends  are  compounded  by  the  financial  and  budgetary 
issues  which  hamper  the  District's  ability  to  provide  high  quality  core  municipal  services 
such  as  education,  public  safety,  public  works  and  sanitation,  and  to  invest  in  its  physical 
infrastructure.    The  Authority  views  the  fiscal  issues  as  direct  and  reinforcing  the 
District's  efforts  to  achieve  economic  development  and  growth.  The  Authority  considers 
the  most  appropriate  approach  to  economic  development  to  be  a  broad  based  one  that 
recognizes  these  interdependencies  and  correlating  impacts,  the  importance  of  the 
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regional  economies  and  differential  in  business  and  resident  costs,  and  the  shrinking  of 
the  Federal  funding  base. 

The  fiscal  constraints  facing  the  city  highlight  the  importance  of  well-defined  economic 
development  policies  and  strategy.  It  is  evident  from  findings  of  earlier  studies, 
outmigration  trends  of  businesses  and  residents,  and  the  Authority's  continued  interface 
with  the  business  community  that  the  District's  policies  are  not  focused  to  leverage  the 
strengths  of  the  District  to  achieve  economic  growth  and  development.  The  District's 
economic  development  policies  and  strategies  require  further  refinement  and  definition  to 
accomplish  the  goals  and  targets  for  economic  development.  A  plan  and  strategy  are 
necessary  to  align  specific  economic  development  programs  and  initiatives  and 
corresponding  budgets  with  a  realistic  set  of  economic  development  priorities  and  goals, 
and  assign  responsibility  and  accountability  in  order  to  achieve  the  desired  outcomes. 

However,  even  with  a  well-defined  plan,  none  of  the  major  initiatives  are  likely  to  reach 
their  potential  without  leadership  to  spearhead  major  initiatives,  enhance  the  coordination 
between  business  service  and  economic  development  programs  and  the  rest  of  the  city's 
departments,  and  provide  direct  initiatives  to  retain  and  attract  businesses  to  the  District 
of  Columbia.    The  position  for  Assistant  City  Administrator  for  Economic  Development 
has  remained  vacant  for  most  of  fiscal  year  1996.  This  delay  is  expected  to  hamper  the 
District  in  achieving  its  full  potential  in  its  Economic  Development  programs. 

The  plan  and  budget  can  serve  as  a  valuable  planning  and  management  tool  if  it 
incorporates  more  detail  about  the  programs  and  initiatives.  Such  detail  includes: 

•  annual  cost  and  staff  requirements 

•  major  activity  and  milestone  schedule 

•  performance  measures  or  expected  outcomes 

With  the  revisions,  it  would  be  easy  to  map  the  Financial  Plan  and  Budget  document  to 
the  District's  economic  development  plan  and  strategy.  The  plan  and  strategy  could  then 
be  a  key  supplementary  document,  that  would  describe  in  detail  economic  plans, 
strategies,  programs,  and  initiatives.    This  detailed  plan  and  strategy  could  serve  cis  the 
blueprint  to  monitor  status  of  the  programs,  their  fiinding  expenditures,  and  requirements. 
The  strategic  plan  would  project  a  consistent  single  vision  of  District's  economic 
development  plans  to  other  related  District  and  Federal  agencies,  and  private  commercial 
and  neighborhood  groups.  These  modifications  will  provide  a  usefiil  planning  and 
budgeting  document  which  directly  links  the  economic  development  priorities  with 
specific  programs  and  budgets. 
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Recommendation  U16:    The  Authority  recommends,  that  the  District  of  Columbia 
construct  a  plan  and  strategy  for  economic  development  which  provides  a  comprehensive 
and  unified  approach  to  the  District 's  expansion  of  business,  economic  and  community 
growth,  and  which  will  provide  a  blueprint  for  achieving  economic  development  and 
supplement  the  annual  Financial  Plan  and  Budget  for  economic  development.   The 
strategic  plan  should  identify  quantifiable  objectives,  action  plans  and  initiatives  to 
achieve  the  objectives,  time  tables,  and  the  full  range  of  impact  estimates:  project  costs, 
program  outcomes,  revenue  impacts,  and  to  the  extern  possible  be  fully  integrated  with 
complementary  programs  funded  by  the  District  of  Columbia. 

The  revised  plan  and  budget  raises  concern  in  several  areas. 

•  Legislative  initiative  for  a  technology  enhancement  surcharge 

•  Legislative  initiative  to  prohibit  banks  in  certain  insurance  markets 

•  Legislation  initiative  for  small,  local,  and  disadvantaged  businesses 


Legislation  to  Impose  a  Technology  Enhancement  Surcharge 


The  revised  plan  and  budget  is  proceeding  with  legislative  initiatives  for  a  dedicated 
surcharge  on  licenses,  permits,  and  annual  corporation  filings.  This  legislation  is  planned 
as  a  temporary  measure  to  fund  the  acquisition  and  installation  costs  for  technology 
enhancements. 

The  Authority  recognizes  the  District's  motivation  to  achieve  greater  efficiency  in 
delivering  services  to  its  business  clients,  but  believes  that  such  an  action  without 
substantial  improvement  of  services  may  further  aggravate  current  outmigration  of 
businesses  and  citizens,  eroding  the  District's  revenue  base,  and  exacerbating  efforts  to 
reduce  its  deficit.  Secondly,  the  Authority  is  not  confident  that  the  agency  has  exploited 
the  opportunities  to  fiind  the  technology  enhancement  under  the  proposed  fiscal  year  97 
funding  levels.  Proposed  program  savings  resulting  from  other  Business  Services  and 
Economic  Development  initiatives  may  offset  some  or  all  of  the  negative  program 
impacts.  Third,  this  funding  approach  may  not  allow  the  Department  to  maintain,  upgrade 
and  support  the  technology  required  to  sustain  the  real  gains  made  from  the  investment. 
Two  basic  steps  will  help  clarify  which  funding  option  is  most  appropriate: 

•    Identify  and  analyze  the  specific  program  impacts  that  are  likely  to  result  if  the 

funding  for  the  technology  enhancements  are  incorporated  into  the  Financial  Plan  and 
Budget 
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•   Identify  and  estimate  the  specific  costs  and  benefits  associated  with  the  technology 
enhancements 

Similar  to  the  experiences  of  other  automation  programs,  the  agency  will  fmd  that  the 
cost  savings  will  allow  it  to  increase  it's  workload  and  performance  capacity  while 
generating  substantial  savings  in  personnel  and  other  resources. 

Legislation  Prohibiting  Banks  from  Entering  Certain  Insurance  Markets 


The  fiscal  year  1997  Financial  Plan  and  Budget  proposes  legislation  to  prohibit  banks 
from  certain  insurance  markets.  The  view  taken  in  the  fiscal  year  1997  Financial  Plan 
and  Budget  is  that  both  customers  and  insurance  providers  will  be  harmed  if  banks  are 
permitted  to  enter  certain  insurance  markets.  The  District  argues  to  transform  the 
District  into  an  international  financial  center.  Legislation  is  required  to  prohibit  banks 
from  moving  into  traditional  insurance  business  such  as  collecting  premiums, 
underwriting  risks,  establishing  reserves,  and  paying  claims.  The  argument  ignores  the 
likely  competitive  market  outcomes  of  more  insurance  products  and  lower  consumer 
prices.  This  is  a  clear  example,  in  which  a  fiscal  impact  study  would  be  highly  beneficial 
to  help  determine  the  net  gains  to  the  District,  its  residents,  and  consumers,  and  the  net    . 
gains  and  revenue  impact  on  both  banking  and  insurance  industries. 

Legislation  Pertaining  to  Small  and  Disadvantaged  Businesses 

In  its  earlier  review  of  the  Fiscal  Year  1997  Financial  Plan  and  Budget ,  the  Authority 
provided  evidence  of  die  inherent  conflict  for  the  District  in  the  small  and  minority 
business  legislative  proposal,  proposed  Bill  1  Ml,  the  "Equal  Opportunity  for  Local, 
Small,  and  Disadvantaged  Business  Enterprise  Act."   The  Act  is  similar  to  the  1 992         ; 
Equal  Opportunity  Act,  which  establishes  a  50%  goal  for  District  government  contracts 
with  local  small  business  enterprises,  which  the  Minority  Business  Opportunity 
Commission  ("MBOC")  can  enforce  by  ordering  agencies  to  include  certain  contracts  or 
types  of  contracts  in  its  set-aside  program;  and  provides  preferences  for  local  and 
disadvantaged  business  enterprises  in  all  areas  of  District  government  contracting.  These 
preferences  give  vendors  who  qualify  as  local  and/or  disadvantaged  businesses 
preferences  ranging  from  5%  to  12%  in  the  evaluation  of  their  bid  prices  over  other 
bidders. 

In  reviewing  proposed  District  contracts,  the  staff  has  seen  a  number  of  instances  in 
which  the  District  has  paid  substantially  higher  prices  for  goods  and  services  because  of 
the  operation  of  certain  provisions  of  this  legislation,  results  which  are  difficult  to  justify 
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during  this  period  of  financial  crisis  without  clear  evidence  of  off-setting  benefits.  While 
the  principle  of  equal  opportunity  for  small,  local  and  disadvantaged  businesses  is 
entirely  sound,  there  are  problems  with  certain  provisions  of  the  1992  Act.  For  excimple, 
the  requirement  that  District  agencies  allocate  construction,  goods,  and  services  contracts 
to  reach  a  goal  of  awarding  50  percent  of  the  dollar  volume  of  such  contracts  going  to 
small  businesses,  may  be  too  high,  requiring  that  inappropriate  contracts  be  set  aside 
exclusively  for  small  business  bids.  Similarly,  the  preferences  in  evaluating  bids  in  favor 
of  local  and  disadvantaged  businesses,  which  range  from  5  to  12  percent  of  bid  prices  or 
evaluation  points,  may  be  too  large  compared  to  the  benefits  achieved. 

The  Authority  recently  notified  the  Council  that  when  permanent  legislation  to  extend  or 
eliminate  the  expiration  date  of  the  1992  Act  is  submitted  to  the  Authority  for  review,  it 
must  contain  a  fiscal  impact  study. 


Recommendation  #7  7:  The  Authority  recommends  a  study  of  small,  local  and 
disadvantaged  business  legislation  and  regulation  to  determine  the  appropriate 
evaluation  structure,  the  priority  and  weight  that  should  be  given  to  competitive  pricing, 
the  relative  preference  that  should  be  given  to  local  and  disadvantaged  businesses  in  the 
procurement  evaluation  process  for  set-aside  contracts,  and  an  overall  assessment  of  the 
other  factors,  such  as  entrepreneurial  and  employment  opportunities  for  local  and 
disadvantaged  businesses. 


DEPARTMENT  OF  ADMINISTRATIVE  SERVICES 


The  Authority,  in  its  Response  to  the  Mayor's  fiscal  year  1997  budget  and  financial  plan, 
recommended  that  the  District  explore  restructuring  the  Department  of  Administrative 
Services  (DAS)  using  the  principles  of  separating  policy  and  operations,  demonopolizing 
or  privatizing  operations,  and  decentralizing  control  and  decision-making  that  have  been 
used  successfully  by  other  governments.  The  Authority  also  made  several  other 
recommendations  including  the  exploration  of  privatizing  the  in-house  printing  plant. 
The  Department  of  Administrative  Services  was  not  included  in  the  Mayor's  Response  to 
the  Authority's  recommendations  on  the  fiscal  year  1997  budget.  As  a  consequence, 
none  of  the  Authority's  recommendations  were  addressed. 
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In  its  final  allocation  of  the  fiscal  year  1996  budget,  the  Authority  recommended  that  the 
occupancy  costs  that  DAS  pays  on  behalf  of  other  agencies  be  allocated  back  to  these 
agencies.  This  was  to  be  done  for  both  fiscal  year  1 996  and  fiscal  year  1 997    As  the 
DAS  budget  was  not  included  in  the  Mayor's  Response,  there  is  no  way  to  know  if  the 
allocation  has  taken  place. 

Recommendation  #//?:  The  Authority  recommends  that  DAS  provide  responses  to  the 
Authority  s  March  21,  1996  recommendations  on  the  Mayor 's plan  and  its  allocation  of 
fiscal  year  1996  and  1997  occupancy  costs  to  agencies  within  fifteen  days 

LONG  TERM-FINANCING 

The  Mayor's  Response  addresses  the  need  for  borrowing  for  several  different  purposes- 
long  term  borrowmg  to  finance  the  effect  of  accumulated  deficits,  borrowing  for  capital 
myestment,  and  seasonal  short-term  borrowings.  We  concur  with  the  need  for  borrowing 
The  Distnct  budget  essentially  anticipates  that  with  the  exception  of  the  budget  deficit 
all  cash  needed  for  operations  will  be  generated  during  the  fiscal  year.  In  fiscal  year  1994 
and  1995  the  District  executed  budgets  that  were  in  deficit  and,  consequently  cash 
generated  m  fiscal  years  1994  and  1995  was  insufficient  to  fiind  its  operating'needs   In 
addition,  although  the  budget  for  fiscal  year  1993  was  balanced,  over  $170  million  in 
revenue  was  generated  by  changing  the  property  tax  year  but  no  cash  was  generated  to 
support  the  higher  level  of  spending.  These  cash  shortages  have  been  fmanced  in  fiscal 
year  1996  through  advances  from  the  Treasury  and  slowing  the  payments  to  the  District 
vendors  and  service  providers  and  recipients.  These  delays  in  meeting  payment 
obligations  to  vendors  and  service  providers  and  recipients  create  instability  in  the  local 
economy  and  reduce  the  pool  of  vendors  willing  to  do  business  with  the  District    This 
reduced  pool  of  vendors  further  reduces  competition  and  makes  it  difficult  for  the 
District  to  achieve  its  cost  and  FTE  reduction  goals  through  contracting  initiatives 
Further,  vendors  include  the  cost  of  carrying  District  receivables  in  the  prices  quoted  on 
Distnct  contracts.  This  cycle  of  deficits,  reduced  cash,  delayed  vendor  payments 
increased  contract  cost  and  even  higher  deficits  can  only  be  broken  by  an  infiision  of  cash 
through  a  long-  term  borrowing  and  steady  reduction  of  the  deficits  by  fiscal  year  1999. 

As  discussed  in  an  earlier  section,  capital  borrowings  are  also  needed  to  fund 
substantially  delayed  maintenance,  modernization,  and  new  investment  in  infrastructure 
buildings,  and  equipment.  District  bondholders  are  continuously  assessing  their  risk  in  ' 
holding  District  bonds  and  they  are  concerned  about  prospects  for  the  fiiture  if  additional 
cash  IS  not  found.  Other  market  participants  (such  as  rating  agencies,  bond  insurers  and 


Final  Report  on  the  Mayor's  1997  Financial  Plan  and  Budget 
51 


179 


research  analysts  that  disseminate  information  about  the  District's  financial  situation)  are 
making  similar  assessments. 

However,  in  undertaking  such  a  financing,  it  is  essential  that  the  District  execute  its 
financial  plan  and  budget  as  passed  by  the  Congress. 

The  Mayor's  Response  proposes  a  legislative  change  that  would  permit  the  issuance  of 
deficit  bonds.  It  proposes  $500  million  of  15-year  maturity  bonds.  The  Response  also 
discusses  the  U.S.  Treasury  as  the  source  of  a  long  term  deficit  borrowing,  and  refers  to 
P.L.  104-8  as  providing  for  short  term  borrovWngs,  but  not  for  long  term  borrowings.  P.L. 
104-8  does  permit  short  term  borrowings  and  designates  the  U.S.  Treasury  as  the  source 
of  such  borrowings.  However,  without  ftirther  Congressional  legislation,  the  only 
authorized  source  of  long-term  borrowang  for  the  District  is  through  the  Authority. 


Although  the  Mayor's  Response  establishes  the  need  for  long  term  funding  for  deficit  and 
capital  purposes,  it  only  considers  the  option  described  above  for  addressing  these  needs. 
The  Mayor's  Response  also  discusses  an  expectation  that  the  District  will  regain  access  to 
the  capital  markets  and/or  enhanced  borrowing  capacity  fi-om  the  U.S.  Treasury  during 
fiscal  year  1997.  While  the  District  should  certainly  target  an  early  return  to  the  capital 
markets  based  on  its  own  credit  worthiness,  it  is  probably  optimistic  to  envision  this 
occurring  in  fiscal  year  1997  given  the  severity  of  the  District's  financial  condition. 

With  regard  to  the  timing  of  a  long  term  financing,  we  concur  with  the  Mayor's 
Response  that  this  should  occur  in  fiscal  year  1997.    A  post-fiscal  year  1996  financing 
would  allow  time  for  achieving  results  and  assessing  progress.  Also,  this  timetable  could 
be  supported  by  continuing  to  borrow  short  term  from  the  Treasury  or  other  sources.  We 
therefore  recommend  that  the  District  prepare  for  a  long  term  financing  in  fiscal  year 
1997. 

P.L.  104-8  contemplates  long  term  financing  for  the  District.  While  some  financing 
methods,  specifically  a  capital  market  borrowing  by  the  Authority  for  the  District,  have 
already  been  authorized  by  P.L.  104-8  ,we  believe  all  interested  parties  will  require 
specific  Congressional  Authorization  for  any  future  capital  market  borrowing 


Recommendation  U19:  (I)  Congress  should  authorize  the  District  to  borrow  long  term 
up  to  a  maximum  amount  during  fiscal  year  1997.  (2)  The  Authority  should  be  given 
power  to  decide  the  following:  (a)  when  the  District  can  borrow,  (b)  the  specific  amount 
of  the  borrowing,  (c)  the  terms  and  conditions  of  the  borrowing,  (d)  the  collateral  to  be 
pledged  for  security,  and  (e)  the  specific  uses  of  the  proceeds  from  the  borrowing. 
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The  above  recommendation  would  apply  whether  ( 1)  the  District  borrows  --  on  its  own 
account  --  from  the  US  Treasury  or  in  the  private  capital  market,  or  (2)  whether  the 
Authority  borrows  in  the  private  capital  market  on  behalf  of  the  District. 
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APPENDIX  A:  DISTRICT  OF  COLUMBIA  GENERAL  FUND  REVENUES, 
EXPENDITURES  AND  CHANGES  IN  FUND  BALANCES 


Distncl  ofColumbia 

General  Fund  Revenues.  Expenditures  and  Changes  in  Fund  Balances 

Actual  1994-1995.  Budueted  1996-2000 

Scenano  One    Base  Case 

(in  thousands) 

FY  1994         FY  1995 
Actual             .Actual 

FY  1996 
DCFR.A  Recom 

FY  1997 
Budget 

FY  1998 
Budget 

FY  1999 
Budget 

FY  2000 
Budget 

Taxes 

Non  ta\re\enuc 

Federal  pa^-ment 

Transfers 

2.470,053 
234.566 
647.930 
79.583 

3.432.132 

2.391.041 
210.063 
660.000 
85.100 

3.346.204 

2,335.710 
173,817 
660,000 
76.100 

3.245.627 

2,335.506 
174.743 
665,702 
75.799 

3.251.750 

2,346.579 
174,275 
660.000 
70  300 

3.251.154 

2,368.774 
174.314 
660.000 
73,464 

3.276.552 

2.381.790 
174.893 
660,000 
74,890 

3,291.573 

Grants 
Pnvate/Other 
IntraDistrict 
Enterprise 

960,708 
127,628 

599,604 

855.308 
128.008 

589.012 

822,585 
114,114 
114,575 
581,244 

849.643 
120.915 
112,911 
707,337 

879,271 
125,834 
133.550 
828.327 

920.529 
13U01 
138,371 
756,929 

963.915 
136.844 
143.328 
953.431 

Toul  revenue 

5.120.072 

4.918.532 

4,878,145 

5,042,556 

5.218,136 

5.223,582 

5.489.091 

Govertmient  Direction  and  Support 

Economic  Development 

Public  Safety 

Public  Education 

Health  &  human  Services 

Medicaid 

Other  DHS 

Public  Wortts 

Financmg  and  other 

129.601 
286,722 

1,106,556 
7%,  138 

1,874,348 

276.964 
259.871 

131.001 
258.514 

1.069.910 
759.973 

IJ49.990 

249.202 
420.583 

141,339 
128.180 
%9.972 
790.567 
1.701.460 
775.615 
792.069 
288,059 
393,435 

155,764 
149,659 

1.014,853 
763,785 

1.739.334 
801,428 
876.877 
297,788 
394.202 

157.978 
154.308 

1.038.185 
787.310 

1,808,475 
868,049 
790,166 
324,160 
390.441 

162.832 
158,531 

1.072,588 
823.506 

1.890.719 
942.440 
796.966 
339.166 
393.338 

168.111 
152.909 

1.108.385 
849.918 

1.980.343 
999.337 
825.543 
354.870 
391.325 

Enterprise 

599.604 

589  012 

581.244 

707.337 

828327 

756.929 

953.431 

Expenditures 
Operating  Income/Loss 

5.329.S04 
(209.732) 

4.828  185 
90.347 

4.994.256 
(116,111) 

5222.722 
(180.166) 

5.489,184 
(271,048) 

5.597  609 
(374.027) 

5,969  292 
(480.201) 

Other  Sources 

General  Obligation  Bonds 
Short  term  US  Treasury  Bonds 

407.410 

660.000 

660.000 

660.000 

660.000 

Total  Other  Sources 

407.410 

Other  Uses 

. 

660.000 

660.000 

660.000 

650.000 

Retunded  Bonds  and  Refunding  Charges 
Interest  on  Shon  Term  Borrowing 

407,410 

37,785 

37,785 

37.785 

37,785 

Debt  Service  on  Deficit  Financing 
Transfers  Out 

Total  Other  Uses 

Total  Annual  Surplus/rieficit  Reflecting 
Other  Sources  and  Other  Uses 

125.6% 
533  106 

(335.428) 

144.774 
144.774 

(54.427) 

37  785 
(308.833) 

37  785 
(411,812) 

37.785 
(517.986) 

37.785 
(217.951) 

(116  111) 

Fund  Balance  Beginning  of  Year 
Fund  Balance  End  of  Year 

11.322 
(324.106) 

(324.106) 
(378.533) 

(378.533) 
(494.644) 

(494.644) 
(712.595) 

(712.595) 
(1.021.428) 

(1,021.428) 
(1.433.240) 

(1.433.240) 
(1.951.226) 

Initiatives 

163.776 

309.770 

488.831 

559.831 

Annual  Surplus  Reflecting  Initiatives 

(54  175) 

937 

77.019 

41.845 

Repayment  ofWASUA  Retained  Earnings 
Sale  of  Assets 

(21.500) 
24  000 

(21.500) 

(21.500) 

(21.500) 

Surplus  reflecting  initiatives,  deficit  financ 

ng  and  asset  sales 

(51.675) 

(20.5t>3) 

55.519 

20.345 

Fund  Balance  Beginning  of  Year 

Fund  Balance  End  of  Year  Reflecting  initi 

tives 

(494  644) 
(546  3191 

(546319) 
(566  8821 

(566.882) 
(51  1  363) 

(511.363) 
(491  0181 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 


RESOLUTION 


WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Act  of  1995,  P.L.  104-8  C'the  Act^,  provides  that,  if  the  Authority  disj^proves  the  Mayor's 
initial  financial  plan  and  budget  for  the  fiscal  year,  the  Mayor  shall  submit  to  the  Authority  a  revised 
financial  plan  and  budget  for  the  fiscal  year,  that  the  Authority  shall  promptly  review  the  revised  financial 
plan  and  budget,  and  that,  if  the  Authority  has  not  provided  the  Mayor,  the  Council,  the  President  and 
Congress  with  a  notice  certifying  approval  or  a  statement  of  disapproval  upon  the  expiration  of  the  1 5  day 
period  which  begins  on  the  date  the  Authority  receives  the  revised  financial  plan  and  budget,  the  Authority 
shall  be  deemed  to  have  approved  the  revised  financial  plan  and  budget;  and 

WHEREAS,  the  Authority  on  March  21, 1996,  disapproved  the  initial  financial  plan  and  budget 
for  fiscal  year  1997  submitted  by  the  Mayor,  while  recognizing  that  it  was  a  work  in  progress  intended 
to  receive  fiuther  refinement  and  improvement  as  the  result  of  a  dialogue  between  the  Mayor  and  the 
Authority,  and  fiirther  recognizing  that  the  initial  financial  plan  and  budget  for  fiscal  year  1 997  submitted 
by  the  Mayor  reflected  progress  in  moving  the  District  of  Columbia  toward  the  goal  of  financial  stability 
and  was  a  significant  good  faith  effort  to  achieve  that  goal;  and 

WHEREAS,  the  Mayor  submitted  a  response  to  the  Authority's  recommendations  on  the 
financial  plan  and  budget  for  fiscal  1997  to  the  Authority  for  review;  and 

WHEREAS,  the  Mayor's  response  does  not  meet  the  requirements  of  Section  201  of  the  Act,  as 
required  by  Section  202(d)  of  the  Act,  although  it  reflects  further  progress  in  moving  the  District  of 
Columbia  toward  the  goal  of  financial  stabiUty  and  is  a  significant  good  faith  effort  to  achieve  that  goal; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

1.  The  Mayor's  response,  submitted  to  the  Authority,  is  disapproved  by  the  Authority  pursuant 
to  Section  202  of  the  Act 

2.  The  following  constitutes  the  statement  required  by  Section  202  of  the  Act  to  be  provided  by 
the  Authority  to  the  Mayor,  the  Council,  the  President  and  Congress: 

(A)  The  reasons  for  the  Authority's  disapproval  are  set  forth  in  this  Resolution  and  in  the 
attached  document; 

(B)  The  Authority's  recommendations  for  a  financial  plan  and  budget  for  fiscal  year  1997 
for  the  District  government,  which  meets  the  requirements  of  Section  201  of  the  Act,  are  attach&d  hereto. 
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3.    This  Resolution  and  the  attachment  thereto  shall  be  effective  immediately,  and  shall  be 
submitted  to  the  Mayor  and  the  Council. 

Adopted  thb  8th  day  of  May,  1996 


Andrew  F.  Brimmer 
Chair 


One  Thomas  Circle,  N.W.  ■     Suile  900  •    Washington.  D.C.  20005  •     (202)504-3400 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY^ 


RESOLUTION 

WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Act  of  1995,  PX.  104-8  Hfae  AcfO.  provides  that,  if  the  Authority 
disapproves  the  Mayor's  initial  financial  plan  and  budget  for  the  fiscal  year,  the  Mayor  shall  submit 
to  the  Authority  a  revised  financial  plan  and  budget  for  die  fiscal  year,  that  the  Authority  shall 
promptiy  review  the  revised  financial  plan  and  budget,  and  that,  if  the  Authority  has  not  provided 
the  Mayor,  the  Council,  die  President  and  Craigreiss  witii  a  notice  certifying  approval  or  a  statement 
of  disapproval  upon  die  aq)iration  of  die  15  day  period  which  begins  on  the  date  the  Autiiority 
receives  die  revised  financial  plan  and  budget,  the  Authority  shall  be  deemed  to  have  approved  the 
revised  financial  plan  and  budget;  and 

WHEREAS,  tiie  Authority  on  March  21, 1996,  disapproved  die  initial  financial  plan  and 

budget  for  fiscal  year  1 997  submitted  by  die  M^or,  while  recognizing  diat  it  was  a  wo±  m  progress 
intended  to  receive  fiirdier  refinement  and  improvement  as  die  result  of  a  dialogue  between  the 
Mayor  and  die  Audiority,  and  fiirtiier  recognizing  diat  die  initial  financial  plan  and  budget  for  fiscal 
year  1 997  submitted  by  die  Mayor  reflected  progress  in  moving  die  District  of  Columbia  toward  die 
goal  of  financial  stability  and  was  a  significant  good  feitii  effort  to  achieve  that  goal;  and 

WHEREAS,  die  Mayor  submitted  a  response  to  die  Autiiority's  recommendations  on  die 
financial  plan  and  budget  for  fiscal  1997  to  die  Audiority  for  review;  and 

WHEREAS,  die  Audiority  has  reviewed  die  response  submitted  by  die  Mayor,  witii  a  view 
toward  recommending  revisions  and  improvements  in  it; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority  makes  die  recommendations  set  fordi  in  its  Final  Report  on  die  Mayor's 
District  of  Columbia  FY  1997  Budget  and  Multiyear  Plan  relating  to  Staffing  and  Personnel  Reform. 

Adopted  this  8th  day  of  May,  1996 

Andrew  F.  Brimmer 

Chair  ^ 


One  Thomas  Circle.  N.W.,  •  Suite  900.  •  Washington.  DC.  20005  •  (202)504-3400 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORTTY") 


RESOLUTION 

WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and 
Management  AssistLice  Act  of  1995,  PX.  104-8  Cthc  Acf),  provides  that,  if  the  Authority 
disapproves  the  Mayor's  initial  financial  plan  and  budget  for  the  fiscal  year,  the  Mayor  shall  submit 
to  the  Autiiority  a  revised  financial  plan  and  budget  for  the  fiscal  year,  that  the  Authority  shall 
promptiy  review  the  revised  financial  plan  and  budget,  and  that,  if  the  Authority  has  not  provided 
the  Mayor,  the  Council,  the  President  and  Congress  with  a  notice  certifying  ^proval  or  a  statement 
of  dis^proval  upon  tiie  expiration  of  the  15  day  period  w^ch  begins  on  the  date  the  Authority 
receives  the  revised  financial  plan  and  budget,  the  Authority  shall  be  deemed  to  have  approved  the 
revised  financial  plan  and  budget;  and 

WHEREAS,  the  Autiiority  on  Mareh  21,  1996,  disapproved  the  initial  financial  plan  and 
budget  for  fiscal  year  1997  submitted  by  tiie  Mayor,  v/bile  recognizmg  that  it  was  a  woric  in  progress 
intended  to  receive  fiuther  refinement  and  improvement  as  tiie  result  of  a  dialogue  between  tiie 
Mayor  and  die  Autiiority,  and  fiirtiier  recognizing  tiiat  tiie  initial  financial  plan  and  bucket  for  fiscal 
year  1997  submitted  by  tiie  Mayor  reflected  progress  in  moving  tiie  District  of  Columbia  toward  tiie 
goal  of  fiinancial  stability  and  was  a  significant  good  faitii  effort  to  achieve  tiiat  goal;  and 

WHEREAS,  tiie  Mayor  submitted  a  response  to  tiie  Autiiority's  recommendations  on  tiie 
financial  plan  and  budget  for  fiscal  1997  to  tiie  Autiiority  for  review;  and 

WHEREAS,  the  Autiiority  has  reviewed  tiie  response  submitted  by  the  Mayor,  witii  a  view 
toward  recommending  revisions  and  improvements  in  it; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Autiiority  makes  tiie  recommendations  set  forth  in  its  Final  Report  on  tiie  Mayor's 
District  of  Columbia  FY  1997  Budget  and  Multiyear  Plan  relating  to  Public  Safety  Agencies. 


Adopted  this  8th  day  of  May,  1996 


Andrew  F.  Brimmer 
Chair 


One  Tliomas  Circle.  N.W.,  -  Suite  900.  •  Washington.  DC.  20005  •  (202)504-3400 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILrrY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 


RESOLUTION 

WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Act  of  1995,  PX.  104-8  C^e  Act^,  provides  that,  if  the  Authority 
disapproves  the  Mayor's  initial  financial  plan  and  budget  for  die  fiscal  year,  the  Mayor  shall  submit 
to  the  Authority  a  revised  financial  plan  and  budget  for  the  fiscal  year,  that  the  Authority  shall 
promptly  review  the  revised  financial  plan  and  budget,  and  that,  if  the  Authority  has  not  provided 
the  Mayor,  the  Council,  the  President  and  Congress  with  a  notice  certifying  approval  or  a  statement 
of  disapproval  upon  the  expiration  of  the  15  day  period  which  begins  on  the  date  the  Authority 
receives  the  revised  financial  plan  and  budget,  the  Authority  shall  be  deemed  to  have  approved  the 
revised  financial  plan  and  budget;  and 

WHEREAS,  the  Authority  on  March  21,  1996,  disapproved  the  initial  financial  plan  and 
budget  for  fiscal  year  1 997  submitted  by  the  Mayor,  v^e  recognizing  diat  it  was  a  work  in  progress 
intended  to  receive  fiirther  refinement  and  improvement  as  the  result  of  a  dialogue  between  the 
Mayor  and  the  Authority,  and  furtiier  recognizing  tiiat  die  initial  financial  plan  and  budget  for  fiscal 
year  1997  submitted  by  the  Mayor  reflected  progress  in  moving  the  District  of  Columbia  toward  the 
goal  of  financial  stability  and  was  a  significant  good  faith  effort  to  achieve  that  goal;  and 

WHEREAS,  the  Mayor  submitted  a  response  to  the  Authority's  recommendations  on  the 
financial  plan  and  budget  for  fiscal  1997  to  the  Authority  for  review;  and 

WHEREAS,  the  Authority  has  reviewed  die  response  submitted  by  the  Mayor,  with  a  view 
toward  recommending  revisions  and  improvements  in  it; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority  makes  the  recommendations  set  forth  in  its  Final  Report  on  the  Mayor's 
District  of  Columbia  FY  1997  Budget  and  Multiyear  Plan  relating  to  Education. 

Adopted  this  8th  day  of  May,  1996 


Q.^xJ^.&cdF. 


Andrew  F.  Brimmer 
Chair 


One  Tliomas  Circle,  N.W.,  •  Suicc  900.  •  Wasliinglon,  DC.  20005"  (202)504-3400 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 


RESOLUTION 

WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Act  of  1995,  P.L.  104-8  C^e  Act"),  provides  that,  if  the  Authority 
disapproves  the  Mayor's  initial  financial  plan  and  budget  for  the  fiscal  year,  the  Mayor  shall  submit 
to  the  Authority  a  revised  financial  plan  and  budget  for  the  fiscal  year,  that  the  Authority  shall 
promptly  review  the  revised  financial  plan  aiKl  budget,  and  that,  if  the  Authority  has  not  provided 
the  Mayor,  the  Council,  the  President  and  Congress  with  a  notice  certifying  approval  or  a  statement 
of  disapproval  upon  the  expiration  of  the  15  day  period  which  begins  on  the  date  the  Authority 
receives  the  revised  financial  plan  and  budget,  the  Authority  shall  be  deemed  to  have  approved  the 
revised  financial  plan  and  budget;  and 

WHEREAS,  the  Authority  on  March  21,  1996,  disapproved  the  initial  financial  plan  and 
budget  for  fiscal  year  1997  submitted  by  the  Mayor,  while  recognizing  that  it  was  a  work  in  progress 
intended  to  receive  further  refinement  and  improvement  as  the  result  of  a  dialogue  between  the 
Mayor  and  the  Authority,  and  further  recognizing  that  the  initial  financial  plan  and  budget  for  fiscal 
year  1997  submitted  by  the  Mayor  reflected  progress  in  moving  the  District  of  Columbia  toward  the 
goal  of  financial  stability  and  was  a  significant  good  feith  effort  to  achieve  that  goal;  and 

WHEREAS,  the  Mayor  submitted  a  response  to  the  Authority's  reconunendations  on  the 
financial  plan  and  budget  for  fiscal  1997  to  the  Authority  for  review;  and 

WHEREAS,  the  Audiority  has  reviewed  the  response  submitted  by  the  Mayor,  with  a  view 
toward  recommending  revisions  and  improvements  in  it; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority  makes  the  recommendations  set  forth  in  its  Final  Report  on  the  Mayor's 
District  of  Columbia  FY  1997  Budget  and  Multiyear  Plan  relating  to  Health  and  Human  Services. 

Adopted  this  8th  day  of  May,  1996 


Andrew  F.  Brimmer 
Chair 


One  Tliomas  Circle,  N.W.,  •  Suite  900,  •  Washington,  D  C    20005'  (202)50^-3400 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORmr) 


RESOLUTION 

WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Act  of  1995,  PX.  104-8  (^e  AcO.  provides  that,  if  the  Authority 
disapproves  the  Mayor's  initial  financial  plan  and  budget  for  the  fiscal  year,  the  Mayor  shall  submit 
to  the  Authority  a  revised  financial  plan  and  budget  for  the  fiscal  year,  that  the  Authority  shall 
promptly  review  the  revised  financial  plan  and  budget,  and  that,  if  the  Authority  has  not  provided 
die  Mayor,  the  Council,  the  President  and  Congress  widi  a  notice  certifying  approval  or  a  statement 
of  disapproval  upon  the  expiration  of  the  IS  d^  period  w^ch  begins  on  the  date  the  Authority 
receives  the  revised  financial  plan  and  budget,  die  Audiority  shall  be  deemed  to  have  approved  the 
revised  financial  plan  and  budget;  and 

WHEREAS,  the  Authority  on  March  21, 1996,  disapproved  the  initial  financial  plan  and 
budget  for  fiscal  year  1 997  submitted  by  tbe  Mayor,  while  recognizing  that  it  was  a  work  in  progress 
intended  to  receive  fiirther  refinement  and  improvement  as  the  result  of  a  dialogue  between  the 
Mayor  and  die  Authority,  and  fiirther  recognizing  diat  die  hiitial  financial  plan  and  budget  for  fiscal 
year  1997  submitted  by  die  Mayor  reflected  progress  in  movii^  the  District  of  Columbia  toward  the 
goal  of  financial  stability  and  was  a  significant  good  fiddi  efibrt  to  achieve  that  goal;  and 

WHEREAS,  the  Mayor  submitted  a  response  to  the  Authority's  recommendations  on  the 
financial  plan  and  budget  for  fiscal  1997  to  die  Authority  for  review;  and 

WHEREAS,  the  Authority  has  reviewed  the  response  submitted  by  the  Mayor,  with  a  view 
toward  recommending  revisions  and  improvements  in  it; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority  makes  the  recommendations  set  forth  in  its  Final  Report  on  the  Mayor's 
District  of  Columbia  FY  1997  Budget  and  Multiyear  Plan  relating  to  Department  of  Finance  and 
Revenue. 

Adopted  this  8th  day  of  May,  1996 


Andrew  F.  Brimmer 
Chair 


One  Tltotnas  Circle.  N.W..  •  Suite  900.  •  Washington.  DC.  20005"  (202)50J-'400 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 


RESOLUTION 

WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Act  of  1995,  PX.  104-8  C^c  Act"),  provides  that,  if  the  Authority 
disapproves  the  Mayor's  initial  financial  plan  and  budg^  for  the  fiscal  year,  the  Mayor  shall  submit 
to  the  Authority  a  revised  financial  plan  and  budget  for  the  fiscal  year,  that  the  Authority  shall 
promptly  review  the  revised  financial  plan  and  budget,  and  that,  if  the  Authority  has  not  provided 
the  Mayor,  the  Council,  the  President  and  Congress  with  a  notice  certifying  approval  or  a  statement 
of  disapproval  upon  the  e:q}iration  of  the  15  day  period  which  b^ins  on  the  date  the  Authority 
receives  the  revised  financial  plan  and  budget,  the  Authority  shall  be  deemed  to  have  approved  the 
revised  financial  plan  and  budget;  and 

WHEREAS,  the  Authority  on  March  21,  1996,  disapproved  the  initial  financial  plan  and 
budget  for  fiscal  year  1 997  submitted  by  the  Mayor,  while  recognizing  that  it  was  a  work  in  progress 
intended  to  receive  fiirther  refinement  and  improvement  as  the  result  of  a  dialogue  between  the 
Mayor  and  the  Authority,  and  further  recogniziag  that  the  initial  financial  plan  and  budget  for  fiiscal 
year  1 997  submitted  by  the  Mayor  reflected  progress  in  moving  the  District  of  Columbia  toward  the 
goal  of  financial  stability  and  was  a  significant  good  faith  effort  to  achieve  that  goal;  and 

WHEREAS,  the  Mayor  submitted  a  response  to  the  Authority's  recommendations  on  the 
financial  plan  and  budget  for  fiscal  1997  to  the  Authority  for  review;  and 

WHEREAS,  the  Authority  has  reviewed  the  response  submitted  by  the  Mayor,  with  a  view 
toward  recommending  revisions  and  improvements  in  it; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority  makes  the  recommendations  set  forth  in  its  Final  Report  on  the  Mayor's 
District  of  Columbia  FY  1997  Budget  and  Multiyear  Plan  relating  to  Long  Term  -  Financing. 

Adopted  this  8th  day  of  May,  1996 


Andrew  F.  Brimmer 
Chair 


One  Thomas  Circle,  N.W.,  -Suite  900,  •  Wasliingion,  DC.  20005"  (202)504-3400 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 


RESOLUTION 

WHEREAS,  Section  202  of  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Act  of  1995,  P.L.  104-8  C^e  Act"),  provides  that,  if  the  Authority 
disapproves  the  Mayor's  initial  financial  plan  and  budget  for  the  fiscal  year,  the  Mayor  shall  submit 
to  the  Authority  a  revised  financial  plan  and  budget  for  the  fiscal  year,  that  the  Authority  shall 
prompdy  review  the  revised  financial  plan  and  budget,  and  that  if  the  Authority  has  not  provided 
the  Mayor,  the  Council,  the  President  and  Congress  with  a  notice  certifying  approval  or  a  statement 
of  disapproval  upon  the  expiration  of  the  15  day  period  which  begins  on  the  date  the  Authority 
receives  the  revised  financial  plan  and  budget,  the  Authority  shall  be  deemed  to  have  approved  the 
revised  financial  plan  and  budget;  and 

WHEREAS,  the  Authority  on  March  21,  1996,  disapproved  the  initial  financial  plan  and 
budget  for  fiscal  year  1 997  submitted  by  the  Mayor,  while  recognizing  that  it  was  a  work  in  progress 
intended  to  receive  further  refinement  and  improvement  as  the  result  of  a  dialogue  between  the 
Mayor  and  the  Authority,  and  further  recognizing  that  the  initial  financial  plan  and  budget  for  fiiscal 
year  1997  submitted  by  the  Mayor  reflected  progress  in  moving  the  District  of  Columbia  toward  the 
goal  of  financial  stability  and  was  a  significant  good  faith  effort  to  achieve  that  goal;  and 

WHEREAS,  the  Mayor  submitted  a  response  to  the  Authority's  recommendations  on  the 
financial  plan  and  budget  for  fiscal  1997  to  the  Authority  for  review;  and 

WHEREAS,  the  Authority  has  reviewed  the  response  submitted  by  the  Mayor,  with  a  view 
toward  recommending  revisions  and  improvements  in  it; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority  makes  the  recommendations  set  forth  in  its  Final  Report  on  the  Mayor's 
District  of  Columbia  FY  1997  Budget  and  Multiyear  Plan  relating  to  Other  Functions. 

Adopted  this  8th  day  of  May,  1996 


Andrew  F.  Brimmer 
Chair 


One  Tliomas  Circle.  N.W.,  •  Suite  900,  ■  Washington,  DC.  20005"  (202)504-3400 
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FY  1997  FINANCIAL  PLAN  AND  BUDGET 

Dr.  Brimmer.  Thank  you.  As  I  had  mentioned  already  this  after- 
noon, the  Authority  has  gained  considerable  insight  into  the  budget 
process  and  the  District's  strengths  and  weaknesses  by  working 
with  the  District  in  the  formulation  and  execution  of  the  Fiscal 
Year  1996  budget.  My  discussion  of  contracting  and  personnel  con- 
cerns, especially,  highlights  some  of  what  we  have  learned.  We  be- 
lieve these  insights  are  reflected  in  the  current  budget  process. 

On  March  21,  1996,  the  Authority  issued  a  report  detailing  rec- 
ommendations to  the  District  on  the  Mayor's  Fiscal  Year  1997  fi- 
nancial plan  and  budget.  The  Mayor  responded  to  those  rec- 
ommendations through  reports  and  correspondence  issued  to  the 
Authority  during  the  last  several  weeks.  The  Mayor's  response  con- 
tinued the  process  begun  in  February  of  developing  a  financial  plan 
and  budget  under  the  guidelines  of  our  statute.  In  order  to  assess 
the  Mayor's  revised  budget,  we  evaluated  the  information  received 
against  several  criteria:  the  standards  outlined  in  the  statute,  the 
Authority's  guidance  issued  in  its  responses  issued  in  its  responses 
to  the  first  draft  plan,  and  our  prior  recommendations. 

AUTHORITY  COULD  NOT  APPROVE  MAYOR'S  INITIAL  BUDGET 
SUBMISSION 

After  reviewing  the  revised  budget,  the  Authority  concluded  in  a 
public  meeting  on  May  8,  1996,  that  it  could  not  be  approved  as 
submitted.  Nevertheless,  we  also  felt  that  with  the  incorporation  of 
a  number  of  changes,  the  Authority  believes  that  the  Mayor's  re- 
vised budget  could  conform  to  the  standards  required  by  the  law, 
but  as  submitted  we  felt  we  could  not  accept  it,  so  it  was  rejected. 
We  issued  a  report  last  week  that  contains  a  discussion  of  the 
standards,  as  well  as  the  reasons,  why  we  made  the  changes. 

authority's  BUDGET  REVIEW  PROCESS 

Let  me  turn  now,  briefly,  to  a  discussion  of  the  continuing  proc- 
ess of  review.  Our  budget  went  to  the  Council.  The  Council  is  now 
getting  underway  its  own  review  of  that  budget.  I  understand  that 
they  will  go  through  a  number  of  hearings  and  they  will  prepare 
their  own  version  of  a  budget  well  before  the  June  15  deadline. 

AUTHORITY'S  OWN  BUDGET  FOR  DISTRICT 

We,  in  the  meantime,  will  be  continuing  to  look  at  our  own  budg- 
et as  drafted  and  adopted  on  May  8;  we  will  refine  our  assumptions 
and  the  analysis.  When  we  got  the  information  from  the  Mayor, 
there  were  a  number  of  gaps;  we  are  hopeful  of  having  some  of 
those  filled  in  the  interval.  However,  we  anticipate  that  in  the  final 
version  we  will  have  to  send  to  the  Congress  by  June  15 — which 
we  intend  to  do — the  estimates  will  not  differ  substantially  from 
what's  in  the  budget  at  this  time.  But  we  will  be  refining  those  and 
I  would  anticipate  that  when  we  send  our  budget  to  the  Congress, 
according  to  the  schedule  in  the  statute,  our  estimates  and  analy- 
ses will  be  substantially  where  they  are  today.  So,  I  would  ask  you 
to  think  to  accept  the  presentation  in  the  draft  as  a  very  close  ap- 
proximation of  where  we  will  most  likely  come  out. 
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authority's  changes  to  mayor's  budget  submission 

Now,  Mr.  Chairman,  the  Authority  had  to  make  and  did  make 
some  very  specific  changes  in  the  recent  budget  submitted  by  the 
Mayor.  For  instance,  there  were  underestimated  expenditures  in 
Medicaid,  pubUc  safety,  and  pubUc  education. 

MEDICAID  EXPENDITURES  WERE  UNDERESTIMATED 

Specifically,  the  Authority  estimates  that  Medicaid  expenditures 
were  underestimated  by  a  net  of  $29.5  million.  This  underestimate 
primarily  resulted  from  costs  to  provide  Medicaid  coverage  to 
AFDC  recipients  and  additional  costs  of  services  to  former  D.C.  Vil- 
lage residents. 

DEPARTMENT  OF  CORRECTIONS  UNDER  FUNDED 

In  public  safety,  most  of  the  additional  costs  resulted  from  under- 
funding  in  the  Department  of  Corrections  and  the  undocumented 
assumption  that  the  Bureau  of  Prisons  will  house  more  than  1,000 
District  prisoners  at  no  charge. 

PUBLIC  SAFETY  UNDER  FUNDED 

Other  additional  expenditures  in  public  safety  included  the  costs 
of  fully  funding  3,800  police  officers  and  general  under-budgeting 
of  expenditures  associated  with  fire  and  emergency  medical  serv- 
ices. Public  education  expenditures  needed  to  be  increased  pri- 
marily because  all  costs  of  privatizing  food  service,  security,  and 
transportation  had  not  been  budgeted. 

AUTHORITY'S  ADJUSTMENTS  TO  MAYOR'S  FISCAL  YEAR  1997  BUDGET 

REQUEST 

Mr.  Chairman,  let  me  summarize  quickly  what  we  did  with  the 
budget  and  why  we  made  the  adjustments  I  just  described.  The 
budget  we  received  from  the  Mayor  projected  a  deficit  for  Fiscal 
Year  1996  of  $116  million.  We  looked  at  that  budget  and  concluded 
that  it  was  probably  a  close  approximation,  and  at  this  juncture 
that  seemed  reasonable. 

MAYOR'S  BUDGET  REQUEST  HAD  $5L7  MILLION  DEFICIT 

We  also  received  from  the  Mayor  a  budget  for  Fiscal  Year  1997 
showing  a  deficit  of  $51.7  million.  We  should  keep  those  two  figures 
in  mind:  $116  million  for  1996  and  $51.7  million  for  1997.  After  our 
analysis  of  the  budget  in  some  detail,  we  concluded  that  that  figure 
did  not  reflect  an  adjustment  necessary  to  fund  a  number  of  addi- 
tional services.  We  concluded  that  additional  expenditures  were 
needed  because  of  Medicaid,  as  I  just  described.  The  figure  the 
Mayor  had  submitted,  in  our  judgment,  underestimated  Medicaid 
expenditures  by  $29.5  million. 

PUBLIC  SAFETY  AND  PUBLIC  EDUCATION  BUDGETS  UNDER  FUNDED 

We  also  concluded  that  the  Mayor's  estimate  for  public  safety- 
police,  corrections,  and  so  on — underestimated  expenditures  by 
$35.3  million,  and  we  concluded  that  expenditures  for  public  edu- 
cation had  been  underestimated  by  $13  million. 
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BUDGET  UNDERESTIMATED  BY  $77.9  MILLION 

In  sum,  $77.9  million  we  found  represented  underestimates  of 
the  budget.  In  other  words,  if  the  budget  forecast  had  been  accu- 
rate and  had  aligned  expected  expenditures  more  with  what  we 
thought  would  be  the  requirements,  there  would  need  to  be  an  ad- 
ditional expenditure  of  $77.9  million. 

ADJUSTED  BUDGET  DEFICIT  WAS  $129.6  MILLION 

That  amount  would  have  raised  the  deficit  from  $51.7  million  to 
$129.6  million.  We  concluded  that  that  deficit  was  too  large. 

DEFICIT  WAS  TOO  HIGH 

A  deficit  of  roughly  $130  million  would  not  have  shown  any  im- 
provement, would  not  have  shown  any  reduction,  compared  with 
the  $116  million.  So  we  sought  other  places  to  reduce  expenditures 
in  order  to  get  down  to  a  number  below — so  the  deficit  would  be 
below  what  it  is  likely  to  be  in  1996. 

BUDGET  DEFICIT  REDUCED  TO  $99. 1  MILLION 

In  that  regard,  we  mandated  that  an  additional  $29.5  million  be 
found  in  the  Department  of  Human  Services,  other  than  in  Medic- 
aid. So  we  cut  the  rest  of  that  budget  by  $129  million  and  we  also 
reduced  economic  development  by  $1  million.  That  allowed  us  to 
achieve  a  reduction  of  $30.5  million,  and  that  brought  the  adjusted 
deficit  down  to  $99.1  million. 

"VERY  STRANGE  BUDGETING" 

We  believe  that  the  practice  of  underestimation  reflected  the 
same  kind  of  imprecise  and  very  strange  budgeting  which  we  had 
witnessed  before,  and  which  I  flagged  earlier  as  an  example  of  the 
kind  of  reform  and  correction  we  would  be  seeking. 

AUTHORITY  WILL  DEVELOP  BUDGET  ESTIMATES 

With  that  in  mind,  Mr.  Chairman,  what  we  plan  to  do  now  is 
to — as  I  said  earlier — review  our  own  estimates,  review  the  as- 
sumptions, and  put  forward  a  budget  by  the  middle  of  June  that 
reflects  the  further  refinements  that  we  would  have  made. 

AUTHORITY:  DISTRICT  NEEDS  TO  BORROW  LONG-TERM 

Mr.  Chairman,  we  also,  in  the  budget,  addressed  the  question  of 
long-term  financing.  We  recognize  that  the  District  does  need  to 
borrow  long-term.  I  want  to  pause  here.  The  District  has  accumu- 
lated a  huge,  imbedded  cash  shortage  because  it  has  been  bal- 
ancing its  budget — at  least  attempting  to  give  an  impression  of  a 
balanced  budget 

Mr.  Walsh.  Excuse  me,  Dr.  Brimmer.  Did  you  say  "inherited" 
cash? 

PAYMENTS  TO  VENDORS  SLOW 

Dr.  Brimmer.  I  said  inherent — imbedded  deficit.  We  believe  the 
District  needs  to  borrow  because  it  has  run  deficits;  it  has  run  cash 
shortages   that   have   been   financed   through   advances   from   the 
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Treasury;  it's  been  slow  in  payments  to  vendors  and  service-provid- 
ers and  recipients,  and  these  delays  in  meeting  payment  obliga- 
tions to  vendors  and  service-providers  have  created  many,  many 
problems. 

[CLERK'S  NOTE.— Regarding  vendor  payments,  the  Chief  Financial  Officer  stat- 
ed at  a  subsequent  meeting  with  Committee  staff  that  as  of  June  30,  1996  the  Dis- 
trict was  paying  vendors  within  30  to  45  days  after  receipt  of  vendor  invoices,  and 
that  the  balance  of  accounts  payable  as  of  that  date  was  "only  about  $30  million". 
This  was  reconfirmed  at  a  meeting  with  the  Chief  Financial  Officer  on  October  10, 
1996.] 

MUST  BREAK  THE  CYCLE  OF  DIFICITS 

Our  current  cycle  of  deficits,  reduced  cash,  delayed  vendors  pay- 
ments, increased  contract  costs  and  higher  deficits  can  only  be  bro- 
ken, we  believe,  by  an  infusion  of  cash  through  a  long-term  borrow- 
ing and  steady  reduction  of  the  deficit  by  Fiscal  Year  1999.  In  other 
words,  we  don't  think  the  District  can  cure  these  problems,  can 
cure  this  sharp  deficit  by  cutting.  We  just  don't  see  how  they  can 
do  that  and  maintain  any  level  of  service  which  we  think  is  re- 
quired, so  we  believe  they  will  need  to  borrow. 

TIMING  OF  BORROWINGS 

So  the  question  arises,  under  what  circumstances  should  they  do 
that?  We  believe  that  in  the  short-run,  the  District  can  meet  its 
cash  needs  through  the  rest  of  this  Fiscal  Year,  through  the  rest 
of  September,  by  borrowing  from  the  Treasury.  And  we  think  that 
they  will  need  to  borrow  somewhere  in  the  neighborhood  of  $250 
million  or,  perhaps,  $260  million.  We  are  prepared  at  the  Control 
Board  to  support  that  at  this  time. 

With  respect  to  longer-term  borrowing,  we  believe  that  the  best 
approach — and  we  so  recommend  it  in  our  report — we  believe  that 
the  best  approach  is  for  Congress  to  authorize  the  District  to  bor- 
row in  Fiscal  Year  1997— not  before— in  Fiscal  Year  1997,  we  have 
recommended  that  the  Congress  authorize  the  District  to  borrow 
and  set  a  ceiling.  We  have  said  that  the  ceiling  should  be  deter- 
mined as  you  get  closer  to  the  consideration.  We  didn't  recommend 
a  ceiling,  but  we  would  be  prepared  to  do  so  as  you  take  up — and 
we  hope  you  would — take  up  this  recommendation. 

MAYOR  HAS  ASKED  TO  BORROW  $500  MILLION  LONG-TERM 

On  an  order  of  magnitude,  we  took  note  of  the  fact  that  the 
Mayor  has  asked  for  $500  million.  Given  the  size  of  this  deficit  that 
has  been  accumulating,  that  strikes  us  as  not  unreasonable  but  we 
are  not  certain  of  that. 

CAPITAL  BORROWING  COULD  BE  $150  MILLION  OR  MORE 

Beyond  that  figure,  the  District  has  an  accumulated  backlog  of 
unsatisfied  capital  expenditures.  The  Mayor,  in  his  plan,  focused  on 
$150  million.  Our  own  review  suggests  that  the  number  is  likely 
to  be  larger  than  that,  depending  on  what  you  want  to  do  and  in 
what  order.  But  there  is  a  huge  deficit  in  capital  expenditures  that 
needs  to  be  satisfied  sometime  down  the  road.  But  if  you  take  even 
the  Mayor's  $150  million  plus  his  $500  million,  that  would  be  $650 
million.  As  I  said,  we  don't  know  what  the  right  number  is;  we 
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think  it  is  a  large  number  and  we  would  like  to  review  it  further, 
and  we  will  share  with  you  the  recommendation  as  to  that  number 
when  you  take  it  up. 

But  we're  also  recommending,  Mr.  Chairman,  that  Congress  au- 
thorize the  borrowing,  but  then  delegate  to  the  Authority  the  re- 
sponsibility to  do  the  following:  to  decide  when  the  city  would  bor- 
row, how  much,  the  terms,  the  collateral  to  be  used  to  secure  it, 
and,  above  all,  the  purposes  to  which  the  proceeds  would  be  put. 
And  we  would  hope  you  would  follow  that  course  and  that  approach 
to  it,  and  then  leave  it  to  us  to  try  to  see  that  the  borrowing  is  im- 
plemented in  such  a  way  as  to  maximize  the  advantages  to  the  city 
and  to  reduce  the  cost. 

AUTHORITY  MAY  HAVE  TO  BORROW  ON  BEHALF  OF  THE  CITY 

At  this  juncture  we  do  not  see  the  prospect  that  the  city  will  be 
able  to  borrow  in  the  marketplace  in  its  own  name.  We  believe  that 
most  likely  the  Authority  would  have  to  borrow  on  behalf  of  the 
city.  Soundings  we  have  made  in  the — among  the  participants  in 
the  financial  market  suggest  to  us  that  that  is  likely  to  be  the  case. 

Mr.  Chairman,  those  are  the  highlights  of  the  report  we  have  in 
front  of  you.  I'd  be  delighted  to  answer  your  questions.  Thank  you 
very  much. 

PREPARED  STATEMENT  OF  DR.  BRIMMER 

[The  statement  of  Mr.  Brimmer  follows:] 
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Mr.  Chairman  and  Distinguished  iVIembers  of  the  Subcommittee: 

My  name  is  Andrew  F.  Brimmer,  and  I  am  Chairman  of  the 
District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Authority.  Thank  you  for  the  opportunity  to  appear 
before  the  Subcommittee  today. 

Introduction 

Mr.  Chairman,  as  requested  by  the  subcommittee,  today  I 
will  discuss  some  of  the  financial  issues  on  which  we  have 
focused  since  our  creation  last  summer.  These  include  the 
Fiscal  Year  1996  budget  and  the  Fiscal  Year  1997  budget  process. 

Although  the  District  of  Columbia  remains  today,  a  year 
after  the  passage  of  Public  Law  104-8,  in  very  serious  financial 
condition,  I  believe  that  improvements  are  now  underway.  In  the 
early  1990's,  the  District  submitted  budgets  to  the  Congress  that 
showed  expenditures  and  receipts  in  balance.  However,  even 
though  the  budgets  were  balanced  on  paper,  the  District  did  not 
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achieve  truly  balanced  budgets.  Rather,  it  relied  on  a  variety  of 
measures  to  help  balance  its  budgets  in  a  purely  accounting 
sense.  These  included  the  following: 

•  The  City  obtained  nearly  $400  million  in  increased  federal 
payments.  ' 

•  About  $225  million  in  additional  budgetary  authority  resulted 
from  transferring  funds  from  the  Water  and  Sewer  Authority. 

•  The  City  did  not  record  a  Washington  Metropolitan  Area  Transit 
Authority  payment  when  due. 

•  The  District  changed  the  legal  definition  of  the  property  tax     ' 
year. 

These  measures  enabled  the  District  to  report  3  years  of 
positive  general  fund  balances.  Then,  for  fiscal  year  1994,  the 
District  recorded  a  $335  million  deficiency.  The  Congress  passed 
a  fiscal  year  1995  appropriation  for  the  District  of  $3.25  billion, 
$140  million  below  the  budget  the  District  submitted  to  the 
Congress. 
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Because  of  the  uncertainties  surrounding  the  1994  audit, 
one  of  the  first  tasks  of  the  Authority  was  to  contract  for  and 
supervise  the  financial  audit  of  the  District.  The  results  of  that 
audit  showed  that,  while  the  Fiscal  Year  1995  deficiency  was 
substantially  less  than  the  prior  year,  extraordinary  steps  were 
taken  to  reduce  spending.  However,  these  extraordinary  steps 
were  not  permanent  actions;  nor  were  they  operational  changes 
with  any  long-term  impact  Instead,  the  steps  were  short-term,  or 
one-time  actions,  with  no  lasting  reductions  or  cost  savings.  For 
example,  furloughs  (one-time  only  savings)  and  pay  reductions 
for  union  employees  for  fiscal  years  1995-1996  resulted  in  almost 
$70  million  in  cost  reductions  for  fiscal  year  1995.  Yet,  these 
measures  had  little  or  no  impact  on  the  long-term  budgetary 
structure  of  the  District  Government. 

Furthermore,  the  District  adopted  an  apportionment 
procedure  to  restrict  agencies'  obligations  and  expenditures  to 
prescribed  limits.  In  the  first  quarter  of  fiscal  year  1995,  the  limit 
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was  25  percent  of  the  appropriation  and  15  percent  in  the  second 
quarter.    This  procedure  did  reduce  spending  -  but  not  in  an 
efficient  manner.  The  District  continued  to  process  payroll  even 
though  the  apportionments  were  being  exceeded,  while  funds 
were  not  available  to  purchase  supplies.  Moreover,  the 
apportionment  process  did  not  apply  to  major  entitlement 
payments,  such  as  Medicaid  and  Aid  to  Families  with  Dependent 
Children  (AFDC). 

As  a  result,  the  fiscal  year  1995  general  fund  deficit  was  $54 
million,  and  overexpenditures  occurred  in  four  appropriations: 

•  Government  Direction  and  Support-$12.8  million. 

•  Public  Education  (Schools)-$12.9  million. 

•  Human  Support  (including  $94  million  in  underbudgeted 
Medicaid  spending)-$64  million. 

•  lnterest-$0.7  million  from  Treasury  borrowing. 
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Also,  the  District's  revenues  were  lower  than  expected  for 
the  second  consecutive  year.  For  fiscal  year  1995,  the  revenues 
were  $96.6  million  under  the  estimated  amounts.  Overall,  these 
problems  contributed  to  a  continued  tight  cash  flow  situation. 
During  fiscal  year  1995,  the  District  borrowed  $146  million  from 
the  U.S.  Treasury  and,  in  December,  1995,  the  District  borrowed 
an  additional  $283  million. 

Fiscal  Year  1996  Budgets 

Mr.  Chairman,  let  me  turn  now  to  the  Fiscal  Year  1996 
budget.  As  you  know,  on  March  29, 1996,  the  Authority  voted  to 
allocate  the  Fiscal  Year  1996  budget  of  the  District  in  accordance 
with  the  $4,994  billion  budget  agreed  upon  by  the  Congressional 
Conference  Committee  on  Appropriations  for  the  District  of 
Columbia.  This  action  was  taken  in  anticipation  of  the  enactment 
of  the  Appropriations  for  the  District  of  Columbia,  which 
occurred  last  month.  The  allocations  became  final  upon  passage 
of  the  District's  appropriations. 
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Our  allocations  represented  the  last  formal  action  taken  on 
the  1996  budget  by  the  Authority  in  a  process  that  began  ten       > 
months  ago,  when  we  reported  to  the  Congress  with         -  *     3 
recommendations  for  revisions  to  the  District's  budget.  Our 
recommendations  addressed  a  variety  of  topics,  including 
management  initiatives,  the  need  for  improved  financial  and 
program  performance  information,  and  significant  reductions  in 
full-time  equivalent  positions  (FTEs)  in  the  District's  workforce. 
The  Authority  recommended  a  budget  totaling  $5,123  billion  to 
the  Congress,  which  was  reduced  by  the  Appropriations 
Conference  Committee  to  $4,994  billion.  The  difference,  of 
course,  is  represented  by  the  allocations  that  the  Authority  was 
directed  to  make  by  the  Appropriations  Act. 

The  Authority  also  reviewed  and  rejected  a  proposed  Fiscal 
Year  1996  supplemental  budget.  The  Council  proposed  a 
supplemental  budget  of  $5,123  -  the  same  amount  we 
recommended  last  summer.  However,  a  supplemental  budget  at 
this  level  would  have  increased  the  accumulated  deficit.  The 
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Authority  concluded  that  approving  such  a  supplemental  budget 
would  be  irresponsible.  Consequently,  in  February,  we 
disapproved  the  Council's  action  and  instead  substituted  the 
budgetary  allocations  discussed  previously. 

Subsequently,  the  Council  responded  with  a  revised  budget 
that  met  the  $4,994  billion  appropriations  ceiling.  The  Authority 
worked  with  the  Council  and  City  officials  to  amend  the  Council's 
revision,  using  spending  plans  submitted  by  agencies  at  the 
request  of  the  Chief  Financial  Officer.  We  attempted  to  minimize 
the  impacts  of  the  reductions  on  the  City's  service  delivery  and 
operations  by  focusing  on  management  and  other  administrative 
overhead  while  meeting  the  Congressional  budget  ceiling. 
Indeed,  those  agencies  which  are  streamlining  operations  by 
impacting  service  delivery  to  the  District's  citizens  are  doing  so 
in  contravention  of  our  recommendation  that  reductions  first  be 
targeted  on  management  and  administrative  overhead. 
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Let  me  also  comment,  Mr.  Chairman,  that  -  although 
Authority  Members  are  pleased  the  appropriations  for  the  District 
finally  were  passed  -  delay  exacerbated  the  fiscal  problems  of 
the  City.    In  the  absence  of  an  appropriation  for  the  District, 
combined  with  the  delay  in  receipt  of  the  Federal  payment,  the 
District  continued  to  face  cash  shortages,  a  looming  deficit, 
vendor  payment  problems,  dwindling  revenues,  and  decaying 
Infrastructure.  This  situation  clearly  caused  delay,  and  even 
some  reversal,  in  the  progress  the  District  made  toward 
stabilizing  its  financial  condition.  Moreover,  the  absent  Federal 
payment  also  raised  the  costs  to  the  District  through  increased 
interest  charges  and  contract  costs.  It  is  our  hope  that  similar 
damaging  delays  will  not  affect  the  Fiscal  Year  1997 
appropriations  for  the  District, 

Fiscal  Year  1996  Status  and  Actions  ^ 

Mr.  Chairman,  let  me  now  discuss  the  progress  that  has 
occurred  during  fiscal  year  1996.  The  District's  spending,  as 
reported  by  the  Financial  Management  System,  was  $1,768  billion 
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as  of  March  31, 1996.  This  is  14  percent  ($295  million)  less  than 
fiscal  year  1995  spending  for  the  same  six-month  period,  and 
represents  about  35  percent  of  the  $4,994  billion  appropriation 
enacted  for  the  District.  At  the  same  time  last  year,  the  District 
had  spent  about  40  percent  of  Its  budget.  While  the  spending  is 
reported  to  be  reduced,  I  agree  with  the  Chief  Financial  Officer's 
recent  warning  before  this  Subcommittee  that  some  agencies  are 
in  position  to  overspend  this  fiscal  year. 

The  potential  for  overspending  this  year  exists  for  several 
reasons,  mainly  because  of  the  financial  system,  contracting 
practices,  and  Inadequate  practices  to  control  staffing  levels. 

First,  the  District's  financial  information  and  internal 
controls  are  poor.  The  District  does  not  know  the  status  of 
expenditures  against  budgeted  amounts  and  allows  millions  of 
dollars  of  obligations  to  occur  outside  of  the  accounting  system. 
Many  transactions  are  not  entered  into  the  financial  management 
system  until  months  after  the  events  occur.  Also,  feeder  systems 
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are  not  integrated  with  the  central  system,  which  means  that 
transactions  must  be  manually  recorded  in  the  Financial 
Management  System.  In  many  instances,  obligations  are 
recorded  in  the  system  after  payments  are  made.  As  a  result, 
there  is  a  lack  of  timely  and  accurate  information  to  manage 
budget  execution. 

While  the  current  financial  management  system  is  not  an 
effective  tool  to  monitor  or  manage  funds,  the  Chief  Financial 
Officer  has  taken  steps  to  better  control  and  identify  potential 
problem  areas. 

First,  a  budget  execution  team  has  been  established  in  the 
budget  office:  (1)  to  monitor  agency  spending  and  revenue 
collections;  (2)  to  develop  useful  financial  management  reports 
that  compare  spending  and  current  apportionments  with 
projected  spending;  and  (3)  to  alert  District  officials  of  potential 
overspending  and  work  with  agencies  to  develop  options  to 
resolve  potential  overspending. 
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Secondly,  a  certification  team  has  been  established  in  the 
Controller's  office:  (1)  to  review  and  certify  all  obligating 
documents  prior  to  acceptance  into  the  financial  management 
system;  and  (2)  to  review  all  vouchers  prior  to  payment.  This  is 
to  assure  that  only  proper  obligations  are  incurred  and  that 
actual  payments  are  appropriate  in  accordance  with  obligating 
documents.  These  actions  should  help  compensate  for  the  lack 
of  an  effective  system,  but  real  progress  will  only  occur  with  the 
implementation  of  a  new  financial  management  system. 

I  would  also  note  that  the  financial  management  system  is 
only  as  good  as  the  information  that  is  recorded  in  the  system. 
Many  agencies  are  still  entering  into  contracts  without  recording 
the  contracts  as  obligations  in  the  system  or  without  obtaining 
the  certification  of  funds  availability  by  the  Chief  Financial  Officer 
or  the  Authority's  approval.  As  I  have  said  on  previous 
occasions,  the  Authority  views  as  invalid  any  contracts,  whether 
entered  into  by  Executive  agencies  or  independent  agencies,  that 
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have  been  neither  certified  by  the  CFO  nor  approved  by  the 
Authority.  In  the  future,  the  Authority  will  ask  the  CFO  to  de- 
obligate  funds  for  all  invalid  contracts. 

Most  agencies  are  still  awarding  contracts  without  using 
competitive  procedures  and  paying  far  too  much  for  supplies  and 
services.    The  Authority  is  now  working  closely  with  the  District 
and  we  hope  to  see  positive  change  in  this  area  shortly.    We  are 
determined  to  help  the  District  build  an  organization  which 
stresses  accountability  and  efficiency,  and  which  provides  timely, 
competitively-priced  services.  In  pursuit  of  this  goal,  we  have 
started  meeting  with  each  agency  to  discuss  our  concerns  over 
contract  practices.  Additionally,  we  have  taken  action  against 
individuals  and  agencies  that  continue  to  violate  contract  law  and 
procedure.  Most  notably,  due  to  our  concerns,  as  well  as 
concerns  identified  by  the  City  Administrator,  the  Department  of 
Human  Services'  (DHS)  contracting  authority  has  been 
suspended,  and  a  senior  contracting  official  has  been  placed  in  a 
non-contract  related  position.  We  are  also  investigating  whether 
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similar  actions  should  be  taken  against  additional  individuals 
within  DHS  due  to  our  concern  over  numerous  two-week 
contracts  being  issued  to  a  firm  responsible  for  providing  data 
entry  services  for  the  Commission  on  Mental  Health. 

Let  me  stress  that,  while  the  Authority  will  not  hesitate  to 
use  strong  measures  when  necessary,  our  goal  is  to  work  with 
the  District  to  help  rebuild  its  procurement  function.  The 
Authority,  in  conjunction  with  the  City  Administrator's  office, 
expects  to  detail  trained  contracting  professionals  from  the 
Federal  Government  to  DHS  to  issue  and  award  contracts  in  a 
more  timely  and  effective  manner.  In  an  effort  to  improve 
contracting,  the  Authority  is  also  assisting  the  City  Administrator 
in  implementing  automation  and  training  initiatives.  Change  will 
not  happen  overnight  But,  by  working  together  with  City  officials, 
we  can  foster  a  cultural  change  in  the  District's  procurement 
practices  and  speed  contract  reform. 

With  regard  to  fiscal  1996,  personnel  concerns  have  also 
been  critical.  Under  the  budget  ceiling  of  $4,994  billion  for  fiscal 


13 


210 

year  1996,  a  total  of  33,850  is  to  be  achieved.  One  of  the  primary 
ways  the  District  expects  to  achieve  the  budget  ceiling  -  and, 
more  importantly,  provide  less  costly  operations  in  the  future  -  is 
through  workforce  downsizing.  More  than  60  percent  of  the 
reductions,  about  6,527  FTEs,  must  take  place  before  the  end  of 
this  fiscal  year.  In  fact,  about  half  of  the  total  reductions  was 
mandated  by  the  Authority  last  summer.  These  1996  reductions 
are  to  be  realized  by  transferring  agencies  off  the  budget, 
privatizing  entire  functions,  and  employee  separations. 
Functions  that  are  being  removed  from  the  budget  or  privatized 
include:  the  Department  of  Public  Housing,  the  Sports 
Commission,  D.C.  General  Hospital  and  Department  of  Human 
Services  clinics,  and  the  Water  and  Sewer  Administration.  These 
functions  comprise  3,847  FTEs.  After  these  functions  are 
transferred  off  the  budget,  the  District  still  needs  to  reduce  FTEs 
in  other  agencies  by  2,680  to  stay  within  the  September  30, 1996 
ceiling. 


14 


211 

Unfortunately,  the  District's  progress  in  reducing  FTEs  lias 
been  slow.  As  of  March,  1996,  the  District  has  reduced  only  432 
FTEs  since  October,  1995.  Furthermore,  most  of  these 
reductions  have  occurred  in  agencies  that  are  in  serious  need  of 
additional  staff.  For  example,  the  Metropolitan  Police  Department 
has  had  107  reductions,  and  Corrections  has  lost  101  FTEs.  The 
least  progress  in  FTE  reductions  has  occurred  in  the  District's 
Public  schools  and  at  the  University  of  the  District  of  Columbia. 
The  schools'  FTE  budget  is  10,167  FTEs,  but  as  of  March,  1996, 
the  schools  had  11,599  FTEs  on-board  -  or  1,432  above  the 
budget.  The  University  of  the  District  of  Columbia/Law  School, 
as  of  March,  1996,  was  98  FTEs  over  its  ceiling  of  1,079.  In  fact, 
both  the  public  schools  and  UDC/Law  School  have  added  FTEs 
since  October,  1995. 

The  District  needs  to  reduce  FTEs  by  an  additional  2,248  to 
reach  the  Financial  Plan  and  Budget's  ceiling  by  September  30, 
1996.  The  District  has  begun  to  carry  out  reductions-in-force  of 
personnel  totaling  about  800  FTEs  in  Executive  Branch  agencies. 


15 


212 

We  remain  concerned,  however,  that  specific  reduction-in-force 
plans  are  not  available  for  the  Schools  or  UDC. 

Finally,  the  Authority  has  concerns  about  other  issues  that 
could  have  significant  detrimental  impact  on  fiscal  1996 
spending,  including  overtime  costs  in  the  Department  of 
Corrections,  leases  for  UDC  buildings,  Medicaid  costs,  and 
centralized  costs  underfunded  in  the  Department  of 
Administrative  Services. 

The  CFO,  in  conjunction  with  the  City  Administrator  and  the 
Authority,  is  working  to  address  these  issues  and  other 
budgetary  concerns,  in  addition  to  the  budget  execution  team 
and  the  certification  team  discussed  previously,  the  Chief 
Financial  Officer  has:  (1)  worked  extensively  with  vendors  to  help 
clarify  the  status  of  claims  and  to  resolve  any  vendor  payment 
issues;  (2)  proposed  revisions  to  the  capital  projects  approval 
process  and  the  financing  methodology;  (3)  initiated  actions  to 
preclude  overbooking  indirect  costs  in  anticipation  of  receipt  of 
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grants;  and  (4)  brought  agency  controllers  directly  under  the 
control  of  the  CFO.  The  Authority  hopes  that  these  actions,  and 
others,  will  help  to  instill  needed  fiscal  discipline  in  the  District  of 
Columbia. 

Fiscal  Year  1997  Budget 

Mr.  Chairman,  let  me  now  turn  to  the  fisca!  1997  budget.  As 
I  have  mentioned  already  this  afternoon,  the  Authority  has  gained 
considerable  insight  into  the  budget  process  and  the  District's 
strengths  and  weaknesses  by  working  with  the  District  in  the 
formulation  and  execution  of  the  fiscal  1996  budget.  My 
discussion  of  contracting  and  personnel  concerns,  especially, 
highlights  some  of  what  we  have  learned.   We  believe  these 
insights  are  reflected  in  the  current  budget  process. 

On  March  21, 1996,  the  Authority  issued  a  Report  detailing 
recommendations  to  the  District  on  the  Mayor's  Fiscal  Year  1997 
Financial  Plan  and  Budget.  The  Mayor  has  responded  to  those 
recommendations  through  reports  and  correspondence  issued  to 
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the  Authority  during  the  last  several  weeks.  The  Mayor's 
response  continues  the  process  begun  in  February  of  developing 
a  financial  plan  and  budget  under  the  guidelines  established  by 
Public  Law  104-8,  which  created  the  Authority. 

In  order  to  assess  the  Mayor's  revised  budget,  we  evaluated 
the  information  received  against  several  criteria:  (1)  the 
standards  outlined  in  Public  Law  104-8;  (2)  the  Authority's 
guidance  issued  in  its  responses  to  the  Draft  Financial  Plan  and 
Budget;  and  (3)  our  prior  recommendations. 

After  reviewing  the  revised  budget,  the  Authority  concluded 
in  a  public  meeting  on  May  8, 1996,  that  it  could  not  be  approved 
as  submitted.  Nevertheless,  with  the  incorporation  of  a  number 
of  changes,  the  Authority  believes  that  the  Mayor's  Revised 
Budget  could  conform  to  the  standards  required  by  the  law.  We 
issued  a  report  last  week  that  contains  a  discussion  of  the 
standards,  as  well  as  the  changes,  that  would  be  necessary  to 
ensure  the  budget's  statutory  conformance.  After  these  changes 
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are  made  and  the  Council  has  completed  its  review,  the  Authority 
believes  that  the  budget  document  will  be  improved  sufflciently 
for  its  submission  to  the  Congress.  This  document's  discussion 
of  budget  amounts  and  full-time  employment  positions  represent 
our  best  estimates  at  this  time.    However,  between  now  and  June 
15, 1996,  when  the  final  Budget  must  be  submitted  to  the 
Congress,  we  will  continue  to  refine  our  estimates  and  analysis. 

I  would  note,  Mr.  Chairman,  that  the  Authority  did  make 
some  very  specific  changes  in  the  recent  budget  revision 
submitted  by  the  Mayor.  For  instance,  there  were  underestimated 
expenditures  in  Medicaid,  Public  Safety,  and  Public  Education. 
Specifically,  the  Authority  estimates  that  Medicaid  expenditures 
were  underestimated  by  a  net  of  $29.5  million.  This 
underestimate  primarily  resulted  from  costs  to  provide  Medicaid 
coverage  to  AFDC  recipients  and  additional  costs  of  services  to 
former  O.C.  Village  residents.  In  Public  Safety,  most  of  the 
additional  costs  resulted  from  underfunding  in  the  Department  of 
Corrections  and  the  undocumented  assumption  that  the  Bureau 
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of  Prisons  will  house  more  than  1,000  District  prisoners  at  no 
charge.  Other  additional  expenditures  in  Public  Safety  include 
the  costs  of  fully  funding  3,800  police  officers,  and  general       '' 
underbudgeting  of  expenditures  associated  with  Fire  and 
Emergency  Medical  Services.  Public  Education  expenditures 
need  to  be  increased  primarily  because  all  costs  of  privatizing 
food  service,  security,  and  transportation  had  not  been  budgeted. 

The  Authority  determined  that  these  additional  expenditures 
total  $77.9  million  and  increase  the  deficit  to  $129.6  million.  The 
Authority  believes  that  this  deficit,  which  would  be  more  than  $13 
million  higher  than  the  $116  million  deficit  projected  for  the  fiscal 
year  1996  budget,  is  too  large  and  would  not  represent  progress 
toward  equalizing  expenditures  and  revenues,  as  required  under 
the  statute.  Accordingly,  the  Authority  made  two  additional 
adjustments  in  the  revised  budget  to  reduce  total  expenditures. 
Specifically,  the  Authority  reduced  non-Medicaid  DHS 
expenditures  by  $29.5  million.  The  Authority  recommended  in  the 
March  21, 1996,  budget  report  that  the  District  identify  initiatives 
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in  social  services  and  other  parts  of  the  non-Medicaid  portion  of 
the  DHS  budget.  The  Mayor's  Response  did  not  include  any 
additional  initiatives.  The  Authority,  therefore,  reduced  this  item 
by  $29.5  million.  The  Authority  also  reduced  the  Economic 
Development  appropriation  line  item  by  $1  million.  This 
reduction  should  be  achieved  through  improved  operational 
efficiencies. 

The  resulting  Authority-adjusted  budget  would  generate  a 
deficit  of  $99.1  million,  more  than  $16  million  below  the  adjusted 
fiscal  year  1996  projected  deficit. 

The  Mayor's  Report  also  addressed  the  need  for  borrowing 
for  several  different  purposes:  long  term  borrowing  to  finance 
the  effect  of  accumulated  deficits;  borrowing  for  capital 
investment;  and  seasonal  short-term  borrowings.  We  concur 
with  the  need  for  borrowing.  The  District  budget  essentially 
anticipates  that,  with  the  exception  of  the  budget  deficit,  all  cash 
needed  for  operations  will  be  generated  during  the  fiscal  year. 
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Previous  deficits  and  cash  shortages  have  been  financed  in  fiscal 
year  1996  through  advances  from  the  Treasury  and  slowing 
payments  to  District  vendors  and  service  providers  and 
recipients.  These  delays  in  meeting  payment  obligations  to 
vendors  and  service  providers  have  created  many  problems.  Our 
current  cycle  of  deficits,  reduced  cash,  delayed  vendor  payments, 
increased  contract  costs  and  even  higher  deficits  can  only  be 
broken  by  an  infusion  of  cash  through  a  long-term  borrowing  and 
steady  reduction  of  the  deficit  by  fiscal  year  1999.  In  addition, 
capital  borrowings  are  also  needed  to  fund  substantially  delayed 
maintenance,  modernization,  and  new  investment  in 
infrastructure,  buildings,  and  equipment. 

With  regard  to  the  timing  of  a  long-term  financing,  we 
concur  with  the  Mayor's  Response  that  this  should  occur  in 
fiscal  year  1997.    A  post-fiscal  year  1996  financing  would  allow 
time  for  achieving  results  and  assessing  progress.  Also,  this 
timetable  could  be  supported  by  continuing  to  borrow  on  a  short- 
term  basis  from  the  Treasury  or  other  sources.  The  Authority, 
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therefore,  recommends  that  the  District  prepare  for  a  long-term 
financing  in  fiscal  year  1997. 

Public  Law  104-8  contemplates  long-term  financing  for  the 
District.  While  some  financing  methods,  specifically  a  capital 
market  borrowing  by  the  Authority  for  the  District,  have  already 
been  authorized  by  statute,  we  believe  all  interested  parties  will 
require  specific  Congressional  authorization  for  any  future 
capital  market  borrowing. 

Based  on  these  findings,  the  Authority  has  concluded  the 
following:  (1)  the  Congress  should  authorize  the  District  to 
borrow  long  term,  up  to  a  set  maximum  amount,  during  fiscal 
year  1997;  (2)  The  Authority  should  be  given  power  to  decide  the 
timing  of  any  borrowing,  the  specific  amount  of  the  borrowing, 
the  terms  and  conditions  of  the  borrowing,  the  collateral  to  be 
pledged  for  security,  and  the  specific  uses  of  the  proceeds  from 
the  borrowing. 
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In  conclusion,  in  the  weeks  ahead,  the  Authority  will  work 
closely  with  the  Mayor  and  with  the  Council  to  finalize  a  Fiscal 
Year  1997  Financial  Plan  and  Budget  that  incorporates  our  best 
efforts  for  stabilizing  the  District's  financial  condition.  The 
Authority  continues  to  believe  that  the  District,  despite  its  current 
problems,  can  be  revitalized,  and  that  the  Nation's  Capital  will 
again  take  its  place  among  this  country's  greatest  cities. 

This  concludes  my  statement.  My  colleagues  and  I  will  be 
glad  to  respond  to  any  questions  that  you  or  other  Members  of 
the  Subcommittee  may  have  at  this  time.  Thank  you. 


24 


221 

Mr.  Walsh.  Thank  you  very  much,  Dr.  Brimmer.  Thank  you  for 
your  service  to  your  community  on  the  Control  Board,  unpaid,  I 
might  add,  and  thank  you  for  the  hard  work  that  you  and  Mr.  Hill 
and  the  other  members  of  the  board  have  done  to  prepare  for  your 
testimony  today. 

FINAL  BUDGET  NEEDED  BY  CONGRESS  JUNE  15,  1996 

I  have  a  number  of  questions  I'd  like  to  ask,  and  I'll  begin  with 
one  sort  of  practical  consideration  for  the  subcommittee.  We  expect 
to  have  a  budget  from  you  on  June  15. 

Dr.  Brimmer.  Thereabouts,  sir. 

Mr.  Walsh.  We  will  then  schedule  a  hearing,  or  perhaps  two,  on 
the  budget  immediately  thereafter,  probably  June  18  or  19,  and  the 
second  hearing  would  be  a  week  later.  Then  we'd  like  to  move  to 
markup  and  then  full  committee  and  then  to  the  floor,  and  we  have 
a  date  of  July  the  23rd  to  complete  our  work.  So  everything  is  com- 
pressed, and  it  is  all  contingent  upon  a  delivery  date  of  June  15. 
Is  there  any  reason  that  you  feel  concerned  that  you  might  not  be 
able  to  make  that  date? 

authority  expects  to  have  final  budget  ready  by  JUNE  15,  1996 

Dr.  Brimmer.  No,  Mr.  Chairman.  As  I  stressed  from  the  outset, 
we  recognize  that  date  and  we've  prepared  to  meet  it.  I  would  an- 
ticipate that,  given  the  date  when  the  Council  got  its  budget,  or  got 
the  budget  from  us,  and  if  they  take  their  full  30  days,  they  will 
be  submitting  their  version  to  us  in  the — sometime  around  the  9th 
or  10th,  or  thereabouts.  We  will  be  anticipating  that,  and  we  will 
be  prepared  to  review  that  immediately,  but,  in  the  meantime,  we 
will  have  been  monitoring  what  the  Council  is  doing. 

Our  staff  will  be  keeping  abreast  on  a  day-by-day  basis  of  where 
they're  coming  out.  So  we  should  not  get  many  surprises  when  they 
finally  submit  it  to  us,  and  we  will  at  the  board  level  be  monitoring 
this  as  well  through  our  staffs  reports  and  we  will  be  able  to  take 
account  quickly  of  whatever  the  Council  submits  to  us.  And  if  we 
were  to  find  their  recommendations  meaningful  and  supported,  we 
could  take  those  into  account  quickly.  But  we  will  not  be  holding 
our  own  revisions  waiting  for  them  to  come.  We  will  have  done  our 
work,  and  we'll  be  prepared  to  put  the  very  final  touches  on  it 
when  we  get  it.  So,  yes,  sir,  we  will  get  our  report  to  you  by  the 
15th. 

Mr.  Walsh.  I  think  it's  safe  to  say  that  the  budget  the  Control 
Board  presents  is  going  to  be  given  a  strong  amount  of  support 
here  on  the  Hill.  It's  probably  the  document  that  we'll  be  working 
with,  but,  obviously,  we  need  to  see  the  Council's  budget,  too. 

Dr.  Brimmer.  Thank  you,  sir.  We  assumed  you  would  want  to 
give  some  attention  to  what  we  pass  to  you. 

Mr.  Walsh.  We  will. 

committee  request  for  28  ITEMS,  AGAIN 

One  of  the  things  that  we  asked  the  Control  Board  to  do  in  our 
FY  1996  House  and  conference  reports  was  to  review  a  list  of  28 
items  that  were  authorizing  language,  and  to  provide  a  report  and 
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recommendations  by  I  believe  March,  and  then  there  was  a  need 
to  sHp  that  date  to  April.  Could  you  tell  us  where  those  items  are? 

Dr.  Brimmer.  Yes,  sir,  I  can.  We  have  a  draft  report,  and  my  col- 
league, Mr.  Hill,  has  a  draft,  and  I  will  ask  him  to  summarize  the 
highlights  and  share  with  the  committee  where  we  are  at  this 
point.  This  has  not  been  taken  up  by  the  board.  We  are  standing 
by  to  do  so  very  quickly. 

Mr.  Walsh.  We  don't  need  to  review  those  today 

Dr.  Brimmer.  All  right. 

Mr.  Walsh  [continuing].  But  we  would  like  as  soon  as  possible 
your  response  on  those  items  because  the  authorizing  committee 
will  have  to  get  some  work  done,  hopefully  this  year,  before  we  ap- 
propriate. 

Dr.  Brimmer.  Thank  you,  sir.  We  will  be  taking  it  up  in  the  very, 
very  near  future. 

AUTHORITY'S  COMMENTS  ON  NEW  CFO  AND  NEW  IG 

Mr.  Walsh.  Okay.  We  had  the  Chief  Financial  Officer  in  last 
week,  and  he  made  a  number  of  what  I  thought  to  be  very  helpful 
comments  about  his  view  of  things,  and  I  think  everyone  would 
agree  now  that  he  is  moving  along  and  taking  control  of  the  finan- 
cial situation  of  the  District.  We  also  had  in  the  Inspector  General, 
who  will  be  responsible  for,  as  you  said  in  your  testimony,  holding 
individuals  responsible,-  for  taking  action  against  individuals  and 
agencies  that  continue  to  violate  the  Antideficiency  Act,  contract 
law  and  procedures. 

Would  you  care  to  comment  on  the  performance  of  both  of  those 
individuals  in  their  capacities  as  they  relate  to  the  Control  Board? 
And,  as  we  all  know,  the  Mayor  hired  them;  the  Control  Board  will 
decide  whether  or  not  they  stay  in  their  positions. 

Dr.  Brimmer.  Yes,  sir,  I  would  be  pleased  to  do  that.  Let  me 
start  with  the  Chief  Financial  Officer.  We  look  upon  the  Chief  Fi- 
nancial Officer  as  the  principal  instrumentality  of  the  Authority  for 
getting  things  done  inside  our  District  government  in  the  areas  of 
finance  and  budget  and  management.  He  has  performed  very  well. 

CFO  LINES  OF  AUTHORITY  MADE  CLEARER 

He  was  handicapped  to  begin  with  because  of  a  lack  of  clarity 
with  respect  to  the  authority  and  reach  which  he  had.  It  was  be- 
cause of  that  confusion  and  lack  of  clarity  that  we  recommended 
that  the  Congress  amend  this  statute  so  as  to  make  it  clear  that 
the  Chief  Financial  Officer  had  responsibility  and  that  the  lines  of 
authority  were  clear. 

That  was  done.  Once  that  authority  was  in  hand,  the  Chief  Fi- 
nancial Officer  has  moved  expeditiously  to  realign  matters  and  to 
review  personnel,  and  he  is  in  the  process  and  he's  well  along  in 
revamping  the  arrangements.  His  performance  has  been  excellent. 
He  has  exhibited  a  great  deal  of  vigor  and  imagination.  So  we're 
very  pleased,  and  he's — and  the  results  are  clear.  As  I  mentioned 
in  my  testimony,  some  of  the  reduction  in  expenditures  can  be 
traced  directly  to  the  efforts  of  the  CFO. 
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INSPECTOR  GENERAL  NEEDS  TO  DO  MORE,  QUICKLY 

With  respect  to  the  Inspector  General,  the  Inspector  General  has 
not  been  able  to  organize  her  operation  with  the  same  degree  of 
speed.  She's  now  moving  that  process  along.  One  of  the  concerns 
we  had  was  the  availability  of  investigative  personnel.  When  we 
confirmed  her,  we  stressed  the  need  to  have  in  place  very  early  a 
strong  staff  to  undertake  investigation.  She  has  now  employed  an 
assistant  IG  who  will  be  in  charge  of  the  investigative  division,  a 
person  who  is  coming  out  of  the  Treasury  and  will  be  on  board  on 
June  1.  Just  before  coming  here  today,  we  at  the  board  met  with 
the  IG  and  her  new  assistant,  and  I'm  impressed  with  the — by  his 
background  and  his  preparation. 

That's  the  first  senior  appointment  she  has  made.  She  still  has 
work  to  do  to  bring  herself  up  to  speed,  her  office  up  to  speed.  We 
were  assured  that  she  will  be  filling  those  positions  quickly.  And 
because  she's  not  been  up  to  speed,  she  has  not  engaged  in  a  num- 
ber of  the  issues  which  we  hoped  she  would  engage  in. 

For  example,  there  was  a  monitoring  of  the  payroll  practices  in 
one  of  the  major  departments  in  the  city  government  which  was 
undertaken  by  the  outside  accountants  under  guidance,  frankly, 
from  us,  from  our  staff.  Under  normal  circumstances,  that  would 
have  been  a  task  which  the  IG  should  have  undertaken.  So  we  are 
hopeful  that  she  will  be  up  to  speed  very  soon  and  that  she  will 
pursue  these  activities  with  vigor. 

PERFORMANCE  GRADE  FOR  THE  CFO  AND  IG 

Mr.  Walsh.  As  their  employer,  would  you  care  to  grade  them  at 
this  point? 

Dr.  Brimmer.  I  would  not  want  to  grade  the  IG.  If  I  were,  I 
would  have  to  give  her  an  incomplete  because  she's  just  getting 
started. 

For  the  CFO,  I  would  give  him  an  "A,"  and  I  must  say  that  when 
he  was  confirmed  and  when  he  came  aboard,  I  would  have  forecast 
that  at  this  juncture  I  would  have  been  giving  him  a  grade  less 
than  an  "A."  So  I've  had  a  very  pleasant  surprise,  and  I'm  glad  that 
it's  an  earned  "A." 

Mr.  Walsh.  So,  on  the  one  hand,  a  pleasant  surprise;  on  the 
other,  the  jury  is  not  in  yet? 

Dr.  Brimmer.  The  jury's  not  in  yet. 

WHO  WAS  RESPONSIBLE  FOR  BUDGET  GIMMICKS  OF  THE  PAST 

Mr.  Walsh.  You  mentioned  a  number  of  budgetary  gimmicks  and 
other  supplements  to  the  budget  that  the  city  used  to  balance  their 
budgets  through  the  early  nineties.  Those  upset  us  a  great  deal 
also.  Where  were  the  people  who  were  supposed  to  be  in  charge  at 
that  time?  And  I'm  not  talking  about  the  Mayor  now.  Ultimately, 
the  responsibility  is  the  Mayor's,  but  aren't  there  financial  officers 
within  city  government,  who  are  probably  still  with  the  city  govern- 
ment, responsible  for  making  sure  these  gimmicks  don't  get  into 
the  budget? 

Dr.  BRIMMER.  Well,  Mr.  Chairman 

Mr.  Walsh.  And  I'm  talking  about  making  five  quarters  of  prop- 
erty tax  collections  in  one  year,  for  example,  to  balance  the  budget. 
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Dr.  Brimmer.  Mr.  Chairman,  in  terms  of  the  formal  structure 
and  the  population  of  that  structure,  yes,  there  were  people.  The 
various 

Mr.  Walsh.  Auditors  and  comptrollers 

Dr.  Brimmer.  The  various  offices  were  filled.  There  was  a  direc- 
tor of  the 

Mr.  Walsh.  Filled,  but  not  active? 

A  number  of  people  not  up  to  the  task 

Dr.  Brimmer  [continuing].  Financial  revenue,  there  was  a  treas- 
urer, comptrollers.  It's  my  impression — and  I'm  reflecting  more  the 
assessment  made  by  the  CFO  once  he  got  there  than  anything 
else — that  a  number  of  people  in  those  posts  were  not  up  to  the 
task;  that,  secondly,  aside  from  the  qualifications,  the  numbers 
were  there.  I  don't  think  there  were  any  vacancies.  If  there  were 
any  vacancies,  there  were  not  very  many  in  those  slots. 

So  the  numbers  were  there,  but  aside  from  the  question  of  quali- 
fication, which  the  CFO  has  judged,  not  I,  I  believe  there  was  prob- 
ably a  lack  of  guidance  and  oversight,  and  it's  a  question  of  the  na- 
ture of  the  task  they  were  asked  to  undertake  and  the  standards 
to  which  they  were  held. 

SAME  people  are  STILL  IN  THOSE  POSITIONS 

Mr.  Walsh.  Are  these  people  still  in  those  positions? 

Dr.  Brimmer.  I  believe  the  CFO — well,  in  his  testimony  before 
you,  I  believe  he  said  that  the  people  in  his  area,  he  thought,  are 
25  to — say  one-quarter  to  one-third  might  need  to  be — I  thought  he 
said  might  need  to  consider  alternative  emplojonent  or  something. 
So  the3^re  there,  I 

Mr.  Walsh.  So  they're  still  in  office,  but  they're  being  reviewed 
by  the  CFO? 

TOP  FINANCIAL  POSITIONS  NOW  CHANGED  OR  VACANT 

Dr.  Brimmer.  The  CFO  is  reviewing,  yes.  Let  me  ask  Mr.  Hill, 
since  he's  worked  closely  with  the  CFO  and  is  monitoring  this  exact 
situation. 

Mr.  Hill? 

Mr.  Hill.  Yes,  most  of  the  major  department  heads  have  either 
been  replaced  or  are  vacant  at  this  point,  the  major  department 
heads  within  the  CFO's  shop,  and  I  think  that's  one  of  the  reasons 
why  the  CFO  has  not  filled  those  yet,  because  some  of  the  people 
that  are  currently  there  he  does  not  want  to  put  in  those  major  po- 
sitions under  him.  So,  he  is  still  assembling  his  senior  team  right 
now.  I  understand  he  has  a  couple  of  other  changes  to  make  before 
he  actually  puts  his  team  in  place.  So  at  the  top,  the  topmost  level 
within  the  CFO  cluster,  the  positions  are  either  vacant  or  have  act- 
ing people  in  them  or  have  someone  in  them  that  will  probably  be 
replaced. 

MR.  hill's  knowledge  OF  INDIVIDUALS  RESPONSIBLE  FOR  GIMMICKS 

Mr.  Walsh.  In  your  capacity  at  GAO,  John,  you  audited  all  of 
these  budgets,  and  I  think  you  would  know  who  those  individuals 
are  who  should  have  been  responsible  for  not  allowing  these  gim- 
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micks  to  enter  the  budget.  Have  you  passed  that  information  along 
to  Mr.  Williams? 

Mr.  Hill.  I've  talked  to  Mr.  Williams  about  that  particular  situa- 
tion that  occurred,  and,  yes,  he  is  aware  of  all  of  the  problems  that 
existed  and  how  they  came  about.  And  I  think  that  his  ultimate 
plan  is  to  get  the  senior  people  in  place  and  then  have  them  evalu- 
ate, through  those  individual  departments  that  he  has,  how  quali- 
fied the  people  in  those  departments  are.  I  understand  he's  also 
planning  on  a  major  restructuring  of  the  finance  cluster  in  general 
around  this  new  team  that  he  puts  in  place. 

35%  OF  BUDGET  SPENT  HALF-WAY  THROUGH  THE  YEAR 

Mr.  Walsh.  I  have  a  lot  of  questions,  so  I  will  continue  to  ask 
until  the  bell  goes  off  again.  Then  we'll  break  and  come  back,  and 
Mr.  Dixon  can  pick  up  from  there,  and  then  we'll  try  to  get  around 
to  everybody,  and  maybe  a  second  time  around,  if  we  have  time. 

My  last  question  is — and  I'll  spend  more  time  on  this  when  we 
get  to  the  second  round — ^you  mentioned.  Dr.  Brimmer,  that  our 
budgetary  problems,  our  inability  to  get  an  appropriations  bill  up 
here  caused  difficulty  for  the  city,  and  I  understand  that.  And  we 
did  our  level  best,  but  I  know  that  this  did  cause  some  discomfort. 
But  at  the  same  time  you  stated  that  at  this  point,  halfway 
through  the  year,  you've  only  spent  35  percent  of  the  budget,  and 
I  think  we'll  take  some  of  the  credit  for  that,  too,  because  I  think 
probably  some  of  the  financial  uncertainty  of  the  District  caused 
them  to  be  conservative  in  their  spending,  not  knowing  where  the 
next  dollar  was  coming  from.  Now  that's  not  the  best  way  to  run 
a  budget,  but  the  result  was  right. 

CAN  DISTRICT  END  YEAR  WITH  A  SURPLUS? 

And  I'm  wondering,  if  they  can  be  at  35  percent  of  the  budget 
halfway  through  the  year,  can  they  be  at  95  or  90  percent  of  the 
budget  at  the  end  of  the  year?  In  other  words,  can  they  finish  with 
a  surplus  as  opposed  to  the  deficit  that  you  are  projecting? 

Dr.  Brimmer.  I  doubt  it,  Mr.  Chairman.  I  believe  they  will  be 
close  to — they  won't  be  over.  We — the  mechanism  we  have  put  in 
place  through  the  CFO,  we  are  confident  now  that  we  will  come 
within  the  $4,994  billion.  I  say  that  because  there  are  some  activi- 
ties where  the  spending  will  need  to  build  up  by  necessity.  For  ex- 
ample, the  work  on  the  financial  management  system,  that  is  flow- 
ing and  that  is  now  getting  into  the  pipeline,  and  that  will  come 
through. 

POLICE  department  AND  CORRECTIONS  WILL  INCREASE  SPENDING 

I  also  want  to  mention  the  deficiencies  we  found  in  the  police  de- 
partment and  in  corrections.  We  fully  expect  those  departments  to 
go  and  spend  the  money  to  upgrade  the  system  they've  been  allo- 
cated. Corrections,  for  example,  there  are  300  court-ordered  FTEs 
with  respect  to  guards,  and  so  on.  They  have  been  skimping  on 
them.  We  fully  expect  them  to  go  and  do  that.  So  we  believe  the 
spending  will  rise  because  the  services  need  to  be  provided,  but  we 
fully  expect  them  to  come  in  under  the  budget. 
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Mr.  Walsh.  We'll  leave  it  at  that  and  go  vote  and  return  as 
quickly  as  we  can. 

[Recess.] 

Mr.  Walsh.  The  subcommittee  will  come  to  order. 

I  have  completed  my  round,  and  now  I  will  recognize  the  ranking 
member,  Mr.  Dixon. 

Remarks  of  Congressman  Dixon 

Mr.  Dixon.  Thank  you  very  much,  Mr.  Chairman. 

Dr.  Brimmer,  first,  let  me  say  that  I've  felt  very  proud  of  the  way 
the  Authority  and  the  staff  have  conducted  themselves  over  this  ex- 
tended period  of  time.  I  recognize  that  you  have  a  very  difficult  job, 
and,  as  the  chairman  has  noted,  it  is  a  noncompensated  job.  You 
have  to  get  along  with  other  personalities  on  the  board  and,  to 
some  extent,  the  staff.  And  I  want  to  compliment  you  and  the  staff. 

I  firmly  believe  that  Congress  should  support  the  decisions  made 
by  the  Board.  I  don't  think  that  we  should,  at  this  point  in  time, 
be  second-guessing  the  Authority.  I'm  not  suggesting  that  we  will 
or  are,  but  I'm  just  saying  that  I  think  we've  anointed  the  Author- 
ity to  get  the  District  out  of  this  crisis. 

IG  MAY  NEED  SOME  TIME  TO  PERFORM 

The  only  thing  I  would  say,  as  gently  as  I  can,  is  that  although 
there  has  been  some  criticism  of  the  Inspector  General  since  Feb- 
ruary or  early  March,  I'm  glad  to  hear  that  it  is  an  incomplete  re- 
port because,  as  she  tells  us  in  testimony,  she  only  started  on  Jan- 
uary 13.  My  personal  view  is  that  her  job  is  a  little  different  than 
that  of  the  CFO,  where  the  line  of  authority  is  very,  very  clear.  As 
I  said  to  her,  she's  the  person  in  the  middle.  The  city  would  think 
that  she's  doing  too  much;  the  Board  would  think  she's  not  doing 
enough.  I  don't  know  who  is  right;  I'm  not  defending  her  because 
it  was  the  Board  that  passed  on  her  qualifications,  but  evidently 
they  thought  they  were  strong  enough  at  the  time.  But  I  do  think 
that  four  months  in  what  is  to  be  an  independent  job,  where  the 
line  of  her  authority,  flows  through  the  executive  branch  of  govern- 
ment as  far  as  funding,  that  an  incomplete  is  a  fair  statement  be- 
cause the  verdict  on  her  aggressiveness  and  abilities  is  really  not 
in  yet. 

And  so  I  just  wanted  to  say  that.  You  don't  have  to  respond.  Dr. 
Brimmer,  at  all  to  it.  But  I  would  say  let's  give  her  a  chance,  and 
acknowledge  that  she  does  have  some  difficult  obstacles  to  over- 
come. She  may  not  in  the  final  analysis  be  up  to  the  job,  but  I 
wouldn't  want  to  see  us  be  a  part  of  bringing  her  down. 

FMS  problem:  lack  OF  TRAINING 

Let  me  ask  you,  first,  about  the  financial  management  system. 
It's  been  my  understanding  that,  since  1980  or  1981,  when  the  Dis- 
trict procured  a  new  financial  system  that  the  Federal  Government 
paid  for,  the  GAO  and  the  independent  auditors  found  that  part  of 
the  problem  with  the  system  was  the  lack  of  training  and  continu- 
ing training  of  personnel.  It  seems  also  that  the  integrity  of  the 
system  has  been  tampered  with  by  taking  shortcut  methods  or 


227 

home  remedies  to  work  the  system,  and  now  we're  talking  about 
a  new  system,  and  I  support  that  and  understand  it. 

HOW  TO  AVOID  TRAINING  PROBLEM  WITH  NEW  FMS 

But  I  don't  know  if  the  Authority  or  staff  has  given  any  thought 
to  making  sure  the  same  thing  doesn't  happen  again;  that  there 
are  quahfied  people  who  receive  ongoing  training,  so  that  10  years 
from  now  we  do  not  receive  a  report  that  there  is  a  lack  of  training; 
they  aborted  the  system  in  some  way.  I  would  just  throw  that  out 
and  say  I  think  it's  something  that  someone  should  pay  attention 
to  because  we  had  high  hopes  for  the  other  system  that  came  in. 

LIMITED  CUTS  TO  REDUCE  THE  DEFICIT 

Now,  as  I  understand  the  deficit  of  the  District — and  I'm  speak- 
ing generally,  and  then  I  will  ask  you  to  respond  to  this — that, 
from  your  testimony  today,  that  there  are  only  so  many  cuts  that 
the  District  can  make  before  we  reach  a  plateau.  At  a  certain  point 
we're  getting  to  the  quick. 

HOW  WILL  DISTRICT  REPAY  $500  MILLION  LONG-TERM  BORROWING? 

By  way  of  illustration,  you're  suggesting  in  1997  that  $29  million 
be  cut  out  of  the  Department  of  Human  Services,  additional  dol- 
lars. And  I'm  saying  I  would  imagine  we  can't  continue  to  do  that 
with  departments  over  a  period  of  time.  And  so  if  we  reach  a  pla- 
teau in  cuts,  assuming  they  are  at  about  $100  million  in  their  1997 
deficit,  and  assuming  that  their  revenues  are  on  target — which 
they  have  not  been  for  the  past  two  years — and  assuming  that  the 
economy  gets  a  little  better,  how  can  we  expect  the  District,  in  the 
foreseeable  future,  to  pay  off  a  borrowing  of  $500  million? 

Now  I  recognize  your  economic  background,  and  I'm  very  pleased 
to  have  a  good  explanation,  but  if  the  District's  revenue  is  leveling 
off,  I  don't  see  how  they  can  go  out  and  borrow  $500  million  and 
have  any  realistic  hope  of  paying  that  off.  Even  if  the  District  were 
to  borrow  $500  million,  it's  buttressed  by  what  you  say,  which  I  in- 
terpret is  that — and  I'm  not  being  critical,  but  I  think  you  have  a 
nice  way  of  saying  the  District  would  end  up  either  in  receivership 
or  bankrupt.  In  its  own  name,  it  cannot  borrow  money.  It's  running 
a  deficit  every  year,  and  they  must  borrow  in  the  future  somewhere 
in  the  area  of  $500  million.  It  all  doesn't  come  together  for  me  nice- 

ly- 

And  if  you  could  respond  to  any  of  that 

THERE  IS  STILL  ROOM  FOR  MORE  CUTS 

Dr.  Brimmer.  All  right.  Sir,  first,  as  to  whether  a  ceiling  is  being 
reached  vis-a-vis  the  capacity  to  cut 

Mr.  Dixon.  Right. 

Dr.  Brimmer  [continuing].  I  have  not  reached  that  conclusion.  I 
think  there  is  still  room  for  cuts. 

With  respect  to  the  Department  of  Human  Services,  you'll  notice 
here  two  things.  We  increased  by  $29.5  million  the  Medicaid  ex- 
penditures, but  we  said  that  $29.5  million  had  to  be  taken  from 
other  parts  of  the  department. 

Mr.  Dixon.  Right. 
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Dr.  Brimmer.  So  the  total  level  in  that  department  would  be  un- 
changed. 

There  are  other  places  where  reductions  can  be  had,  and  they 
will  come  about  in  the  future  either  because  certain  functions  are 
dropped  or  certain  parts  of  functions  are  dropped  or  the  payments 
per  capita  are  reduced.  And  let  me  mention  one  in  particular,  and 
my  colleague,  Mr.  Singletary,  devoted  a  lot  of  time  to  this  issue 
during  this  review  process. 

DISTRICT  PAYS  HIGHEST  RATE  FOR  MEDICAID  OPTIONS 

He  said  that  there  are  certain  programs  in  Human  Services 
where  the  Federal  statutes,  let  us  say,  would  prescribe  a  certain 
level  of  payment  per  capita.  Call  these  mandates.  Then  there  is  an- 
other level  of  benefits  which  might  be  described  as  options.  We 
were  told  that  in  the  District's  case  the  District  has  typically  not 
only  chosen  to  provide  the  options,  but  to  buy  them  at  the  highest 
rates,  very  close  to  the  highest  rates,  compared  with  what's  pro- 
vided in  comparable  jurisdictions.  So  this  means  per  capita  spend- 
ing in  the  District  is  substantial. 

SCHOOL  SYSTEM  CAN  BE  CUT 

There  are  other  cases  where  the  school  system,  where  the  pay- 
ments per  student  are  higher,  and  clearly  savings  might  be  able  to 
be  made.  Particularly  in  the  schools  again,  we  are  convinced  sav- 
ings can  be  made  in  terms  of  the  composition  of  personnel.  We 
think  that  the  school  system,  for  example,  has  a  very  large  propor- 
tion of  personnel  not  related  to  instruction,  and  we  believe  savings 
can  be  made  there.  We  believe  savings  can  be  gotten  through  pri- 
vatization, and  so  on. 

SAVINGS  THROUGH  BETTER  CONTRACTING  PROCEDLTRES 

And,  frankly,  we  believe  savings  can  be  gotten  through  a  very, 
very  close  scrutiny  of  the  contracting  procedures.  We  have  noticed 
in  a  number  of  cases — and  one  of  the  things  we  do  is  review  con- 
tracts— that  we  have  turned  down  some  contracts  because  the  pric- 
ing was  clearly  out  of  line.  So  I  don't  believe  there  is  any  single 
stroke  with  regard  to  cuts;  we  say  they  will  come  from  a  variety 
of  different  places,  and  we  believe  the  task  is  to  work  at  those  day 
by  day  and  in  detail. 

AUTHORITY:  REPAYMENT  OF  LONG-TERM  BORROWING  CAN  BE 

SUSTAINED 

Now  with  respect  to  long-term  borrowing,  sir,  I  would  anticipate 
that  borrowing  would  be  truly  long  term.  And  so  the  annual  cost 
of  servicing  that  debt  would  be  the  amortization  payment  and  the 
interest.  And  I  believe  that  that  can  be  sustained.  In  the  first 
place,  if  there  were  no  way  to  provide  collateral  for  that,  then  we 
couldn't  borrow.  So  I  think  that  should  be  done  as  well. 

But  you  were  right  that  I  said  that  I  don't  think  that  the  deficit 
and  this  cash  shortage  can  be  reduced  or  eradicated  by  further  siz- 
able cuts. 
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LONG-TERM  BORROWING  COULD  BE  FOR  20  YEARS 

Mr.  Dixon.  When  you  say  extremely  long  term,  are  you  talking 
about  perpetuity  or  30  years  or  40  years [Laughter.] 

Dr.  Brimmer.  No. 

Mr.  Dixon  [continuing].  Or  what  are  you  talking  about? 

Dr.  Brimmer.  I'm — we  have  looked  at  several  maturities 

Mr.  Dixon.  Right. 

Dr.  Brimmer  [continuing].  Of  10  years,  15  years,  20  years.  My 
own  view,  given  my  own  feeling  for  marketplaces  now,  is  that  this 
city,  even  with  the  Authority  for  it,  probably  couldn't  go  out  beyond 
20  years. 

FURTHER  CUTS  WILL  COME  IN  THE  FUTURE 

Mr.  Dixon.  Well,  let  me  see  if  I  understand  you.  You're  saying, 
one,  that  there  are  additional  cuts  that  can  be  made,  and  so  we 
have  not  reached  a  plateau? 

Dr.  Brimmer.  Well,  you'll  notice  we  did  make  some  here. 

Mr.  Dixon.  Right. 

Dr.  Brimmer.  But  at  this  juncture  I  wouldn't  recommend  going 
back  looking  for  further  cuts  at  this  time,  but  I'm  saying  that 

Mr.  Dixon.  You're  talking  about  in  the  future? 

Dr.  Brimmer.  From  my  point  of  view,  as  we  look  at  1998 

Mr.  Dixon.  Right.  . 

Dr.  Brimmer  [continuing].  And  1999,  and  remember  the  law  re- 
quires that  they  reach  the  balance  by  1999  or  thereabouts.  My 
hunch  is  that  in  those  intervening  years  cuts  will  make  some  con- 
tribution to  balancing  that  budget.  I'm  saying  that  I  don't  think  it 
will  all  be 

Mr.  Dixon.  Right,  and  what  will  the  other  contribution  be? 

revenue  must  be  increased 

Dr.  Brimmer.  Well,  some  really — this  is  the  key  that  we  really 
feel  that  in  the  long  run  there  has  to  be  some  increase  in  revenue, 
and 

Mr.  Dixon.  That's  what  I  was  getting  at.  Dr.  Brimmer. 

Dr.  Brimmer.  But  when  I  was  before  the  Committee  before,  and 
we  reiterated  it  in  our  report 

Mr.  Dixon.  Right. 

PRINCIPAL  SOURCE  OF  INCREASED  REVENUE  IS  THE  FEDERAL 

PAYMENT 

Dr.  Brimmer  [continuing].  We  believe  that  the  principal  source 
of  increased  revenue  for  the  city  should  be  the  Federal  payment. 

Mr.  Dixon.  Right.  And  the  reason  I'm  getting  to  that,  I  mean, 
I'm  not  advocating  additional  Federal  payment  now,  but  I  notice 
that  the  tone  of  things  sometimes  focuses  in  on  cuts,  and  rightfully 
so,  but  cuts  alone  I  don't  think  can  make  the  District  solvent,  is 
what  I'm  saying;  that  there  has  to  be  a  greater  revenue  flow,  a  tre- 
mendous turnaround  in  the  economy  that  just  sends  it  sky-high, 
additional  Federal  payment,  or  some  other  kinds  of  revenues. 
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SOME  CUTS  ARE  ECONOMIC/POLITICAL 

I  made  this  point  with  the  CFO,  and  that's  the  reason  I  wanted 
to — now,  as  it  relates  to  additional  cuts,  I  would  assume — and  I 
may  be  off  on  this — that  some  of  those  cuts  that  you're  talking 
about  are  economic/political. 

POWER  OF  AUTHORITY  TO  ACT  UNILATERALLY 

For  instance,  does  the  Authority  feel  that  you  have  the  power  to 
close  the  University  of  the  District  of  Columbia  unilaterally?  I 
know  that  Congress  could  do  it  per  se,  that  you  could  recommend 
it,  but  my  point  is  that  some  of  these  things  are  economic/political 
and  are  much  harder  to  come  by,  to  realize.  Are  you  with  me,  what 
I'm  saying? 

Dr.  Brimmer.  Congressman  Dixon,  it  is  my  understanding  that 
under  section  207  of  our  statute,  with  proper  notice  to  the  City  and 
to  the  Congress,  the  Authority  could  take  an  action  through  an 
order  for  reorganization  of  various  parts  of  the  government,  even 
to  the  point  of  eliminating  projects.  And  I  believe  that  such  a  rec- 
ommendation, if  it  were  on  the  table,  for  up  to  30 — up  to  maybe 
90  days,  90  days,  and  the  Congress  has  not  intervened  to  override 
it,  it  could  go  into  effect.  So  that's  a  possibility. 

Mr.  Dixon.  Right.  And  you're  not  saying  you're  going  to  do  any 
of  these  things,  but  I  asked  about  the  authority,  and  you  feel  that 
you  do  have  that  authority? 

AUTHORITY  HAS  NO  PLANS  TO  USE  ITS  POWERS 

Dr.  Brimmer.  Now  let  me  say,  we  have  no  proposal — I  want  to 
stress  this,  given  our  difficulties  with  the  University  of  the  District 
of  Columbia — [laughter] — we  have  no  plans  to  do  that.  But  you 
should  be — ^you  should  be  prepared  to  see  us  use  207  in  the  future. 
We  can  visualize  certain  circumstances  under  which  we  might 
make  recommendations  to  the  Mayor  or  to  the  Council  on  a  matter 
about  which  we  feel  very  strongly,  and  they  take  no  action.  Then 
we  may  have  to  use  207  to  effect  that. 

So  what  I'm  saying  to  you  is  that  we  have  no  plans  to  use  this 
to  reorganize  government  or  anything  of  this  sort  at  this  juncture. 
We  know  we  have  207  powers,  and  we  have  not  put  them  on  the 
shelf  forever.  We  will  be  prepared  to  use  them  under  certain  cir- 
cumstances. We  will  use  it  with  restraint,  and  it  will  not  be  our 
first  option,  but  we  may  have  to  use  it  from  time  to  time. 

Mr.  Dixon.  Well,  if  the  way  you  conduct  yourself  in  the  future 
is  like  the  way  you've  conducted  yourself  to  this  date,  you'll  cer- 
tainly have  my  support  on  it  because  my  frustration  has  been  for 
years  that  everybody  sees  that  it's  a  different  problem.  There's  one 
incident,  and  everyone  sees  it  differently,  as  to  what  the  problem 
is,  and  it's  fought  out  in  the  press.  And  I'm  glad  to  see  that  the 
Board  hasn't  spent  its  energies  in  a  great  press  debate  with  the 
City  Council,  the  mayor,  or  Congress;  that  they  have  just  system- 
atically moved  forward. 

90  PERCENT  SPENDING  RATE  FOR  FISCAL  YEAR  1996 

Let  me  ask,  when  the  CFO  was  here,  he  indicated  that,  as  it  re- 
lates to  the  $4,994  billion,  that  the  general  rule  this  year  was  that 
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you  were  to  spend  at  that  rate,  and  the  exception  was  certain  agen- 
cies that  were  spending  at  90  percent  of  that,  as  opposed  to  the 
general  rule  being  90  percent  in  a  few  agencies,  and  a  few  agencies 
are  spending  at  the  100  percent  rate.  In  other  words,  Mr.  Hill  told 
me  that,  well,  we're  spending  at  90  percent  of  the  $4,994  billion. 
Mr.  Williams  says,  well,  that's  not  really  right;  the  general  rule  is 
that  we're  spending  full  throttle  and  the  exception  is  some  agencies 
are  spending  at  90  percent. 

authority's  guidance  on  the  spending  rate 

Dr.  Brimmer.  Let  me  comment  on  that.  This  guidance  was  given 
when  we  had  under  review  the  $4,994  billion,  when  we  didn't  have 
an  appropriation  budget,  but  we  anticipated  that  we  needed  to  cut 
from  the  $5,123  billion  down  to  $4,994.  What  we  said  is  that,  ini- 
tially, to  assure  that  we  would  keep  within,  close  to  the  only  other 
guidance  we  had,  which  was  the  Continuing  Resolution 

Mr.  Dixon.  Right. 

Dr.  Brimmer  [continuing].  But,  as  we  anticipated — and  that  was 
somewhere  in  the  neighborhood  of  $4.8  billion,  or  thereabouts,  but 
as  it  became  more  and  more  likely  that  we  would  get  the  appro- 
priation bill  and  the  $4,994  billion  was  likely  to  be  the  case,  and 
we  reached  that  conclusion  on  the  basis  of  the  letter  of  assurance 
I  got  from  the  two  chairmen,  the  chairman,  and  his  counterpart  in 
the  Senate,  we  then  gave  guidance  as  follows:  that  agencies  that 
are  within  their  budget,  within  that  ceiling,  and  show  that  they  are 
likely  to  remain  there,  could  spend  at  100  percent  of  their  alloca- 
tion. But  agencies  that  were  over  their  budget,  over  their  ceilings, 
and  which  showed  an  indication  they  were  not  likely  to  get  down 
this  year,  should  be  restrained  to  90  percent.  So  that  means  it 
turns  out  to  have  been  the  exception.  While  there  are  a  number  of 
agencies  over  that,  most  agencies  are  now  free  to  spend  at  the  100 
percent  rate. 

[CLERK'S  NOTE.— See  pages  385-392,  this  volume,  for  copy  of  Committee's  let- 
ter dated  May  22,  1996,  to  the  Chief  Financial  Officer  urging  him  to  limit  obliga- 
tions to  the  level  of  revenue  rather  than  the  approved  budget,  copy  of  control  board's 
response,  and  "CLERK'S  NOTE"  at  top  of  page  388.] 

Now — and  that  holds  until  we  get  a  midyear  review.  And  if  it 
turns  out  that,  on  the  basis  of  the  midyear  review  which  the  CFO 
undertakes,  there's  been  a  change  in  that  situation,  he  will  make 
a  recommendation  of  modifying  that.  Now  the  screams  have  come 
because  there  are  several  very  vocal  agencies  that  are  clearly 
above — clearly  spending  beyond  their  ceiling,  and  who  are  subject 
to  the  90  percent  rule,  and  those  are  the  ones  you're  hearing 
screaming,  but  so  far  there's  been  relaxation  of  that. 

Mr.  Dixon.  I  have  other  questions,  Mr.  Chairman,  but  I'll  ask 
them  on  the  second  round. 

Mr.  Walsh.  Thank  you. 

Mr.  Parker? 

Mr.  Parker.  Thank  you,  Mr.  Chairman. 

AUTHORITY  CAN  FIRE  ANYBODY  IN  D.C.  GOVERNMENT 

Dr.  Brimmer,  I  know  full  well  you've  got  a  tough  job  and  you're 
plowing  new  ground.  My  question — and  I  know  you've  only  been  in 
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it  for  10  months,  but  the  Control  Board  has  the  authority  to  fire 
District  employees;  is  that  right? 

Dr.  Brimmer.  Yes,  sir,  I  believe  we  can  remove  through  the  kind 
of  action  I  just  described  earlier  any  District  employee  except  elect- 
ed officials.  I  think  that's  about  right. 

Mr.  Parker.  In  your  testimony 

Dr.  Brimmer.  I'm  told  that  even  elected  officials,  but  I  focused 
on  non-elected  officials. 

WHO  IS  responsible  for  the  accounting  tricks? 

Mr.  Parker.  In  your  testimony  you  talk  about  a  variety  of  ac- 
counting tricks  that  were  utilized  as  far  as  showing  a  balance.  One 
was  the  city  did  not  record  a  Washington  Metropolitan  Area  Tran- 
sit Authority  payment  when  due.  Another  was  the  District  changed 
the  legal  definition  of  the  property  tax  year.  Did  you  identify,  when 
you  looked  at  that,  did  the  Control  Board  identify  who  did  that, 
who  the  individuals  were?  Was  it  the  Mayor  or,  was  it  an  individ- 
ual in  an  agency,  an  agency  head? 

Dr.  Brimmer.  1  did  not  look  at  the  personalities  involved,  sir.  I 
took  it  as  the  District's  action. 

Mr.  Parker.  So  you  didn't  look  at  it  from  the  standpoint  of  an 
individual  that  did  that? 

Dr.  Brimmer.  I  did  not.  And  these  were  before  we  got  here.  Yes, 
we  didn't  go  back  through  the  history  books  to  see  who  did  what. 

PEOPLE  responsible  FOR  ACCOUNTING  GIMMICKS  SHOULD  BE 

REMOVED 

Mr.  Parker.  Well,  see,  the  reason  that  I  say  that,  if  you've  got 
a  company  that  is  in  severe  economic  trouble,  you  start  looking  for 
tangible — a  tangible  move  in  the  right  direction;  I  mean  a  move 
where  everybody  can  actually  feel  that  circumstances  are  moving 
in  a  different  direction.  Now  my  personal  belief  is,  if  somebody  did 
this — and  let's  take  for  granted  that  elected  officials  are  exempt 
from  your  power  as  far  as  removing  them — but  if  you  identified 
somebody  that  did  this  type  of  thing,  I  think  it  would  make  a  lot 
of  sense  to  turn  around  and  remove  them  from  power,  because  I 
don't  want  them  making  a  decision  like  that  again. 

Dr.  Brimmer.  Your  last  observation  is  on  a  contemporary  basis. 
Let  me  assure  you  that,  if  we  were  to  discover  the  same  kind  of 
activities  which  took  place  in  1993-1994 — that's  what  that  discus- 
sion was  about — but  taking  place  under  today's  environment,  you 
can  rest  assured  that  we  would  not  be — that  we  would  focus  on 
who  did  what. 

Mr.  Parker.  I'm  not  tr5dng  to  argue.  I'm  just  saying,  if  they  did 
it  in  1993-1994,  I've  got  a  feeling  they'll  do  it  in  1995-1996,  if  they 
can  get  by  with  it.  Well,  the  point  I'm  making  is  that  those  people 
shouldn't  be  in  a  position  of  authority  or  decisionmaking,  and  they 
should  be  let  go.  And  because  you're  looking — in  your  testimony 
you  talk  about  the  FTEs — to  stay  on  target,  you've  got  to  remove 
these  people  from  the  payroll  by  the  end  of  the  fiscal  year,  which 
for  Washington  is  when? 

Dr.  Brimmer.  September  30. 
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PERSONNEL  TO  BE  REDUCED  FURTHER 

Mr.  Parker.  Okay.  So  we  don't  have  much  time  between  now 
and  then.  You're  talking  about  to  stay  on  target  you've  got  to  re- 
move how  many  people? 

Dr.  Brimmer.  Some  2,600. 

Mr.  Parker.  Okay,  you've  already  got  online  3,847  that  are  in 
the  process  of  being  removed  now,  and  you've  got  2,680  to  go? 

Dr.  Brimmer.  Twenty-six  hundred  aad  eighty. 

Mr.  Parker.  In  order  to  lower  the  number  of  employees  by  Sep- 
tember the  30th,  that's  a  lot  of  movement  between  now  and  then. 
That's  what,  8  percent  of  the  total  workforce  in  D.C.? 

Dr.  Brimmer.  Yes. 

Mr.  Parker.  Are  you  going  to  be  able  to  meet  that  by  September 
the  30th? 

Dr.  Brimmer.  We  are  pressing  hard  to  make  certain  we  do.  I 
mentioned  that  efforts  are  being  made  to  accelerate  that.  A  number 
of  those  are  in  the  school  system.  They  have  been  handicapped 
until  the  legislation  was  passed  giving  them  the  authority  to  adjust 
the  so-called  bumping  rights,  but  I  understand  the  school  system 
has  about  1,500  people  on  whom  they  can  act.  That's  a  good  share 
of  this. 

About  800,  though,  are  in  the  executive  purview  of  the  Mayor. 
He  committed  just  this  week  that,  yes,  I  will  get  those  800  out. 
So 

Mr.  Parker.  Has  he  let  anybody  go  up  until  now?  During  this 
Fiscal  Year? 

Dr.  Brimmer.  Yes. 

Mr.  Parker.  In  the  executive  branch? 

Dr.  Brimmer.  Yes. 

Mr.  Parker.  Okay. 

MIDYEAR  REPORT  DUE  FROM  CFO 

Dr.  Brimmer.  Yes.  So  the  CFO  is  monitoring  this.  As  I  said,  he 
will  give  us  a  midyear  report.  We  expect  it  fairly  soon.  We  will 
have  an  accounting  of  where  each  of  the  agencies  stand,  certainly 
the  major  ones.  And  if  it  turns  out,  as  I  expect  it  will  turn  out,  that 
there  will  be  some  that  are  over  and  that  are  not  taking  action  at 
a  pace,  suggesting  that  they  would  com_e  under  the  ceiling  or  meet 
that  target  without  changes,  rest  assured  we  will  see  that  the 
changes  are  made.  So  we  won't  simply  look  at  the  figures  of  the 
overages  and  simply  say,  "Tough  luck."  No,  the  agencies  will  have 
to  take  steps,  additional  steps,  to  make  certain  they  meet  those  tar- 
gets. 

NEED  MORE  ACTION  BEFORE  MORE  MONEY  FROM  CONGRESS 

Mr.  Parker.  Let  me  just  end  by  saying  this:  I  have  listened  to 
everybody  talk  and  the  statements  that  you  have  made  that  the 
changes  that  need  to  occur  can't  occur  just  from  cuts  alone;  that 
has  been  reiterated  by  my  friend  from  California,  Mr.  Dixon,  and 
I  agree  with  that.  The  point  is  that  I  personally  don't  believe — and 
I  may  be  wrong  about  this,  but  I  don't  think  the  mood  in  Congress 
is  that  you're  going  to  get  any  additional  money;  you're  not  going 
to  get  any  additional  help  financially  until  a  real  movement  for 
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cuts,  and  the  cuts  actually  being  made,  is  manifested.  Once  that  is 
done,  then  you  will  see  a  much  more  cooperative  side  from  the  Con- 
gress. Now  that's  my  personal  view. 

But  I'm  glad  that  you're  moving  in  the  direction  that  you  are.  I'm 
very  interested  to  see  the  midyear  report  and  how  you  analyze  it, 
to  see  exactly  how  much  on  target  you  are. 

Dr.  Brimmer.  Yes. 

Mr.  Parker.  That's  going  to  be  a  fascinating  document,  to  see 
just  how  far  that  slope  is  going  down  to  meet  the  targets  that 
you've  set  for  yourself.  That  should  be  very  interesting. 

But  thank  you  very  much. 

Dr.  Brimmer.  Thank  you,  sir. 

REQUEST  for  LIST  OF  CONTROL  BOARD  PERSONNEL,  AGAIN 

Mr.  Walsh.  Dr.  Brimmer,  some  questions  specific  to — just  a  cou- 
ple of  questions  specific  to  the  Control  Board.  If  you  would,  have 
your  staff  provide  for  the  record  a  list  of  all  the  Authority  person- 
nel as  of  April  30,  1996  and  their  positions,  job  descriptions,  and 
so  forth,  we  would  appreciate  that. 

Dr.  Brimmer.  We  will  do  that. 

[CLERK'S  NOTE. — ^A  list  of  the  Authority's  personnel  and  their  positions  was 
initially  requested  by  the  Committee  on  July  19,  1995.  A  response  was  not  forthcom- 
ing despite  numerous  follow  up  requests.  Three  months  later  on  October  23,  1995, 
the  Committee  received  the  following  response  from  the  Authority:  "We  do  not  have 
specific  job  descriptions  for  positions,  nor  do  we  plan  to  have  such  descriptions."  (See 
answer  to  question  2  on  page  367,  this  volume.)  Also,  the  Committee  requested  an 
organization  chart  of  the  Authority's  staff  for  the  record.  The  following  response  was 
received  on  October  23,  1995:  "The  Executive  Director  has  not  established  a  formal 
organization  chart  of  the  staff  and  does  not  believe  such  a  chart  would  adequately 
reflect  the  Authority's  working  environment  .  .  .  The  Authority  intends  that  most 
issues  will  be  addressed  by  multi-disciplinary  teams  providing  a  holistic  approach 
to  problem-solving."  (See  answer  to  question  1  on  page  367,  this  volume.)] 

[The  following  list  of  employees  and  responsibilities  was  supplied 
for  the  record:] 
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District  of  GDlumbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 

List  of  F.mplovees  and  Respnn<;ihilities 

as  of  31  May  1996 

I.      John  W.  Hill ,  Jr.,  Executive  Director 

Mr.  Hill  is  responsible  for  the  management  and  operations  of  the  Financial 
Authority. 

A.    Mark  L.  Goldstein,  Deputy  Executive  Director 

Mr.  Goldstein  is  spokesperson  and  chief  of  staff  for  the  Financial  Authority,  and 
he  handles  a  variety  of  management  and  operational  responsibilities.    He  serves 
as  Executive  Director  in  Mr.  Hill 's  absence. 

3 .  Yolanda  Branche,  Special  Assistant  to  the  Executive  Director 

Ms.  Branche  has  operational  responsibilities  and  supervises  the  Financial 
Authority  s  support  staff. 

4.  Daniel  A.  Rezneck,  General  Counsel 

Mr.  Rezneck  manages  the  Office  of  General  Counsel  and  serves  as  Legal  Counsel 
for  the  Financial  Authority. 

5.  Terry  L.  Camahan,  Director  of  Financial  Projects 

Mr.  Carnahan  is  responsible  for  issues  related  to  the  Office  of  the  Inspector 
General  and  the  Office  of  the  Chief  Financial  Officer. 

C.   Frances  P.  Clark,  Director  of  Management  Projects 

Ms  Clark  is  responsible  for  coordinating  the  Financial  Authority 's  analysis  of 
the  District  Government's  structure  and  performance,  and  for  municipal 
performance  comparisons.  She  supervises  staff  in  the  area  of  performance 
measurement  aruJ  benchmarking 

''I.  Edward  H.  Stephenson,  Director  of  Financial  Projects 

Mr.  Stephenson  handles  personnel  budget  and  management  issues,  and  supervises 
staff  in  the  areas  of  education  and  public  safety. 

% .  Laura  Triggs,  Director  of  Financial  Projects 

Ms.  Triggs  is  responsible  for  coordinating  the  Financial  Authority 's  analysis 
of  the  Financial  Plan  and  Budget,  and  for  issues  related  to  the  District 's  cash 
flow.  She  supervises  staff  in  the  area  of  health  care. 
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H.      Mary  K.  Bush,  Financial  Advisor 

Ms.  Bush  is  responsible  for  coordinating  the  Financial  Authority 's  analysis  of  the 
District 's  borrowing  capacity,  and  for  managing  the  Financial  Authority 's  bank 
accounts. 

10>   Marguerite  Owens,  Deputy  General  Counsel 

Ms.  Owens  is  the  Financial  Authority's  transaction  attorney,  and  reviews 
contracts,  legislation,  bonds,  and  leases. 

I V.    Francis  Smith,  Counsel 

Mr.  Smith  reviews  contracts  and  legislation,  and  handles  personnel  and  labor 
legal  issues. 

I  2 .   Karen  Chambers,  Program  Manager 

Ms.  Chambers  is  responsible  for  the  review  of  District  contracts,  for  assisting 
agencies  in  improving  contract  management  and  for  coordinating  the  Authority 's 
own  contracting.  She  supervises  staff  in  the  area  of  contract  review. 

I  3.    Gwendolyn  Flowers,  Program  Manager 

Ms.  Flowers  is  responsible  for  management  and  budget  analysis  in  the  areas  of 
economic  development  and  performance  measurement. 

I  ^.    Doneg  McDonough,  Program  Manager 

Mr.  McDonough  is  responsible  for  analysis  of  health  care  management  and 
budget  issues. 

1 5 ,  Maria  Strudwick,  Program  Manager 

Ms.  Strudwick  is  responsible  for  analysis  of  public  safety  management  and  budget 
issues.  -     , 

(4 .    Jason  Juffras,  Program  Analyst 

Mr.  Juffras  is  responsible  for  management  and  budget  analysis  in  the  area  of 
education. 

I A  .  Robyn  Hudson,  Program  Analyst 

Ms.  Hudson  is  responsible  for  reviewing  contracts. 

I  %  .  Andrew  Reece,  Program  Analyst 

Mr  Reece  is  responsible  for  management  and  budget  analysis  in  the  area  of 
economic  development,  and  is  the  Financial  Authority 's  liaison  to  the  business 
community. 

\*\.    William  Stroud,  Program  Analyst 

Mr.  Stroud  is  responsible  for  management  and  budget  analysis  in  the  area  of 
public  works. 
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2.0-     Hyong  Yi,  Program  Analyst 

Mr.  Yi  is  responsible  for  management  and  budget  issues  concerning  the 
University  of  the  District  of  Columbia. 

7L.\.     Patricia  Cooics,  Executive  Assistant  to  the  Chairman 

Ms.  Cooks  handles  correspondence,  manages  the  Board 's  calendar  and  schedules 
meetings  for  the  Chairman. 

72.    Chris  Wilson,  Assistant  to  the  General  Counsel 

Ms.  Wilson  provides  support  to  the  Office  of  the  General  Counsel. 

^^.     Diane  Williams,  Executive  Assistant 

Ms.  Willams  provides  support  to  the  Financial  Authority. 

J.^'.      Renee  Gamer,  Executive  Assistant 

Ms.  Garner  provides  support  to  the  Financial  Authority. 

ZS.     Scottie  Martin,  Program  Assistant 

Ms.  Martin  provides  support  to  the  Financial  Authority. 

ZC.    Andrea  Riley,  Paralegal 

Ms.  Riley  tracks  contracts  and  legislation  and  provides  legal  research. 

^1,   Kimberly  Cooke,  Receptionist 

Ms.  Cooke  greets  visitors,  answers  the  switchboard,  and  logs  correspondence. 

*iX .  Kelly  Thomas,  Office  Assistant 

Ms.  Thomas  handles  a  variety  of  office  support  duties. 

25i.    Laveme  Lee,  Office  Manager 

Ms.  Lee  coordinates  office  and  logistics  responsibilities. 

1>0.     Natosha  Mahoney,  Assistant  Office  Manager 

Ms.  Mahoney  handles  payroll  and  benefits  responsibilities  for  Financial 
Authority  staff,  and  assists  in  a  variety  of  other  support  duties. 
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THE  authority's  OPERATING  BUDGET  REQUEST  OF  $3.4  MILLION 

Mr.  Walsh.  Second,  we  understand  the  budget  that  you  submit- 
ted for  the  Authority's  operations  amounts  to  $3.4  milUon  for  fiscal 
year  1997,  and  that  you  envision  that  amount  being  funded  out  of 
interest  earned  on  monies  held  in  escrow  in  the  bank,  in  the 
Authority's  bank  accounts. 

$70  MILLION  AVERAGE  DAILY  BALANCE  IN  AUTHORITY'S  BANK 

ACCOUNT 

If  you  assume  an  interest  rate  of  somewhere  around  5  percent, 
that  means  the  Authority  would  have  to  have  about  $70  million  on 
deposit  daily  in  the  bank.  Now  with  the  District  having  trouble 
paying  vendors,  how  can  we  keep  that  kind  of  money  sitting  in  an 
interest-bearing  account? 

Dr.  Brimmer.  First,  you're  absolutely  right,  we  make  every  effort 
to  minimize  the  balances  in  the  account.  At  the  same  time,  how- 
ever, the  funds  are  received  by  us,  the  Federal  payment,  and  so  on, 
but  to  assure  discipline  and  accountability  in  the  payment  side,  we 
release  those  funds — I  sign  a  release  from  time  to  time  transfer- 
ring- 


Mr.  Walsh.  These  are  the  Federal  payment  funds  that  come 
through  the  appropriations  act;  correct? 

Dr.  Brimmer.  Yes,  sir.  But  only  on  certification  by  the  CFO.  And 
so  only  when  the  CFO  certifies  that  funds  should  be  transferred 
are  they  so  transferred.  In  the  meantime,  the  balances  are  held. 

Mr.  Walsh.  But  according  to  our  calculations  you  have  to  keep 
that  balance  above  $70  million  to  earn  that  kind  of  return. 

Dr.  Brimmer.  I  haven't  calculated  what  minimum  balance  must 
be  necessary,  given  the  interest  rates  we're  getting,  in  order  to  gen- 
erate that.  We  can  provide  that  for  the  record. 

[The  information  follows:] 

The  Authority  budget  is  not  based  on  an  assumption  of  holding  $70  million,  at 
an  assumed  interest  rate  of  5  percent,  for  an  entire  year  to  yield  $3.5  million. 

The  Authority's  budget  request  of  $3.4  million  and  source  of  funding  is  based 
upon  holding  much  larger  sums  for  much  shorter  periods. 

Section  204  provides  that  amounts  requisitioned  by  the  Mayor  from  the  U.S. 
Treasury  shall  be  deposited  into  an  escrow  account  held  by  the  Authority.  These 
funds  are  available  for  the  operations  of  the  Authority  and  the  remainder  is  allo- 
cated to  the  Mayor,  in  accordance  with  the  CFO's  cash  management  plan. 

Section  205  provides  that  the  Authority  will  receive  the  amount  of  the  Federal 
Payment  and  deposit  it  into  an  escrow  account  prior  to  being  allocated  to  the  Mayor, 
in  accordance  with  the  CFO's  cash  management  plan. 

Based  upon  anticipated  interest  from  seasonal  cash  flow  and  the  Federal  Pay- 
ment, the  Authority  determined  that  interest  proceeds  sufficient  to  fund  our  1997 
budget  would  be  earned  on  these  amounts.  Any  sums  acquired  that  are  surplus  to 
our  needs  will  be  released  to  the  District. 

Dr.  Brimmer.  Up  to  now,  I've  been  assured  that,  given  the  cer- 
tification patterns,  the  amount  needed  to  support  our  budget  would 
be  there. 

Mr.  Walsh.  Well,  given  the  expressed  concern  by  the  CFO  and 
the  Control  Board  about  the  cash  shortfalls  and  the  need  for  short- 
term  or  long-term  borrowing,  I  just  wanted  to  make  sure  your 
budget  was  secure,  and  that  you  would  not  have  to  rely  upon  a  bal- 
ance that  may  or  may  not  be  available,  especially  getting  toward 
the  end  of  the  fiscal  year. 
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Dr.  Brimmer.  Yes,  I  can  still  have  that  assurance,  can't  I?  Yes. 
So  the  answer  is,  yes,  sir,  we  have  that  assurance.  Okay. 

PROJECTED  DEFICITS  FOR  NEXT  FEW  YEARS 

Mr.  Walsh.  The  budget  estimates  that  you  have  for  fiscal  year 
1997,  include  a  deficit  of  $99  million,  and  you  explained  how  you 
got  that  down  from  an  anticipated  deficit  of  about  $130  million.  It's 
still  a  deficit,  obviously.  And  we  had  proposed  a  budget  last  year 
of  about  $281  million  below  what  your  recommendation  was,  and, 
actually,  our  budget  was  pretty  close  to  the  estimated  revenues.  So 
you  now  anticipate  a  budget  deficit  of  about  $99  million,  and  then 
in  the  following  year  you  anticipate  another  deficit  of  approxi- 
mately how  much? 

Dr.  Brimmer.  At  this  juncture,  preliminarily 

Mr.  Walsh.  Right. 

Dr.  Brimmer  [continuing].  And,  remember,  we  have  done  less 
work  on  1997— or  1998 

Mr.  Walsh.  Right. 

Dr.  Brimmer  [continuing].  Than  we  did  on  1997 — in  the  neigh- 
borhood of  $30  to  $40  million,  first  cut.  And  then  that  phases 
down 

Mr.  Walsh.  Then  the  following  year? 

Dr.  Brimmer.  A  small  surplus  of  $50  million,  or  thereabouts. 
But,  again,  I  stress  the  tentativeness  of  the  estimates  for  those  out- 
years,  but  we  do 

Mr.  Walsh.  I  understand  the  difficulty  of  estimating  in  outyears. 

[CLERK'S  NOTE.— Accordfng  to  the  financial  plan  for  fiscal  years  1997-2000  on 
pages  21-23  of  the  District's  FY  1997  Budget  Document  (see  3rd  line  from  bottom 
on  page  75,  part  2  of  these  hearings  the  annual  surplus  (deficits)  are  projected  as 
follows:  $99  million  deficit  for  FY  1997;  $94  million  deficit  for  FY  1998;  $1.7  million 
surplus  for  FY  1999;  and  $1.1  million  surplus  for  2000.] 

Dr.  Brimmer.  But  we  do  foresee  a  declining  trend  for  the  deficit. 
And,  by  the  way,  that  declining  trend  does  not  assume  an  increase 
in  the  Federal  pa3rment. 

Mr.  Walsh.  I  think  that  might  be  a  safe  assumption  right  now. 

Dr.  Brimmer.  Yes. 

Mr.  Walsh.  I  can't  predict  the  future  that  well,  either,  but 

Dr.  Brimmer.  Right. 

Mr.  Walsh  [continuing].  I  think  Mr.  Parker  was  fairly  accurate 
when  he  said  it  will  be  difficult  for  Congress  to  come  up  with  addi- 
tional funds.  In  fact,  our  602(b)  budget  resolution  allocations  are 
coming  out  now,  and  it  looks  like  that  will  be  the  assumption. 

"MAYBE  REVENUES  AREN'T  THE  PROBLEM" 

You  talked  about  revenues,  and  Mr.  Dixon  asked  you  about  reve- 
nues and  how  were  you  going  to  impact  the  revenues,  and  you  ex- 
pressed the  hope  that  the  Federal  government  would  be  willing  or 
forthcoming,  more  forthcoming,  on  Federal  revenues.  Four  years 
ago,  when  a  new  mayor  came  in,  she  came  to  the  Congress  and 
said,  if  you  could  just  give  us  some  additional  money,  we  can  get 
our  problems  behind  us.  And  you  highlighted  those,  $400  million 
in  increased  Federal  payments,  about  $225  million  in  additional 
budget  authority  from  the  water  and  sewer  fund,  and  $335  million 
in  borrowing  to  fund  the  deficit.  I  don't  know  whether  you  realize 
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it  or  not,  but  that's  what  you've  said  today:  that  if  we  just  get  some 
short-term  borrowing,  some  additional  Federal  revenues,  we  can 
get  our  problems  resolved.  And  Mayor  Barry  said  the  same  thing 
when  he  was  elected  a  year  ago,  when  he  took  office  a  year  ago  this 
January:  basically,  that  there  was  a  big  hole  in  the  budget,  but  "if 
Congress  would  just  come  up  with  the  additional  money,  we'll  get 
this  budget  under  control." 

History  is  a  pretty  good  teacher,  and  if  we  have  not  been  able 
to  do  it  in  the  past,  maybe  revenues  aren't  necessarily  the  problem. 
And  if  you  make  the  assumption  that  we're  going  to  continue  to 
have  a  $5  billion-plus  budget,  then  revenues  are  definitely  going  to 
be  a  problem.  But  if  you  make  the  assumption  that  we're  going  to 
somehow  scale  down  government,  which  is  where  I  was  hoping  we 
would  go,  then  certainly  all  cities  have  to  deal  with  revenues. 
Hopefully,  property  taxes  will  appreciate;  people  will  get  back  their 
faith  in  the  government,  and  they'll  start  to  reinvest  in  the  City, 
and  we  will  grow  our  revenues  in  the  traditional  way,  through  cap- 
italism and  property  taxation,  income  taxation,  and  so  on. 

DISTRICT  doesn't  SEEM  TO  BE  CHANGING  DIRECTION  YET 

But  I  don't  really  see  the  assumptions  yet  that  we're  changing 
direction  or  changing  the  functions  of  city  government,  and  I'd  just 
like  to  get  your  thoughts  in  general  on  how  we're  going  to  change 
the  function  of  city  government,  how  we're  going  to  change,  how  ex- 
pensive and  how  large  a  government  are  we  going  to  have. 

REVENUES  ARE  PROJECTED  TO  BE  STAGNANT  FOR  FY  1996 

Dr.  Brimmer.  All  right.  First,  Mr.  Chairman,  with  respect  to  rev- 
enue, this  is  an  area  that's  an  exception  to  my  cautionary  comment 
about  not  having  done  enough  work  on  the  outyears.  We  have 
taken  a  good,  hard  look  at  the  revenue  prospects  over  the  next  sev- 
eral years,  and  we've  worked — the  Chief  Financial  Officer  has  un- 
dertaken this  and  our  staff  has  undertaken  it,  and  we  had  a  hear- 
ing on  the  revenue  outlooks.  And  at  this  juncture  we  see  revenues 
being  stagnant  over  the  next  several  years.  We  see  revenue  in  1996 
of  $3.2  billion. 

Mr.  Dixon.  1996? 

Dr.  Brimmer.  In  1996,  we  are  seeing — let  me  go  on  now — this  is 
revenue  as  defined. 

In  addition  to  that,  we  have  grants.  We  have  grants,  intradistrict 
funds,  and  so  on.  What  I've  been  describing  is  the  revenue  nar- 
rowly defined.  If  you  look  at  total  resources,  we  see  some  growth, 
but  I  was  addressing  revenue  as  such,  meaning  the  sum  of  taxes, 
nontax  revenue,  meaning  fees,  and  then  Federal  payments  and 
transfers.  That's  revenue  as  defined,  and  then  you  have  some  other 
sources  of  funds,  but  not  revenues.  And  I  was  saying  that  revenue 
is  fairly  stagnant.  We  have  revenue  from  $3.2  billion  in  1996;  in 
1997,  $3.3  billion;  1998,  $3.3  billion;  1999,  $3.4  billion;  2000,  $3.4 
billion.  And  that's  mainly  because  these  major  revenue  sources — 
property  taxes,  income  taxes,  and  so  on — these  are  stagnant.  And 
the  Federal  pa3anent  is  in  there,  and  that's  at  $660  million  right 
through. 

So  with  respect  to  revenue,  sir,  I  don't  see  any  major  growth  in 
revenue  from  taxes  and  from  fees,  and  that  is  why  I  said,  in  my 
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judgment,  if  revenue  is  to  grow,  then  the  Federal  payment  has  to 
grow. 

Now 

Mr.  Walsh.  If  I  could  respond,  just  on  that  point,  every  major 
and  minor  city  in  the  Northeast  has  the  same  problem.  Property 
tax  values  are  going  down,  not  up.  Sales  tax  is  relatively  flat. 

Dr.  Brimmer.  Right. 

Mr.  Walsh.  And  the  States  are  not  kicking  in  any  more  than 
they  have  in  the  past.  So  the  difference  between  those  cities  and 
Washington,  D.C.,  is  Washington,  D.C.  can  go  to  the  Treasury  win- 
dow to  get  funds;  the  other  cities  can't;  that's  the  difference. 

EXPENSES  WILL  RISE  DUE  TO  BASIC  SERVICES 

Dr.  Brimmer.  Yes.  Now  with  respect  to  the  expenditure  side,  be- 
cause it's  the  difference  between  that  revenue  and  expenditures 
that  is  the  deficit,  I  believe  that  expenditures  which  will  rise  be- 
cause of  basic  services,  and  there  are  certain  of  these  which  we  just 
need  to  supply,  and  given  the  prices  of  doing  that,  you  get  some 
minimum  level  of  expenditures.  But  I  believe  that — and  I  was  ad- 
dressing this  indirectly  in  response  to  Mr.  Dixon — I,  too,  believe 
that  there  has  to  be  some  reduction  in  expenditures  as  we  go 
through  the  outyears.  And  where  do  we  get  those?  As  I  said,  I  be- 
lieve we  need  to  get  those  reductions  from  either  cutting  back  on 
services  or  cutting  back  on  benefits,  and  I  see  some  combination  of 
those. 

AGENCIES  MAY  NEED  TO  BE  CONSOLIDATED 

I  really  would  see  a  need  for  consolidations  of  various  govern- 
ment agencies.  So  the  reductions  in  the  employees  must  be  accom- 
panied by  reductions  in  other  kinds  of  activity  and  improvements 
in  productivity.  I  see  no  other  way  to  do  it. 

There  are  some  areas  where  I  believe  we  simply  have  to  give  up, 
can't  do  everything,  and  may  we  have  to  identify  some  of  those 
very  soon. 

PRIVATIZATION  OF  SERVICES  MAY  NEED  TO  BE  INCREASED 

Mr.  Walsh.  You  know,  talking  about  the  privatization  and  the 
contracting  out  and  those  issues,  I  have  felt  that — and  you've  ad- 
dressed some  of  them,  post-secondary  education,  health  care,  men- 
tal health  care,  corrections — that  maybe  the  City  should  not  be  in 
those  lines  of  business.  And  either  they're  replaced  by  a  private  en- 
tity that  citizens  would  contract  with  directly  themselves  or  they 
just  don't  exist  anymore,  and  they're  taken  up  by  other  part  of  the 
economy,  the  educational  sector  or  some  other  sector. 

WILL  PRIVATIZATION  SAVE  THE  CITY  MONEY? 

Do  you  envision  real  savings  from  privatization?  For  example,  I 
know  that  when,  the  Mayor  suggested  in  his  budget  that  he  was 
going  to  privatize  St.  Elizabeths,  and  he  said  we're  going  to  get  a 
certain  number  of  employee  reductions,  you  didn't  give  him  those 
savings  because  you  said  that  function  was  still  going  to  be  paid 
for  by  the  city  budget.  What  sort  of  savings  can  we  anticipate  from 
these  measures? 
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Dr.  Brimmer.  Well,  sir,  that's  exactly  one  of  the  most  difficult 
areas  we  had  to  confront,  as  we  looked  at  the  Mayor's  budget.  We 
looked  at  his  various  initiatives,  and  then  the  question  is:  what's 
the  savings  attached  to  those?  There's  a  great  deal  of  uncertainty. 
I  believe  there  are  savings  to  be  gotten  through  privatization.  My 
hunch  is  that,  as  we  look  at  them  today,  that  those  savings  have 
probably  been  overestimated.  The  Mayor  even  discounted  a  number 
of  his  initiatives  himself.  I  believe  he  got  60  or  75  percent — or  60 
percent,  and  we  were  inclined  to  discount  some  of  them  even  more. 

So  we  have  not  made  adjustments  to  how  much  we  should  expect 
to  get  from  privatization  with  any  precision  beyond  what  we  have 
done  to  date. 

[CLERK'S  NOTE.— See  pages  398N-398Z,  this  volume,  for  copy  of  prepared 
statement  received  by  the  Committee  at  a  hearing  on  the  FY  1996  D.C.  budget  held 
June  28.  1995,  from  John  O'Leary,  Deputy  Director  of  the  Reason  Foundation  Pri- 
vatization Center,  who  stated  that  "Research  conducted  by  the  Reason  Foundation 
and  others  has  found  evidence  that  in  a  wide  spectrum  of  activities  contracting  can 
generate  savings  of  20-50  percent,  often  with  improved  quality."] 

Mr.  Walsh.  I'll  ask  one  last  question.  I  have  some  others  that 
I  will  submit  for  the  record  and  ask  that  you  come  back  to  us  with 
those  either  in  writing  or,  again,  in  the  hearing  process. 

Dr.  Brimmer.  Yes,  sir. 

BUDGET  PROJECTIONS  MAY  NOT  BE  MET/RECEIVERSHIP 

Mr.  Walsh.  In  reading,  your  May  1996  report,  on  page  19,  you 
state,  "The  Authority  is  concerned  that  the  Financial  Plan  and 
Budget  workforce  reduction  initiative  may  not  achieve  the  level  of 
savings  indicated  in  the  Mayor's  Response."  You  go  on  to  say  "Un- 
less these  targets  are  reached,  not  only  are  the  fiscal  year  1996 
FTE  and  budget  targets  in  jeopardy,  but  the  fiscal  year  1997  sav- 
ing targets  will  also  not  be  achieved.  As  noted  above,  the  District 
has  made  little  progress  in  reducing  FTEs  this  year." 

You  also  indicate  on  the  same  page  that,  "Without  agency  spe- 
cific information  not  only  is  it  difficult  to  determine  the  viability  of 
the  savings  but  accountability  for  the  reductions  is  not  estab- 
lished." 

In  expressing  your  concerns  that  the  District  is  not  responding 
to  the  Authority's  recommendations,  is  it  possible  that  the  District 
will  incur  a  huge  deficit  in  fiscal  year  1997?  And,  if  so,  will  that 
be  the  straw  that  breaks  the  camel's  back  and  puts  the  District 
into  receivership? 

CONTROL  BOARD  TO  ACT  IF  SCHOOL  BOARD  DOES  NOT 

And  while  you're  thinking  about  that,  the  school  board  is  going 
to  be  voting  tomorrow  night  on  changing  its  reductions-in-force 
rules  regarding  seniority  and  putting  in  some  comparative  assess- 
ment process,  peer  review  process,  for  teachers.  In  the  event  they 
don't  get  that  passed,  is  the  Control  Board  prepared  to  act  on  that 
legislation?  They're  sort  of  tied  together  because  I  believe  you  said 
1,500  of  those  positions  come  from  the  school  budget. 

Dr.  Brimmer.  The  answer  is  yes.  As  you  know,  we  have  had  a 
great  deal  of  concern  about  that.  That  was  what  I  had  in  mind 
when  I  mentioned  the  bumping  problems  and  the  school  board 

Mr.  Walsh.  Right. 
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ELIMINATING  RESTRICTIVE  RULES  THROUGHOUT  CITY  GOVERNMENT 

Dr.  Brimmer  [continuing].  Working  to  try  to  get  around  those. 
Yes,  we  consider  that  very  vital.  In  fact,  we  consider  the  elimi- 
nation or  modification  of  such  restrictive  rules  throughout  the  gov- 
ernment as  being  vital.  So  this  is  an  area  where,  if  we  do  not  see 
the  school  board  acting,  that  would  be  a  prime  target  for  our  207 
action.  So  we  would  be  prepared  to  act  to  assure — remember,  I 
said,  we  will  take  the  steps  necessary  to  assure  that  we  get  the  re- 
ductions. 

Mr.  Walsh.  Well 

Dr.  Brimmer.  And  if  that  tool  is  needed  to  achieve  the  reductions 
in  that  area,  that's  one  way  we'd  be  prepared  to  do  so.  And,  by  the 
way,  I'm  hopeful,  and  I  fully  expect,  that  the  school  board  will  act 
to  take  those  actions.  We  met  with  the  school  board  and  we  have 
talked  through  some  of  these  issues,  and  I  left  from  that  meeting, 
when  they  left  us,  convinced  that  they  were  committed  to  achieving 
these  kinds  of  goals.  So  I'm  waiting;  I'll  wait  and  see,  but  I'm  hope- 
ful that  they  will  do  it. 

Mr.  Walsh.  I'll  just  sum  up  by  saying  that  those  are  very  dif- 
ficult measures  to  pass  in  any  legislative  forum,  exceedingly  dif- 
ficult, and  normally  do  not  occur  unless  there  is  some  sort  of  an 
agreement  with  the  bargaining  unit,  and  it's  going  to  be  exceed- 
ingly difficult  for  them  to  get  that  accomplished.  But  it  is  your  feel- 
ing that,  if  they  do  not,  that  the  Control  Board  at  least  has  the 
power  and  the  authority  to  execute  that  change? 

Dr.  Brimmer.  Yes,  we  have  the  authority  and  the  determination. 

Mr.  Walsh.  Thank  you. 

deficit  for  fiscal  year  1996  WILL  BE  $116  MILLION 

Mr.  Dixon.  Dr.  Brimmer,  there  are  four-and-a-half  months  left  in 
this  fiscal  year,  and  using  your  numbers  here  as  to  the  reductions 
in  staff  you're  going  to  have  to  make,  is  it  realistic  to  think  that 
you're  going  to  get  to  a  $116  million  deficit?  I  mean,  time  is  real 
short  here,  and  you're — is  it — Mr.  Hill  can  respond,  I  mean,  as  far 
as  I'm  concerned. 

Dr.  Brimmer.  Please,  Mr.  Hill. 

Mr.  Dixon.  Yes. 

Mr.  Hill.  The  budget 

Mr.  Dixon.  The  past  history,  as  the  chairman  says,  has  been 
charactized  by  inertia.  Now 

Mr.  Hill.  The  budget,  to  get  to  the  $116  million  deficit 

Mr.  Dixon.  Right. 

Mr.  Hill  [continuing].  Does  not  rely  exclusively  on  the  personnel 
reductions.  As  a  matter  of  fact,  in  the  first  year  that  you  reduce 
personnel,  generally  the  savings  are  offset  by  the  cost  of  the  reduc- 
tions. 

Mr.  Dixon.  Right. 

Mr.  Hill.  What  is  at  risk  is,  if  you  start  at  1997  with  a  higher 
number,  then  you  will  not  be  able  to  get  the  savings  that  you're 
counting  for  in  1997. 

Mr.  Dixon.  Right. 
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Mr.  Hill.  So  there  aren't  a  lot  of  additional  savings  that  we 
would  be  expecting  from  personnel  reductions  per  se  to  meet  the 
1996  targets.  There  are  some,  but  not  a  lot. 

Mr.  Dixon.  So,  Mr.  Hill,  you're  confident  that  it's  going  to  be,  be- 
tween $110  million  and  $120  million? 

Mr.  Hill.  I  am  confident,  from  working  with  Tony  Williams  and 
also  with  the  City  Administrator,  that  we  will  reach  that  target 
and  that  the  city  will  not  overspend  its  budget.  And  it's  imperative 
that  the  city  meet  this  1996  budget  because  we  believe  that  in  1997 
and  in  the  future  people  will  be  looking  at  this  budget  mark  as  a 
sign  that  the  City  has  been  able  to  perform. 

Mr.  Dixon.  Right. 

Dr.  Brimmer.  I  share  ever3^hing  he  said. 

Mr.  Dixon.  Well,  I  said  to  the  staff  here  that  you're  going  to  need 
a  bullet-proof  vest  here  in  two  or  three  months,  at  least  politically, 
because  I  see  some  dynamics  coming  up  that  are  going  to  bring  this 
Authority  in  a  head-on  clash  with  people  in  this  community.  I'm 
not  commenting  on  it  negatively  or  anything  else.  It's  a  reality 
that,  you  know,  when  we  talk  about  the  Draconian  things  they're 
going  to  have  to  do  to  bring  this  budget  in  balance,  there's  going 
to  be  a  strife.  I  applaud  you,  Dr.  Brimmer,  for  at  least,  I  used  to 
say  as  a  kid,  giving  it  to  me  straight  out;  it's  not  sugar-coated;  it's 
not  talking  around  the  issue;  you  are  very  specific  as  to  what  needs 
to  be  done. 

Dr.  Brimmer.  Thank  you,  sir. 

Mr.  Dixon.  I  have  no  further  questions. 

Mr.  Walsh.  Mr.  Parker? 

concern:  not  much  time,  yet  much  needs  to  be  done 

Mr.  Parker.  You  said  a  while  ago.  Dr.  Brimmer,  you  were  talk- 
ing about  additional  cuts  that  you  had  to  look  at,  and  you  said,  if 
we  fall  short  of  the  target,  we  may  have  to  identify  some  of  those 
other  cuts  very  soon.  My  personal  view  is  that  you  should  have 
been  looking  at  them  several  months  ago  because  it's  coming.  And 
I  agree  with  what  Mr.  Dixon  has  said.  This  situation  is  funneling 
down,  and  the  more  it  funnels,  the  closer  it  gets  to  the  end  of  the 
fiscal  year,  the  less  wiggle  room  you've  got,  and  everybody  in  busi- 
ness Imows  that;  everybody  in  government  knows  that. 

D.C.  LAW  SCHOOL  PROBLEM 

And  I  see  this  as  a  real  problem,  especially  when  you  have  some- 
thing like  the  D.C.  Law  School  that's  adding  to  their  FTEs.  They're 
going  the  wrong  direction.  Now  that  just  doesn't  mesh. 

And  then  I  hear  the  argument  that,  well,  whenever  you  let  peo- 
ple go,  that  increases  the  cost.  I  mean,  there  is  an  increase  in  cost 
when  you  let  people  go  and  you  don't  realize  those  savings  until 
later;  so  we'll  just  put  them  off  until  later? 

Dr.  Brimmer.  No,  sir.  No,  sir. 

Mr.  Parker.  Now  the  point  I'm  making,  is  that  I  see  some  prob- 
lems here  coming  up,  and  it's  going  to  be  tough. 

I'll  ask  you  a  question:  on  the  D.C.  Law  School,  have  you  talked 
to — and  knowing  full  well  there  are  people  that  want  to  retain  a 
law  school  with  "D.C."  on  it,  with  the  name  "D.C."  on  it,  have  you 
talked  to  some  other  law  schools  to  see  if  they'd  like  to  have  it? 
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We'll  give  it  to  them.  You  know,  would  they  like  to  have  it  and 
keep  the  name  on  it,  and  whatever?  I  mean 

Dr.  Brimmer.  No,  no 

Mr.  Parker  [continuing].  The  City  can't  afford  it. 

Mr.  Brimmer.  No,  we  have  focused  on  the  budget  for  the  law 
school.  The  City  Council  decided  that  the  law  school  would  rem.ain 
in  existence  and  it  urged  that  it  be  merged  with  UDC.  Now  given 
that  fact,  our  task  was  to  see  what  the — whether  there  is  to  be 
some  saving — whether  we  could  get  savings  in  the  budget  and  in 
the  FTEs,  and  we  got  those. 

Mr.  Parker.  Even  with  them  adding? 

Dr.  Brimmer.  We  reduced  the  budget  for  UDC,  including  the  law 
school.  Specifically,  for  1996,  the  proposal  from  the  Mayor  was  for 
$79  million.  We  reduced  that  to  $77  million.  We  took  $2  million 
out. 

D.C.  LAW  SCHOOL  ADDED  EMPLOYEES 

Mr.  Parker.  But,  Dr.  Brimmer,  they  added  employees. 

Dr.  Brimmer.  Well,  the  employees  had  a  target  of,  I  believe  it's, 
1,079;  48  of  that,  I  believe,  was  at  the  law  school.  That  was  that 
target. 

Now  we  are  talking  about  how  they  are  behaving  through  mid- 
year, and  that's  one  of  the  cases  where  they're  over  the  target  and 
where  steps  must  be  made  to  get  down. 

Mr.  Parker.  Now  wait.  Wait.  Now  I'm  a  little  confused.  But  they 
have  added  employees.  They  have  not  reduced  the  FTEs.  They 
have  added  employees;  right? 

Dr.  Brimmer.  Through  midyear  that  is  the  case.  They  did  that 
in  contravention  of  the  target  we  set.  Therefore,  they're  over  the 
target 

DID  D.C.  LAW  SCHOOL  BREAK  THE  LAW  IN  HIRING  ABOVE  LEGAL 

LIMITS? 

Mr.  Parker.  Who  made  that  decision? 

Dr.  Brimmer.  Pardon  me? 

Mr.  Parker.  Who  made  that  decision? 

Dr.  Brimmer.  Who  made  the  decision? 

Mr.  Parker.  Yes. 

Dr.  Brimmer.  They  did. 

Mr.  Parker.  Who  is  "they?" 

Dr.  Brimmer.  The  administrators. 

Mr.  Parker.  The  administrators  of  the  law  school? 

Dr.  Brimmer.  The  president  of  the  university  and  the  dean  of  the 
law  school.  And  they're  making  these  decisions 

Mr.  Parker.  Isn't  that  against — and  I'm  going  to  end  with  this — 
isn't  that  against  the  law?  I  mean,  don't  you  have  a  law  which 
states  that  you  set  goals  and  targets  and  these  people  must  meet 
them?  Isn't  that  the  law? 

Dr.  Brimmer.  But,  sir,  the  targets  are  for  year-end. 

anti-deficiency  act/attorney  general 

Mr.  Walsh.  Will  the  gentleman  yield? 
Mr.  Parker.  Sure. 
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Dr.  Brimmer.  The  targets  are  for  year-end. 

Mr.  Walsh.  The  law — there  is  a  law  on  the  books  that  we've  dis- 
cussed often  in  this  Committee,  and  it's  called  the  Anti-Deficiency 
Act.  And  it  says  that  if  the  financial  officer  for  that  department 
overspends  their  budget  without  authority,  they  have  violated  Fed- 
eral and  D.C.  law.  The  difficulty  is,  No.  1,  no  one  has  been  pros- 
ecuted yet — and  I  say  "yet" — and.  No.  2,  we  asked  the  Attorney 
General  specifically  to  enforce  this  law  and  she  demurred  from 
that.  So  at  this  point  we  have  a  law  that  no  Federal  prosecutor  is 
interested  in  pursuing,  at  least  at  this  point. 

Dr.  Brimmer.  Mr.  Chairman,  may  I  also  mention 

Mr.  Walsh.  Sure. 

Dr.  Brimmer  [continuing].  Congressman  Parker,  until  the  appro- 
priations bill  was  adopted  here  a  month  ago  sometime 

Mr.  Parker.  Yes. 

Dr.  Brimmer  [continuing].  There  was  no  law  enforcing  our  guide- 
lines. They  became — so  up  to  that  point,  we  had  recommendations. 
Now  we  have  the  statute. 

ASSURANCE  THAT  IG  WILL  INVESTIGATE  VIOLATIONS  OF  THE  LAW 

Mr.  Parker.  You  also  have  an  IG. 

Dr.  Brimmer.  Well,  in  terms  of  the  enforcement  of — well,  we've 
made  some  comments  about  the  IG  up  to  now.  And  now  I  would 
also 

Mr.  Dixon.  You  have  an  IG.  It's  my  understanding  that  the  IG 
works  for  the  Authority 

IG  INDEPENDENT  OF  CONTROL  BOARD  AND  MAYOR 

Dr.  Brimmer.  It's  separate,  an  independent  office,  independent  of 
us,  as  well  as  of  the  administration. 

Mr.  Parker.  But  if  you  found  something  wrong  and  you  rec- 
ommended to  the  IG  that  they  look  into  it,  the  IG  could  turn 
around  and  bring  charges?  Or  am  I  looking  at  that  wrong? 

Dr.  Brimmer.  Oh,  yes.  Oh,  yes.  Yes,  yes. 

Mr.  Parker.  And  knowing  full  well  that  you  didn't  have  a  law 
in  effect  until  we  passed  the  budget  two  months  ago,  I  guess  that 
I  can  be  assured  that,  when  somebody  breaks  the  law  now,  that 
you  will  recommend  to  the  IG  that  she  bring  charges  and  turn 
around  and  follow  this  thing  through  and  hold  people  responsible 
for  their  actions?  Can  I  be  assured  of  that? 

UDC  AND  LAW  SCHOOL  BUDGET 

Dr.  Brimmer.  You  can  be  assured  of  that,  sir,  but  I  would  want 
to  say  something,  in  response  to  what  you  said  earlier,  about  the 
budget  and  the  FTEs  and  the  status.  We  recommended  a  budget 
of  $77  million  for  UDC  for  1996  and  said  that  currently  they  are 
overspending  that  budget.  The  CFO  has  underway  a  special 
project.  He's  in  direct,  immediate  discussion  with  the  university  as 
to  how  they're  going  to  get  that  down,  and  he  is  expecting  them 
to  report  to  him  within  days,  if  they  haven't  done  so  already,  as 
to  in  fact  how  they're  going  to  do  that.  We  expect  that  to  be  the 
case.  ' 
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AUTHORITY  RAISED  AMOUNT  TO  $79  MILLION  FOR  UDC 

For  1997,  the  Mayor  asked  for  $82  million  for  the  university,  for 
UDC  and  the  law  school.  Our  initial  response  was  to  keep  it  at  $77 
million,  but  in  this  last  go-  round,  in  this  report,  we  raised  that, 
so  they're  at  $79  million.  Why  did  we  do  that?  Partly  because — and 
here  the  trustees  took  a  very  tough  stand;  we  had  recommended 
it — they  raised  tuition  and  they  are  reducing  the  subsidies  substan- 
tially. And  we  concluded — and  I  was  the  one  who  made  this  pro- 
posal and  defended  it  on  the  table  when  we  discussed  it — I  thought 
they  should  get  some  benefit  of  that  increased  tuition  and  gave 
them  $2  more  million.  So  they're  back  up  to  $79  million. 

And  I  believe  that  was  the  result  of  the  very  hard  types  of  deci- 
sion which  people  are  going  to  have  to  make  in  this  community, 
and  those  trustees  acted  responsibly,  and  that's  why — so  we're 
making  the  progress.  We're  not  curing  it  all  at  once,  but  they  were 
on  track. 

COMMITTEE  WOULD  LIKE  TO  KNOW  WHO  BROKE  THE  LAW 

Mr.  Parker.  Let  me  just  close  by  saying  this:  you  have  looked 
at  all  the  report.  You  have  looked  at  the  budget.  You  have  looked 
at  how  everything  has  been  done.  You  know  what  went  on  in  1995. 
And  I'm  just  talking  1995.  I'm  not  talking  1993,  1994.  I  would  like 
for  you  to  provide  to  this  Committee  the  names  of  the  individuals 
who  broke  that  law  in  1995,  and  I  would  like  to  know  how  they 
broke  the  law.  That's  all  I  want. 

Dr.  Brimmer.  Let  me — I  will  take  your  question.  I  don't  know 
what  we  can  do  on  that  regard. 

Mr.  Parker.  Why  not? 

Dr.  Brimmer.  Well,  first — first,  I  said  we'll  take  that.  We'll  do 
what  we  can,  but  exactly  how  to  do  that,  I'll  have  to  talk  with  my 
associates;  we  will  respond. 

Mr.  Parker.  Well,  I  know  it's  ticklish — it's  a  ticklish  request  that 
I  just  asked,  but  I  would  like  to  know  who  they  are.  I'd  like  to 
know  their  names,  what  positions  they  hold,  and  exactly  what  they 
did.  And  then  I'd  like  to  just  mull  over  it.  But  I  would  appreciate 
it. 

Dr.  Brimmer.  We  will  respond  the  best  we  can. 

Mr.  Parker.  Thank  you. 

anti-deficiency  act  violations  report 

[The  following  copy  of  the  District's  FY  1995  Anti-Deficiency  Act 
Violation  Report  appears  on  the  following  pages  (through  page  365) 
and  was  supplied  for  the  record  by  the  control  board  in  response 
to  Congressman  Parker's  question:! 
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THE  DISTRICT  OF  COLUMBIA 
WASHINGTON.  D.C.     20001 


»^aY    I  7  iqc« 


The  Honorable  James  T.  Walsh 

Chainnan 

Subcommittee  on  D.  C.  Appropriations 

H-148,  The  Capitol 

Washington,  DC.  20515-6015 

Dear  Chainnan  Walsh: 

This  letter  transmits  the  District  of  Columbia  Govemmoit's  repoit  on  Anti- Deficiency  Act 
violations  for  fiscal  year  1995  covering  the  period  October  1,  1994  through  September  30,  1995. 
The  repoit  was  prepared  by  the  District  of  Cohmibia  Office  of  the  Controller  based  on  the 
District's  Comprehensive  Annual  Financial  Repoit  issued  February  1,  1996. 

Smcerely, 


ion  BarryTJI 
layor 


Enclosure 
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GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 


441  4th  Street.  N.W. 

Chief  Financial  Officer  ILfc^^l^i  11th  Floor 

Washington.  DC  20001 


b  ©bo 


The  Honorable  Marion  Bairy,  Jr. 

Mayor 

District  of  Columbia 

441  4th  Street,  N.W. 

Washington,  D.C.  20001 


Dear  Mayor  Barry: 


This  letter  contains  information  required  by  the  Anti-Deficiency  Act  and  0MB  Circular  A-34. 
The  following  Appropriation  Titles  (Headings  of  the  District  of  Columbia  1995  Appropriation 
Act  (P.L.  103-334  Sec.  138  (a)(1))  had  an  excess  of  expenditures  over  appropriations  for  the 
year  ended  September  30,  1995.   These  amounts  are  shown  in  the  following  schedule  (SOOOs). 
No  other  types  of  anti-deficiency  violations  were  observed. 

Appropriation  Title  (Heading) 

Governmental  Direction  and  Support 

Economic  Development  and  Regulation 

Public  Education  System 

Human  Support  Services 

Short  Term  Borrowing 

Repayment  of  Loans  and  Interest,  and 

Repayment  of  General  Fund  Recovery  Debt         345.446  46,098  652 


Note:  Exhibit  1  reconciles  these  amounts  to  the  Total  Expenditures  presented  in  Exhibit  3  of 
the  Comprehensive  Annual  Financial  Report  (CAFR). 

Four  agencies  and  two  operations  had  overspending  which  equaled  or  exceeded  the  amount  of 
the  total  overspending  at  the  appropriation  title  levels  as  follows: 


Appropriation 

Actual 

Excess 

84,470 

88,973 

4,503 

51,404 

51,496 

92 

618,989 

631,923 

12,934 

866,515 

930,519 

64,004 

3,821 

12,410 

8,589 
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Honorable  Marion  Barry,  Jr.,  Mayor 
Page  Two 


Agency  ,  Over  Expenditure  fSOOOs') 

GOVERNMENTAL  DIRECTION  AND  SUPPORT  (4,50T) 

Administrative  Services  5,998 

ECONOMIC  DEVELOPMENT  AND  REGULATION  (92) 

Consumer  &  Regulatory  Affairs  416 

PUBLIC  EDUCATION  SYSTEM  (12,934) 

Public  Schools  13,190 

HUMAN  SUPPORT  SERVICES  (64.004) 

Human  Services  68,829 

SHORT  TERM  BORROWING  (8,589) 

Short  Term  Borrowing  8,589 

REPAYMENT  OF  LOANS  AND  INTEREST  (652) 

Repayment  of  Loans  and  Interest,  and  Repayment  of  General 

Fund  Recovery  Debt  652 


A  brief  analysis  of  the  overspending  and  the  letter  from  the  agency  providing  die  pertinent 
information  required  by  0MB  Circular  A-34  follows  Exhibit  2. 

Twelve  other  agencies  had  overspending  which  was  offset  by  underspoiding  widiin  their 
Appropriation  Title  (see  Exhibit  2). 

The  University  of  the  District  of  Columbia  has  an  operating  deficit  in  1995  of  $9.3  million. 
This  occulted  because  spending  was  above  budgetary  amounts.   The  University  used  its  fund 
balance  accimiulated  from  prior  years  to  offset  the  loss.   The  appropriated  transfer  from  the 
General  Fund  was  not  exceeded  and  therefore  no  anti-deficiency  violations  occurred. 
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Honorable  Marion  Barry,  Jr.,  Mayor 
Page  TTiree 


The  principal  officials  of  the  District  of  Columbia  Government  at  Septenjber  30,  1995,  were: 

Marion  Barry,  Jr.,  Mayor 

Michael  C.  Rogers,  City  Administrator 

Michael  C.  Rogers,  Acting  Deputy  Mayor  for  Financial  Management 

The  agency  letters  included  as  part  of  this  letter  identify  the  agency  director  and  controller  at 
September  30,  1995. 

The  violations  occurred  in  several  agencies.  I  requested  that  agencies  which  over  expended  their 
total  appropriated  budget  provide  information  about  the  over  expenditure,  the  responsible 
employee(s),  and  the  actions  taken.   Agency  responses  are  included  in  this  report. 

During  the  fiscal  year  ended  September  30,  1995,  a  niunber  of  agencies  expended  funds  in  excess 
of  their  appropriation.  Some  managers  contend  that  the  budgets  provided  during  1995  were 
unrealistically  low.  While  this  may  have  been  true,  it  in  no  way  mitigates  the  seriousness  of  the 
violations.  Exceptions  to  the  Anti-Deficiency  Act  may  exist  where  public 
safety  is  a  risk  or  where  citizens  are  entitled  to  certain  benefits  under  law.  The  overspending  at 
Human  Services  was  largely  due  to  Medicaid,  AFDC,  and  foster  care  programs. 

I  am  recommending  that  action  be  taken  by  the  Inspector  General  to  investigate  violations  in  the 
four  agencies  and  two  operations  cited  above.  If  the  responsible  party  is  the  agency  director  or 
program  manager,  I  am  requesting  that  these  individuals  be  referred  to  the  Department  of  Justice 
for  prosecution.  If  the  responsible  party  is  the  agency  controller/financial  manager,  I  am  asking 
that  he  or  she  be  referred  to  me  so  that  appropriate  action  may  be  taken. 

Before  the  full  extent  of  the  fiscal  year  1994  deficiency  was  known,  the  District  began  to  take 
steps  to  improve  controls  over  expenditures  in  fiscal  year  1995.    As  early  as  November  1994, 
strong  admonitions  were  issued  to  agencies  to  remind  them  of  the  Anti-Deficiency  Act. 
Effective  October  1,  1994,  the  District's  Financial  Management  System  (FMS),  designed  and 
implemented  by  the  Federal  Temporary  Commission  on  Financial  Oversight  of  the  District  of 
Columbia,  was  modified  to  provide  expenditure  controls  at  the  source  of  funding  level. 
Severely  restrictive  agency  budget  apportionments  took  effect  on  October  1  and  continued 
through  fiscal  year  end.   In  December  1994,  the  District  started  to  review  centrally  all 
obligations  of  agencies  under  the  administrative  control  of  the  Mayor.   Budget  apportionment 
and  obligations  controls  have  continued  into  the  current  fiscal  year. 
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I  believe  that  significant  progress  toward  budget  compliance  has  been  made  during  1995.  The 
total  number  of  agencies  overspending  their  budgets  has  been  reduced  from  12  to*  6.  In  addition 
the  total  deficiency  of  $82  million  for  1995  was  less  than  the  Medicaid  overspending  of  $96 
million. 

We  have  much  to  accomplish  in  the  upcoming  years,  however  we  have  begun  to  make  progress 
and  will  continue  to  make  further  improvements  in  future  years. 


Sincerely, 


ou 


Anthony  A.  Williams 
Chief  Financial  Officer 


AAW/gmj 
Enclosures 


David  Clarke,  Chaimoan 

Dr.  Andrew  Brimmer,  Chairman 

John  Hill,  Executive  Director 
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Exhibit  1 
Reconciliation  of  CAFR  to  Budget  Act 


Excess  (Deficiency)  (SOOOs) 


Ugading 

ASSDSX 

Act 

Reclassification 

CAFR 

Governmental  Direction  and 

Support 

ZA 

-4503 

-8,589 

-4503 

Short  Term  Borrowing 

-8,589 

Personnel 

BE 

232 

232 

Assistant  City  Administrator 

for  Human  Resources 

HS 
CAFR 

54 

54 

-12,806 

Economic  Development  and 

Regulation 

CT     ~ 

-92 

523 

-92 

Cable  TV 

523 

Employment  Services 

CF 
CAFR 

= 

3,635 

3,269 

3,269 

3,700 

Human  Resources  Development 

3,635 

Assistant  City  Administrator 

for  Human  Resources 

HS 

-54 

-54 

Personnel 

BE 

-232 

-232 

Employment  Services 

CF 

-3.269 

-3,269 

Educational  Licensure 

Commission 

GH 
CAFR 

2,766 

-79 

-79 

0 

Public  Safety  and  Justice 

2,766 
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Exhibit  1 
Reconciliation  of  CAFR  to  Budget  Act 


Heading 


Excess  (Deficiency)  ($000s) 


Aggncy  Act  Reclassification  CAFR 


Public  Education  System 


-12,934 


-12.934 


Educational  Licensure 
Commission  (GH) 

University  of  DC  (GF) 

GH 

GF 

CAFR 

CAFR 

DS          ~ 

ZD 
CAFR 

79 
0 

79 
0 

-64,004 

-12,855 

Human  Support  Services 

0 

-64,004 

DC  General  Hospital  (JC) 

0 

2,300 

-64,004 

Public  Works 

2,300 

Debt  Service 

0 

-652 

0 

Repayment  of  Loans  and 
Interest  and  Repayment  of 
General  Fund  Recovery  Debt 

-652 

-652 

Repayment  of  Loans  and  DS 

Interest  and  Repayment  of 
General  Fund  Recovery  Debt        ZD 


Optical  and  Dental  Benefits 


Convention  Center 


D.C.  General  Hospital 


DI 


ER 


JD 


-652 

652 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 
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Exhibit  1 
Reconciliation  of  CAFR  to  Budget  Act 

Excess  (DeficiencyJ  (SOOOs) 
Heading  Ageoc: 

Cable  Television  Enterprise  Fund       CT 

Short  Term  Borrowing  ZA 

GRAND  TOTAL 


Note:  The  reclassifications  are  made  to  conform  the  budgetary  reporting  to  the  statements 
prepared  in  conformance  with  generally  accepted  accounting  principles  (GAAP).  Governmental 
Accounting,  Auditing  and  Financial  Reporting  (1994,  Government  Finance  Officers 
Association)  specifies  that  the  budgetary  exhibit  should  provide  the  same  level  of  detail  as  the 
operating  exhibit  on  a  GAAP  basis.  Further,  the  reclassifications  provide  a  consistent 
presentation  of  the  budgetary  exhibit  across  fiscal  years. 


Act           Reclass 

ification 

CAFR 

523 

-523  . 

0 

-8,589 

8,589 

0 

-81,551 

0 

-81.551 
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Exhibit  2 
Agency  Over  Expenditure  (SOOOs) 

Government  Direction  &  Support: 

Inspector  General  -  .  85 

Employee  Appeals  67 

152" 


Economic  Development  &  Regulation: 

Planning  &  Development  214 

Banking  &  Financial  Institutions  1 62 

Appeals  &  Review  20 

Public  &  Assisted  Housing  19 

4iJ 


Public  Safety  &  Justice: 

Corrections  1,831 

Corporation  Counsel  370 

Police  158 

National  Guard  24 


Public  Education  System: 
Law  School 


Human  Support  Services: 

Unemployment  Compensation  51 


The  above  agencies  also  had  deficits  in  1995.  However,  other  agencies  within  their 
appropriation  titles  underspent  by  more  than  enough  to  offset  these  amounts. 
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GOVERNMENT  OF  THE   DISTRICT  OF  COLUMBIA 

DEPARTMENT   OF   CONSUMER    AND   REGULATORY   AFFAIRS 
OFFICE   OF   THE   CONTROLLER 


^5» 

-^  ■■:■     o^ 


MEMORANDUM 

TO  :  Robert  Reid 

D.C.  Controller 

FROM  :  James  E.  ReynoldW^ 

ControUer  r^* 

SUBJECT  :  DCRA's  Response  to  Overspending 

FY  1995  Appropriation 


The  following  information  is  submitted  in  response  to  your  request  about  DCRA's 
overspending  of  its  FY  1995  appropriation. 

1.  The  name  of  the  agency  director  as  of  September  30,  1995. 
HAMPTON  CROSS 

2.  The  name  of  the  agency  controller  as  of  September  30,  1995. 
JAMES  E.  REYNOLDS 

3.  The  name  and  position  of  the  ofricer(s)  or  employee(s)  responsible  for  the 

overspending  (OMB  Circular  A-34,  Section  32.3(2)). 

BRIGHT  AHAIWE 

4.  Alt  liicts  pcriaiaiiit!  to  the  overs()endiiig,  the  primary  rcison  or  cause,  and 
any  siaicmcm  lioiii  tnc  responsible  oriiccr(s)  or  ciiinloyee(s)  with  respect 

lo  tiic  a«iiccr(s)  or  oinploycc(sk  involved  in  the  ovcrspeiidinu  (OMB  Circiilai- 

.'v-3-i.  Si'jiiOii  ji.i<4(). 
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Consumer  and  Regulatory  Affairs  -  $4 16.000 

The  over  expenditure  was  $4 1 6,000  in  personal  services  expenditures. 

The  Agency  attributes  the  overspending  to  staflF oversight.  Overspending  against  a  Federal  grant 
was  not  timely  transferred  to  an  associated  grant  which  could  have  absorbed  the  overspending. 
As  a  result,  the  overspending  was  charged  to  the  appropriation. 

The  explanation  appears  reasonable. 
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Government  of  the  District  of  Columbia 

DEPARTMENT  OF  HUMAN  SERVICES 
WASHINGTON.  DC   20002 


MEMORANOOM 


Robert  Re id 
D.C.  Co/ldrollfer 


Deloras  Shephej 
Controller 


80BJECT:   Fiscal  Year  1995  Appropriated  Budget  Analysis 

This  is  in  response  to  your  memorandum  dated  February  6,  19  9  6  in 
which  you  requested  specific  information  concerning  the 
overspending  of  $68. 8M  for  FY  1995  in  the  Department  of  Human 
Services. 


Agency  Director  as  of  September  30,  1996: 


Vernon  Hawkins 


Agency  Controller  as  of  September  30,  1996:   Deloras  Shepherd 

Facts  pertaining  to  the  overspending:  In  January  1995,  the 
Executive  recognized  that  based  on  FY  1994  spending,  the  level  of 
funding  authorized  for  the  major  entitlement  programs  Medicaid, 
AFDC,  and  Foster  Care  were  insufficient  to  fund  program  needs 
through  the  end  of  the  fiscal  year.  A  supplemental  budget  request 
was  forwarded  but  was  not  acted  upon  by  the  Congress.  Because  of 
the  nature  of  the  entitlement  programs,  payment  of  benefits  cannot 
be  suspended  because  of  a  lack  of  local  funds.  In  June  1995,  the 
Mayor  received  Council  approval  to  be  the  certifying  officer  for 
these  programs  through  the  end  of  the  fiscal  year;  concurrent  with 
that  the  receipt  of  that  authority,  certification  authority  for 
these  3  programs  was  rescinded  from  the  Agency. 

If  additional  information  is  required,  Ms.  Sr.epherd  car.  be  reached 
on  279-6801. 


260 


ENROLLED  ORIGINAL 


AN  ACT 

D.C._A£T  U.-103 

[N  THE  COUNCIL  OF  THE  DISTRICT  OF  COLUMBIA 
JULY  21.   1995 


j-^ru^o^     |0|)^J^ 


-f  I 


To  iTALister  to  the  Mayor,  on  an  emergency  basis,  the  discretionary  authority  for  creating 

rricneiary  obiigatinTis  and  approving  expenditures  in  the  District  of  Columbia's  Aid  To 
Fajnilies  WiUi  Dependent  Children,  Medicaid,  and  chiJd  abuse  and  neglect'foster  care 
pr-:>gTa.-ns  th^  Recrgariiz^tion  Plan  No.2  of  1979,  Reorganization  Plan  No. 3  of  19?6.  axid 
•uic  Prevention  of  Child  abuse  and  Neglect  Act  of  1977  vested  in  the  Department  of 
Hu.-jan  Services. 

BE  IT  ENACTED  BY  THE  COUNCIL  OF  THE  DISTRICT  OF  COLL^MBIA,  Thai  this 
act  may  be  cited  as  the  "Reorganization  No.  2  of  1 995  to  Transfer  to  the  Mayor  Certain  p;^  f^' 

Discretionary  .Authority  Vested  in  the  Depaiiment  of  Human  Services  Emergeucy  Act  of  !  995". 

*^cc.  2.  (a)  Pursu-^nt  to  sc-ction  404(b)  of  the  Disnict  of  Colombia  Self-Govemmcnt  aiid 
G.~.\x-;,i;n'---.'j;J  Reorganiziition  Act  of  1973,  app:oved  December  24,  1973  (87  Stat.  787;  D.C. 
C'>dc  §  l-.V 77(b)),  there  is  hereby  tr^tsfeired  to  ilie  Mayor  all  discix;iioiiary  suiihoniy  ;o  .-.:';jruve 
■-Npf  ndirjres,  coniract  for  services,  crcsite  moaeUiry  obligaiions,  hire  p^irsopuicl,  and  p^o^-urc 
ptrsoniil  s'.m'ccs  thai  Reorganization  Plan  No.2  of  1979,  erfcciive  Febrtiaiy  21,  19S0  (27  DCR 
2708;  DC.  Cc-de  Vol.  I,  285),  Reorgai.izaiion  Plan  No.  3  of  1986.  effective  January  3,  1987 
(DC.  Code  Vol.  I,  332),  and  the  Prevention  of  Child  Abuse  and  Neglect  Act  of  1 977,  effective 
September  23,  1977  (D.C.  Law  2-22;  D.C.  Codej^6-2101  et  seq.),  vested  in  the  Director  of  the 
Department  of  Human  Services  ("DHS"),  the  DHS  OfRce  of  the  Controller,  the  DHS 
Commission  on  Social  Services,  the  DHS  Child  and  Farmly  Service  Administration  (now  ihe 
Fainily  Services  Administration  pursuant  to  DHS  Organization  Order  No.  67  (October  1,  1982)), 
xid  uic  DHS  Office  of  Heath  Care  Financing  (now  the  DHS  Commission  on  Health  Care 
Finrr.cs  p'jrsuant  to  DHS  Organization  Order  No.  216  (September  24,  1992)),  v,ith  respect  to  the 
follo^'-inq  District  of  Columbia  programs:  Aid  To  Families  With  Dependent  Children 
("AFDC"),  established  pursuant  to  tide  IV-A  of  the  Social  Secunty  Act  (49  Stat.  627;  42  U.S.C. 
§  601  ei  seq);  Medicaid,  established  pursuant  to  title  XIX  of  the  Social  Secunty  Act  (79  Stat. 
343;  42  U.S.C.  §  1396  et  seq.);  and  the  child  abuse  and  neglect/foster  care  programs  estaolished 
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pursuant  to  the  A.doption  Assistance  and  Child  Welfare  Act  of  1980.  titles  IV-B  ( 1 )  and  IV-E  of 
the  Social  Secunty  Act  (94  Stat.  516;  42  U.S.C.  §§  620-628  and  670-679a),  the  Child  Abuse 
Prevcnuoa  and  Treatment  Act  (83  StaL  4;  42  U.S.C.  §§  5101-5106),  and  titles  I.  II.  and  III  ci  the 
Prevention  of  Child  Abuse  and  Neglect  Act  of  1977,  effective  September  23,  1977  (DC.  Law  2- 
22:  DC.  Code  §  6-2101  e/ieo). 

(b)  As  of  the  effective  date  of  this  act,  all  functional  authority  retained  by  the  Director 
of  the  Department  gf  Human  Services  and  the  ofBcials  and  other  employees  of  the  various 
offices  described  in  subsection  (a)  of  this  section  to  approve  expenditures  and  contract  for 
scn'ices  vvith  respect  to  the  District's  AFDC,  .Medicaid,  and  child  abuse  and  neglect' foster  ca-rc 
programs  shall  be  only  ministerial  and  shall  be  performed  in  accordance  with  one  or  more 
directives  issued  by  the  Mayor  in  accordance  with  the  federal  and  District  statutes  which 
specifically  govern  these  programs. 


Sec.  3.  This  act  shall  iske  effect  upon  its  ensctmeat  (approval  by  the  Mayor,  or  in  liie 
event  of  veto  by  the  Mayor,  override  of  the  veto  by  the  Council)  and  shall  remain  in  effec: :":  r  no 
longer  than  90  days,  as  provided  for  emergency  acts  of  the  Coimcil  of  the  District  of  Co'urr  -  ;a 
in  section  412  (a)  of  the  District  of  Columbia  Self-Govenimcnt  and  Governmental 
Pvcu7£a.niz2'Jon  Act^  1973,  approved  pec5aat>cr^,  19*7^  (87  Stai.  78S;  D.C.  Code  §  1-219 
(a)). 


\Cuainnan 
Council  of  the  Disuict  of  Columbia 


Disu  ici  of  Columbia 

frr-r  '.yen:  July  21,   1995 
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MEMORANDUM 


Government  of  the  District  of  Columbia 

DEPARTMENT  OF  HUMAN  SERVICES 
WASHINGTON   DC    20002 


TO:     \  Robert  JReid 
VD.C.Ccrht^ol] 

THRU:      Vernort  E.  Hawkins 
Directpr 

FROM:      Delora^  Shepherd^ 
Controller 

SUBJECT:   FY  1995  Overspending 


The  following  reflects  the  Department  of  Human  Services  response  to 
the  FY  1995  overspending  ($68. 8M)  reflected  in  the  audited 
financial  statements.  The  overspending  in  the  Department  occurred 
in  the  Entitlement  Programs,  Medicaid,  Aid  To  Families  with 
Dependent  Children,  and  Foster  Care.  At  the  beginning  of  FY  1995, 
the  Department  communicated  that  the  budget  levels  were 
insufficient  to  cover  projected  costs,  a  supplemental  budget  was 
requested  but  never  approved. 

The  deficit  in  the  areas  cited  above  are  as  follows: 

Medicaid  $96,079:  During  FY  1994  the  Department's  expenditures  for 
the  Medicaid  program  was  $325,861,  the  budget  for  FY  1995  was 
$283,498.  Similar  to  FY  1994,  the  Department  received  a  budget 
allocation  that  was  less  than  the  prior  year's  actual  expenditures. 

Foster  Care  $7,877;  The  program  operates  under  court  order  and  the 
court  imposed  several  remedial  orders  some  of  which  were  initiated 
during  the  fiscal  year  although  there  was  no  increase  in  the  budget 
over  the  prior  year.  In  addition  to  the  increase  in  caseload, 
several  placements  occur  outside  the  District  resulting  in 
additional  payments  to  the  respective  school  jurisdictions  for 
education. 

AFDC  $857:  Like  the  Medicaid  budget,  the  FY  1995  budget  for  this 
program  was  less  than  the  FY  1994  actual  expenditures.  The  deficit 
was  contained  because  of  a  levelling  off  experienced  during  the 
last  3  months  of  the  fiscal  year. 

The  deficits  cited  above  total  $104. 8M;  when  adjusted  from  progran 
qost  which  are  controllable,  the  Department  expenditures  were  under 
Duugec  by  $35,993. 
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Public  Schools  -  $13.2  million 

The  over  expenditure  was  $10.6  million  in  personal  services  expenditures  and  S2.6  million  in 
non-personal  services  expenditures. 

The  Agency  attributes  the  over  expenditiu-e  to  easy  out  retirement  incentives  and  payment  for 
unused  leave,  health  benefits  costs  for  former  employees,  payroll  costs  for  expired  grant  funded 
positions,  and  special  education  tuition/associated  attorney  fees. 

Public  Schools  has  not  explained  why  employees  were  kepi  on  the  payroll  after  the  supponing 
grants  expired.  Otherwise,  the  explanation  appears  reasonable. 


265 


DISTRJCT  OF  COUIMBIA 
PUBUC  SCHCXDLS 


Office  of  the  Superintendent 


41S  12th  S*rttl.  N.W 
Woihrngton.  DC  20004 

(202)  724-1222 
FAX  (202)  727-1516 


February   13,    1996  f-^     '^ 

■pa         ^ 
Mr.  Roben  N.  Reid 
D.C.  Controller 
415  Twelfth  Street,  N.W. 
Room  ^00 
Washington,  D.C.  20004 

Dear  Mr.  Reid: 

Subject:  Fiscal  Year  1995  Appropriated  Budget  Analysis 

This  is  in  response  to  your  memorandum  of  February  6,  1996,  on  the  above- 
referenced  topic.  I  will  set  out  below  the  DC.  Public  Schools  ("DCPS")  responses 
to  the  requests  for  information  contained  therein. 

REQUESTS 

1 .  Dr.  Frankhn  L.  Smith  is  the  Superintendent  of  the  D.C.  Public  Schools. 

2.  Mr.  Rung  K.  Pham  is  the  Controller. 

3 .  No  employees  or  officers  of  the  school  distnct  have  violated  any  sections  of  the 
Anti-Deficiency  Act.  Please  refer  to  the  letter  of  January  29,  1996,  from  Dr. 
Franklin  Smith,  (copy  enclosed)  in  response  to  this  concern. 

4.  The  Council  of  the  District  of  Columbia  ("Council")  approved  a  $31.8  million 
DCPS  budget  cut  at  the  end  of  December  1994.  Therefore,  we  were  asked  to 
reduce  our  FY  1995  budget  by  almost  iil  million,  more  than  one-third  of  the 
way  through  the  year.  In  effect,  we  had  six  and  a  half  months  -  January  to 
June  15th  and  September  in  which  to  make  these  reductions. 

Subsequently  at  the  end  the  April  1995,  more  than  three-quaners  of  the  way 
through  the  school  year,  the  Council  cut  another  $4.2  million  from  our  FY  1995 
budget.  We  had  only  two  and  a  half  months  (May  -  June  15th  and  September) 
Ml  V.  hn;li  lo  clTcci  ihcsc  cuts. 

■:■  i!vj  f-.'.j.  ..r  ilv>j  hiidyei  cuts.  DCPS'  FY  !W.>  appn.pn.ucd  tuiuK 
i-vni.-iulitiiros  ucro  Sl.v2  million  higher  than  ilic  Hoard  'it  RdiKatKin's 
(Bo.ird's)  IliuU  C\>iincd-;ippioved  FY  1995  budget  mark  The  personal  ser\ices 
cspi-iuliuircs  ami  ilic  iion -personal  .sers'ices  evpendimres  exceeded  tlieir  Couiicil- 
...ii>:,i>  .d  ii;:.i^ei  in  $!i).6  million  and  S2.0  million.  icviK'cuvcK . 
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Mr.  Robert  N.  Reid 
Page  2 


The  spending  pressures  causing  these  overexpenditures  were  as  follows: 
PERSONAL  SERVICES 


Retirement  Bonus 
Unused    Leave 


Health   BeneHts  to 
Former  Employees 


Payroll   Costs  for 
Expired  Grant  Funded 
Positions 

Special   Education 
Tuition  and  Attorneys' 

Fees 


In  response  to  these  budget  cuts,  the  school 
district  provided  an  Easy  Out  retirement 
program  with  bonus  incentives.  The  retirees 
were  also  paid  for  their  unused  leave.  These 
costs  were  not  funded  adequately  and  created  a 
spending  gap  of  approximately  $6.5  million. 

The  District  Office  of  Personnel  charged 
approximately  $2.0  million  in  health  benefit  costs 
to  DCPS  during  the  month  13  closing  period  in 
an  effort  to  pro-rate  the  unfunded  health 
premiums  paid  to  the  health  providers  on  behalf 
of  former  employees  whose  health  plans  were 
not  cancelled. 

DCPS  had  to  absorb  excess  payroll  costs  during 
the  year  totalling  approximately  $2. 1  million. 


DCPS  is  required  to  pay  for  the  instructional 
costs  of  special  education  students  who  are 
placed  in  private  educational  institutions.  DCPS 
is  also  required  to  pay  for  all  legal  fees  incurred 
by  these  students'  aitorney.s.  The  net  effect  of 
meeting  these  mandatory  expenses  resulted  in  a 
spending  gap  of  $2.6  million  in  the  Oiher  Than 
Personal  Services  category. 

.*> .  As  no  violation  of  the  Anti-Deficiency  Act  occurred,  nn  discip!inar^'  action  ha^ 
been  taken. 

6.  I  have  committed  to  having  a  balanced  budget  this  year  and  in  all  subsequent 
fiscal  years.  My  plans  for  doing  so  will  be  submitted  to  the  Board  the  week  of 
February  19.  1996. 
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Mr.  Roben  N.  Reid 
Page  3 


I  hope  this  is  fully  responsive  to  your  request  for  information.  For  funher 
discussion  of  this  subject,  please  contact  Mr.  Rung  Pham,  D.C.  Public  Schools 
Controller,  at  (202)  724-4030. 


FranKlin  TT  Smith 
Superintendent  of  Schools 
Chief  Stiij  School  Office: 


FLSiljs 
Enclosure 


Ms.  Paula  Perelman 
Ms.  Mary  Morgan 
Dr.  George  Letsa 
Mr.  Rung  Pham 
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Administrative  Services  -  $6.0  million 


Tlie  over  expenditure  was  $0.8  million  in  personal  services  expenditures  and  $5.2  miHion  ni 
non-personal  services  e.xpenditures. 

The  Department  attributes  the  personal  services  over  ex-penditure  to  failure  to  receive  $425,000 
of  the  $500,000  of  indirect  cost  fiuids  budgeted  to  cover  salaries  of  District- wide  procurement 
staff.  Tlie  over  expenditure  in  non-personal  services  was  attributed  to  inability  to  achieve  saxings 
from  a  Council-mandated  consolidated  bulk  purchase  program.  Since  the  budget  had  been 
reduced  in  anticipation  of  savings  which  were  not  realized,  the  Department  used  funds  from  the 
energy  budget  to  cover  other  expenses. 

The  Department  of  Administrative  Services'  e>q)lanation  of  the  personal  services  over 
expenditure  is  incomplete  in  that  it  only  accounts  for  half  of  the  over  expenditure.   Regarding  the 
non-personal  services  over  expendittire,  the  Department's  detailed  response  indicates  that  no 
attempt  was  made  to  implement  the  consolidated  bulk  purchase  program,  first  mandated  by  the 
Council  during  FY  1994,  vAth  existing  staff. 


GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 

OePARTMENT  OF  ADMINISTRATIVE   SERVICES 


■•£  t;r.r:;'or 


MEMORANDUM 


TO:       Robert  N.  Reid 

D.C.  Controller   -  _ 

FROM:     James  G.  Gaston 

Director  -    /y         /> 

Philip 'c.  KnapiK 
Acting  Controller 

SUBJECT:   Fiscal  Year  1995  Appropriated  Budget  Analysis 

Pursuant  to  your  memorandum  of  February  6,  1996,  same  subject,  the 
following  information  (with  attachments)  is  provided  pertaining  to 
the  overspending  of  $5,997,615  in  the  Department  of  Administrative 
Services'  budget. 

1.  Mr.  James  G.  Gaston  was  the  Director  of  the  Department  of 
Administrative  Services  on  September  30,  1995.  Mr.  Gaston  was 
appointed  as  the  Director  of  Department  of  Administrative  Services 
on  February  21,  1995,  four  and  one  half  (4  1/2)  months  after  the  FY 
1995  budget  was  signed  into  law  and  ten  (10)  months  after  the 
Fiscal  Year  1995  Adopted  Budget  (including  Revised  Fiscal  Year  1994 
Budget)  was  submitted  to  the  U.S.  Congress. 

2.  Mr.  Philip  C.  Knapik  was  the  Acting  Controller  of  the 
Department  of  Administrative  Services  on  September  30,  1995.  Mr. 
Knapik  was  temporarily  appointed  as  the  Acting  Controller  of  the 
Department  of  Administrative  Services  on  January  2,  1995,  three  (3) 
months  after  the  FY  1995  budget  was  signed  into  law  and  eight  and 
oiT?  half  (8  1/2)  months  after  the  Fiscal  Year  1995  Adopted  Budget 
'incii'-ii  nrr  Revised  Fiscal  Year  1994  Budget)  was  submitted  to  the 
'].?-.     Conqress. 

3.  ..u  c^irrent  officers  or  employees  of  the  Departnenz  of 
Aili.;i;'ii3tr>^  cive  Services  nor  of  the  current  Administration  v.'ere 
direct;/  r'3sponsible  for  the  over  expenditure  of  funds  in  the 
Oon=>rt--«"t  of  Administrative  Services'  FY  1995  budget.  It  wasn't 
until  January  of  1995  that  Mayor  Marion  Barry  took  office,  three 
and  op-.=:  half  months  after  the  FY  1995  budget  was  signed  into  lav; 
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and  eight  (8)  months  after  the  Fiscal  Year  1995  Adopted  Budget 
(including  Revised  Fiscal  Year  1994  Budget)  was  submitted  to 
Congress . 

During  the  time  that  the  Fiscal  Year  1995  Adopted  Budget  (including 
Revised  Fiscal  Year  1994  Budget)  was  submitted  to  Congress  on  April 
15  1994,  Sharon  Pratt  Kelly  was  Mayor,  Bruce  A.  Marshall  was  the 
Director  and  Zona  Andrews  was  the  Controller  for  the  Department  of 
Administrative  Services. 

4  The  following  is  a  scenario  (listing  of  facts)  as  to  the 
reasons  and  causes  for  the  apparent  over  expenditure  of  funds 
within  DAS'  FY  1995  budget. 

During  the  FY  1995  Adopted  Budget  (including  Revised  Fiscal 
Year  1994  Budget)  process.  Council  imposed  a  reduction  of 
$2  000,000  to  the  Department  of  Administrative  Services'  FY 

1994  appropriated  budget  and  an  additional  $3,250,000  to  DAS' 
FY  1995  appropriated  budget.  These  funds  were  to  be  recovered 
from  other  District  agencies  as  the  result  of  implementing  a 
"small  purchase  consolidation  program"  (wholesale  operations) 
process.   See  attachment  (1);  excerpt  out  of  the  Fiscal  Year 

1995  Adopted  Budget  (including  Revised  Fiscal  Year  1994 
Budget)  as  submitted  to  the  U.S.  Congress  on  April  15,  1994. 

This  council  mandated  program  was  conceived  without  the 
benefit  of  a  cost  analysis;  input  from  DAS;  a  well  thought  out 
implementation  plan  encompassing  procedures  and  processes;  ana 
with  no  up  front  funding  and  resources  needed  to  set  up  a 
small  purchase  consolidated  program. 

Since  DAS'  FY  1994  and  FY  1995  budgets  did  not  include  prior 
fundina  for  this  type  of  program  and  DAS  was  required  to  show 
a  reduction  to  fh»  appropriated  budget,  the  only  budget 
authority  DAS  had  to  the  magnitude  of  over  $5  million  was  in 
its  energy  budget  (fixed  costs  with  current/valid  contracts  m 
place) . 

In  addition  to  these  reductions,  the  prior  Administration 
reduced  DAS'  FY  1995  rental  budget  of  $8.8  million  by  $10 
million  to  account  for  savings  associated  with  other  District 
agencies  moving  from  leased  space  to  District-owned  space. 
Again  these  funds  were  to  be  recovered  and  transferred  to  DAS 
from  agencies  realizing  these  savings.  The  fallacy  of  this 
action  was  two  fold:  1.  DAS  rent  budget  was  cut  by  $1.2 
million  more  than  what  was  actually  in  DAS'  budget  and  2 . 
other  agencies'  rental  budgets  were  simultaneously  being 
reduced  as  a  result  of  these  same  moves/savings  and  the  funds 
'  that  were  intended  to  be  transferred  to  DAS  were  no  longer 
available  within  agencies'  budgets.  Again,  the  only  available 
funds  left  in  DAS'  budget  that  could  absorb  the  additiionai 

.14- 
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mandated/required  reduction  of  $1.2  million  was  in  DAS' 
energy  budget. 

The  Department  of  Administrative  Services  appropriated  FY  1994 
Budget  Request  was  $27,526,000.  Of  this  amount  only  $735,000 
or  2.7%  was  discretionary  with  the  remaining  balance  of 
$26,791,000  or  97.3%  of  the  budget  for  "fixed  costs".  DAS' 
budget  was  reduced  by  $2,644,000  in  the  FV  1994  Revised  Budget 
and  an  additional  $12,026,000  in  the  FY  1995  Adopted  Budget 
during  the  FY  1995  Adopted  Budget  (including  Revised  Fiscal 
Year  1994  Budget)  process  in  April  of  1994. 

In  addition  to  the  appropriated  budget,  DAS  was  budgeted  $500,000 
for  "Indirect  Costs"  funds  for  salaries  of  District-wide 
procurement  staff  responsible  for  preparing,  executing  and 
reviewing  District-wide  contracts.  Of  this  $500,000,  DAS  was 
allocated  only  $75,000  from  the  Office  of  the  Budget.  Indirect 
costs  funds  are  normally  collected  by  the  Office  of  the  Budget  from 
District  agencies  and  allocated  to  those  agencies/offices  that 
provide  District-wide  services  such  as  the  Office  of  Personnel, 
Office  of  the  Mayor,  Office  of  the  Controller,  etc.  However  during 
FY  1995,  the  Office  of  the  Budget  did  not  collect  enough  funds  to 
be  reallocated  to  cover  DAS'  Indirect  Costs. 

On  March  8,  1995,  the  Mayor  submitted  the  District's  FY  1996 
Operating  Budget  (including  Second  Revised  FY  1995  Request)  to 
Council  for  approval.  This  request  was  a  net  increase  of 
$15,786,000  in  DAS'  FY  1995  Appropriated  Budget  that  restored 
funding  for  the  shortfalls  that  existed  in  DAS'  energy,  rental  and 
personnel  budgets  caused  by  the  aforementioned  reductions.  (See 
Attachment  (2) . 

On  March  16,  1995,  three  weeks  after  Mr.  Gaston  became  Acting 
Director  of  the  Department  of  Administrative  Services  he  testified 
before  the  Council  Committee  on  Government  Operations,  that  DAS'  FY 
1995  Adopted  Budget  was  unrealistic  in  that  it  did  not  fund  fixed 
rental  and  energy  costs  (a  shortfall  of  $15,786,000).  In  the 
Mayor's  efforts  to  be  honest  and  reflect  the  realities  of  true 
fixed  costs  within  Government  Operations'  budget,  DAS'  FY  1995 
Revised  Budget  Request  reflected  an  increase  of  $15,786,000  to  fund 
"fixed  costs".  See  Mr.  Gaston's  Testimony  before  the  Committee  on 
Government  Operations  dated  March  16,  1995,  Attachment  (3). 

In  May  of  1995  Council  opposed  the  restoration  of  DAS'  budget  in 
appropriated  funds  as  requested  by  the  Mayor  on  March  8,  1995  and 
submitted  a  budget  request  to  Congress  not  only  deleting  the 
restoration  of  funds  to  DAS'  appropriated  budget,  but  also 
decreasing  DAS*  appropriated  budget  by  another  $2,14  3,000  and  8  5.9 
FTE's.   (See  Attachment  (4), 

On  June  27,  1995  a  Financial  Review  Process  (FRP)  for  May  1995  was 
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forwarded  to  the  D.C.  Controller  outlining  DAS'  shortfall  of 
$17,592,585  in  appropriated  funds  specifically  relating  to  the  lack 
of  funds  to  make  energy  and  rental  payments  and  pay  personnel 
costs.   See  Attachment  (5)  specifically  page  2.)* 

Other  causes  adding  to  DAS'  shortfalls  as  discussed  above  and  in 
Attachment  (5)  include: 

DAS  was  required  to  pay  for  two  settlements  in  the  amount  of 
$55,000  and  $290,261.11  that  were  also  unbudgeted.  See 
Attachment  (6) . 

Due  to  the  lack  of  budget  authority  within  DAS'  rental  and 
energy  budgets,  vouchers  could  not  be  processed  until  the 
closing  of  FY  1995.  These  delays  added  to  the  cash  shortage 
within  the  District  government  and  resulted  in  DAS  paying  over 
$500,000  in  late  fees  and  interest  penalties  charged  to  FY 
1995.  Attachment  (7)  is  a  recap  of  DAS'  FY  1995  close  out 
package  for  Accounts  Payable.  This  package  is  evidence  that 
DAS  personnel  were  not  attempting  to  process  payments  for 
which  there  was  no  budget  authority,  but  conformed  to  District 
regulations  to  submit  documentation  to  the  D.C.  Controllers 
Office  for  all  vouchers  for  Accounts  Payable  for  processing. 

5.  Due  to  the  culmination  and  sequence  of  events,  as  discussed 
above,  and  the  outside  factors/politics  that  caused  DAS'  budget  to 
be  in  an  Anti-Deficiency  situation,  no  administrative  actions  were 
imposed  nor  deemed  necessary  against  any  current  officer  or 
employee  of  DAS. 

6.  DAS  FY  1996  budget  has  suffered  again  from  unrealistic  budget 
cuts  from  Mayoral  requests  with  no  corresponding  increases  or 
reprogrammings  for  "user"  agencies  to  pay  for  fixed  costs  (See 
James  G.  Gaston's  letter  to  Councilmember  Harold  Brazil  dated 
February  6,  1996,  attachment  (8).  DAS  has  also  not  been  budgeted 
to  affected  possible  savings  realized  by  agency  relocations  and/or 
consolidations.  Depending  whether  or  not  the  FY  1996  Supplemental 
request  is  approved  and  the  Mayor's  internal  reprogramming  within 
the  $4,994  are  allowed  to  stand  will  dictate  if  "fixed  costs"  will 
go  unbudgeted  again  in  FY  1996.  It  has  already  been  recognized  by 
the  Financial  Authority  that  "fixed  costs"  for  rentals  and  energy 
have  not  been  fully  budgeted.  See  page  30.  Appendix  (1) 
Recommendation  #6  of  the  Financial  Responsibility  and  Management 
Assistance  Authority's  Report  on  the  District  of  Columbia  Fiscal 
Year  1996  Budget,  Attachment  (9). 

cc:   Michael  Rogers,  City  Administrator 

Anthony  Williams,  Chief  Financial  Officer 
Ronald  Lewis,  Office  of  the  Budget 
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Agency  Overview 

Mission 

The  mission  of  the  Department  of  Administrative  Services  (DAS)  is  to  enhance  the  efficiency  of 
District  agencies  by  providing  centralized  support  services  to  all  District  government  agencies 
subject  to  the  administrative  auUiority  of  the  Mayor  as  well  as  some  independent  agencies. 

Agency  Description 

DAS  provides  support  services  which  include:  procuring  major  supply  and  equipment  items; 
acquiring  land  and  buildings;  managing  the  funds  of  this  deparmicnt  and  those  of  other  departments 
and  agencies  in  the  areas  of  space  renal,  energy,  telecommunications,  printing,  posuge,  custodial, 
and  protective  services;  providing  telecommunications  and  janitorial  services;  managing  buildings: 
providing  seairity  services;  managing  the  energy  conservation  program;  providing  technical 
assistance  for  office  automation;  and  allocaring  space  for  Distria  government  agencies.   The  work  of 
the  department  is  carried  out  through  the  following  programs: 

■  Procurement  and  General  Services-includes  commodities,  services  and  technology 
acquisition,  personal  property,  and  procurement  services  and  support 

■  Information  Resources  Management— includes  technology  and  systems  management  services, 
telecommunications,  printing,  and  automated  information  systems. 

■  Buildings  Management— includes  facility  services,  buildings  operations,  energy  management, 
and  protective  services. 

■  Real  Property— includes  real  estate,  property  management,  and  property  information 
management 

■  Administration  and  Program  Support-includes  policy,  compliance,  contract  monitoring, 
adminisnation,  audit  and  finance,  and  departmental  management  and  support  activities. 

Afcncy  Budget  Summary 

FY  1995  Proposed:   The  total  budget  request  for  all  funding  sources  is  $40,720,000  and  434.0  full- 
time  equivalent  (FTE)  positions,  a  decrease  of  $776,000  and  no  change  in  FTEs  fiom  the  revised 
FY  1994  budget  request 

The  appropriaud  budget  request  is  $12,856,000  and  307.0  FTEs,  a  decrease  of  $12,026,000  and  no 
change  in  FTEs  from  the  revised  FY  1994  budget  request 

The  nonappropriated  budget  request  is  $27,864,000  and  127.0  FTEs.  an  increase  of  $1 1.250.0CC  a.".- 
no  change  in  FTEs  from  the  revised  FY  1994  budget  request  = 

FY  1994  Revised:   The  revised  total  budget  request  for  aU  funduig  sources  is  $41,496.0C»0  and  -.--  0 
FTEs.  a  decrease  of  $1,348,000  and  an  increase  of  23.0  FTEs  over  the  approved  FY  1994  budge: 
The  revised  appropriated  budget  request  is  $24,882,000  and  307.0  FTEs,  a  decrease  of  S2.644.r'^'; 

GovenuneDtaTUirectioo  and  buppor;  -  .'< 
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and  an  increase  of  19.0  FTEs  over  the  approved  FY  1994  budget 

The  revised  nonappropriated  budget  request  is  $16,614,000  and  127.0  FTEs,  an  increase  of 

SI. 296.000  and  an  increase  of  4.0  FTEs  over  the  approved  FY  1994  budget. 

The  changes  are  described  in  detail  in  the  program  sections  of  the  budget 

Major  Changes  for  both  fiscal  years  include: 

FY  1994: 

■  A  decrease  of  $347,000  in  contractual  services  that  would  have  been  used  for  janitorial 
services. 

■  A  decrease  of  $2,730,000  in  supplies,  energy,  contractual  services,  and  communications.   Of 
this  amount,  $2,000,000  will  be  replaced  through  nonappropriated  revenue  from  the 
implementation  of  a  small  purchase  consolidation  program. 

■  An  inaease  of  $453,000  and  19  FTEs  restores  funding  for  janitorial  and  security  services  for 
Council-occupied  space  at  the  District  Building. 

■  Ino-ease  of  $2,000,000  in  the  revi.<«d  FY  1994  nonqipropiiated  budget  and  $3,250,000  in  the 
FY  1995  non^propriated  budget  as  a  result  of  the  implementation  of  a  small  purchase 
consolidation  program. 

FY  1995: 

m         A  decrease  of  $347,000  in  FY  1995  from  contractual  services  that  would  have  been  used  for 
janitorial  services. 

■  An  increase  of  $453,000  and  19  FTEs  restores  funding  for  janitorial  and  security  services  for 
C.-ancil-occupied  space  at  the  I>isthct  Building, 

■  A  decrease  of  $10,776,000  in  administrative  cost  reductions. 

■  A  decrease  of  S  4,000,000  in  supplies,  energy,  contractual  services,  and  communications.   Of 
this  amount.  $3,250,000  will  be  replaced  through  nonappropriated  revenue  from  the 
implementation  of  a  small  purchase  consolidation  program. 

■  Consolidation,  redirection,  or  renaming  of  divisions  within  various  admiaisiiations  t? 
streamline  operations  in  line  with  the  Mayor's  commitment  to  malce  the  District  2o\;mment 
more  efficient  and  effective  and  better  descnbe  responsibilities  and  functions. 

•         Redirection  of  the  Printing  Division  in  FY  1995,  with  $3,923,000  in  funding  and  3C  FTEs 
from  the  Procurement  and  General  Services  Administration  to  the  Information  Resources 
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Manafement  Administration. 

■  A  decrease  of  $704,000  in  the  nonappropriated  budget  requests  as  a  result  of  revised 
forecasts,  piimaiily  in  the  area  of  printing,  due  to  decreased  expenditures. 

Budget  Strategy  &  Impacts 

Strategy:    A  proposed  decrease  of  $347,000  in  DAS"  revised  FV  1994  budget  in  contracted  janitorial 
services  at  District  government  facilities  will  eliminate  funding  that  would  have  been  used  by  the 
depanment  to  increase  the  level  of  contracted  janitorial  services  at  Distri«  government  facilities. 
The  decrease  will  reduce  the  current  level  of  service  to  Level  X  which  allows  for  the  daily  cleaning 
of  restrooms  and  the  removal  of  trash  and  the  weeldy  cleaning  of  offices. 

Other  changes  will  have  the  following  impacts: 

■  There  will  be  a  delay,  at  selected  facilities,  in  the  activation  of  air  condidoning  until  July  1. 
1994  in  addition  to  shutting  off  all  air  conditioning  and  ventilation  for  three  working  days  in 
each  of  the  months  of  July,  August,  and  September  at  selected  focilities. 

■  The  citywide  consolidation  of  small  purchases  may  require  new  user  fees  to  agencies  to 
recapture  lost  revenues. 

■  A  reduction  in  the  amount  of  custodial  and  computer-related  supplies  purchased. 

■  Janitorial  and  security  services  for  Council-occupied  space  at  the  Distria  building  will 
become  the  responsibility  of  DAS. 

Administrative  Costs  reductions,  reflected  in  the  FY  1993  budget,  will  have  the  following  impacts: 

■  A  reduction  in  DAS's  budget  as  the  result  of  District-wide  savings  due  to  agencies  moving 
from  leased  to  owned  space. 

■  A  reduction  in  the  area  of  supplies,  printing,  and  postal  services. 

■  A  reduction  in  personal  services  to  be  achieved  through  leave  management 
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Agency  Overview 

Mission  , 

The  Department  of  Administrative  Services  (DAS),  the  District  government  s  implementer  of 
operational  services,  is  dedicated  to  advocate  the  acquisition  and  provision  of  superior-Eoods  and 
services  for  its  customers.  District  of  Columbia  employees  and  its  citizens.   Utilizing  the  tools  of 
communication,  cooperative  business  planning  and  teamwork.  DAS  will  accomplish  the  cost  effective 
lae  of  the  Districts  physical  assets;  technology  capability:  and  financial  resources  to  ensure  a  safe 
and  efficient  working  environment. 

Agency  Description 

DAS  provides  support  services  which  include:  procuring  major  supply  and  equipment  items; 
acquiring  land  and  buildings;  managing  the  funds  of  this  department  and  those  of  other  departments 
and  agencies  in  the  areas  of  space  rental,  energy,  telecommunications,  printing,  copy  nrianagemcnt. 
posttge.  custodial,  and  protective  services;  providing  telecommunications  and  janitonal  services; 
managing  buildings;  providing  security  services;  managing  the  energy  conservation  program; 
managing  information  technology;  and  allocating  space  for  District  government  agencies. 

The  worit  of  the  department  is  carried  out  through  the  following  programs: 

Procurement  and  General  Services-includes  products,  services  and  technology  acquisition, 
personal  property,  and  procurement  information  and  support 

■  Information  Resources  Managonent-includes  technology  and  systems  management  services, 
telecommunications,  printing,  copy  management,  and  automated  information  systems. 

■  Buildings  Management-includes  facUity  services,  buildings  operations,  energy  management, 
and  protective  services. 

■  Real  Property-includes  real  estate,  property  management,  and  property  information 
management 

■  Administration  and  Program  Support-includes  poUcy.  compliance,  contraa  monitoring, 
administration,  audit  and  finance,  and  departmental  management  and  support  acovmes. 

F?l36  Pr<Ssed!™TS7toM/  budget  request  for  all  funding  sources  is  $47,520,000  and  348  full- 
time  equivalent  (FTE)  positions,  a  net  increase  of  $6,800,000  and  a  decrease  of  86  FTEs   from  the 

:riginal  Fi'  1995  budget  ,  .  ,  c  o  ,r>  />a/>      a 

T-.-.:  app,oi>riaied  budget  request  is  $28,666,000  and  221  FTEs.  a  net  increase  of  5,15.810,000  and  a 
'-•ri.ise  of  So  FTEs   from  the  FY  1995  original  budget. 

The  nomipjjropnated  budget  request  is  $18,854,000  and  127  R'Es.  an  decrease  ot  $9,010,000  and  no 
-timgi  in  FTEs  from  the    FY  1995  original  budget.  • 
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FY  IW5  Revised:   The  total  budget  request  for  all  funding  sources  is  $47,460,000  and  348  FTEs.  a 

nei  increase  of  $6,740,000  and  a  decrease  of  «6  FTEs  over  the  original  FY  1995  budget 

The  appropriated  budget  request  is  $28,642.0(Ki  and  221  FTEs,   a  net  increase  of  $15,786,000  and  a 

ilecrease  of  86  FTEs  over  the  original  FY  1995  budget. 

The  revised  nonappropriated  budget  request  is  MK.HIX.OOO  and  127  FTEs,  a  decrease  of  $9,046,000 

with  no  change  in  FTEs  over  the  original  FY  1995  budget. 

The  changes  are  described  in  detail  in  the  program  scLtions  of  the  budget 

Major  Changes  are   include  in  both  FY  1995  revised  and  FY  1996  for  the  following: 

FY  1996; 

APPROPRIATED: 

■  An  increase  of  $65 1 ,000  in  personal  services  for  annualized  pay  raise. 

■  $8,802,000  was  restored  for  rental  costs  associated  with  One  Judiciary  Square  and  other 
depanmental  facilities  that  were  reduced  in  the  first  supplemental  of  FY  1995. 

■  $7,823,000  was  restored  for  energy  costs  for  depanmental  facilities  that  were  reduced  in  the 
first  supplemental  of  FY  1995. 

■  A  base  reduction  of  $2,033,000  and  86  FTEs  as  a  result  of  Council  action  during  the  fust 
supplemental  of  FY  1995. 

■  An  increase  of  $500,000  in  personal  services  as  a  mark-up  to  fund  actual  costs  of  authorized 
positions  in  support  of  District-wide  procurement  activities. 

■  .\  redirection  of  $224,000  to  telecommunications  from  agency-wide  reductions  in  postage. 
SHARE  computer  services,  repairs  and  maintenance  and  contractual  services. 

■  An  increase  of  $67,000  in  janitorial  contract  services  due  to  increases  in  contractual  costs. 
NONAPPROPRIATED: 

■  A  decrease  of  $9,010,000  and  redirection  of  16  FTEs  within  the  nonappropriated  budget  is 
the  result  of  employees  being  reassigned   from  abolished  positions  in  the  appropriated  budget 
in  the  areas  of  telecommunications  (9  FTEs),  energy  (5  FTEsK  and  other  miscellaneous 
ieoi;ci.tiuii>  (2  FTE.si. 
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■  A  decrease  of  $3,250,000  in  the  nonappropriated  budget  is  the  result  of  deferring  the  small- 
purchase  procurement  program  due  to  District- wide  funding  limitadons  under  the  FY  1995 
Apportionment  schedules. 

■  A  decrease  of  $10,000,000  in  the  nonappropriated  budget  is  the  result  of  appropriated  funds 
being  restored  to  DAS'  rental  and  energy  accounts. 

Major  Changes  are    include  in  both  FY  1995  revised  and  FY  1996  for  the  foUowing: 

FY  1995  Revised:         •  . 

APPROPRIATED: 

An  increase  of  $651,000  in  personal  services  for  annualized  pay  raise. 

$8,802,000  was  restored  for  rental  costs  associated  with  One  Judiciary  Square  and  other 
departmental  facilities  that  were  reduced  in  the  first  supplemental  of  FY  1995. 

$7,799,000  was  restored  for  energy  costs  for  departmental  facilities  that  were  reduced  in  the 
first  supplemental  of  FY  1995. 

A  base  induction  of  $2,033,000  and  86  FTEs  in  the  Appropriated  budget  as  a  result  of 
Council  action  during  the  first  supplemental  of  FY  1995. 

An  increase  of  $500,000  in  personal  services  as  a  mark-up  to  fund  actual  costs  of  authorized 
positions  in  support  of  District-wide  procurement  activities. 

A  redirection  of  $224,000  to  telecommunications  from  agency-wide  reductions  in  postage, 
SHARE  computer  services,  repairs  and  maintenance  and  contractual  services. 

An  increase  of  $67,000  in  janitorial  contract  services  due  to  mcreases  in  contractual  costs. 
NONAPPROPRIATED: 

■        An  decrease  of  $9,045,000  and  redirection  of  16  FTEs  within  the  nonappropriated  budget  is 
the  result  of  employees  being  reassigned   from  abolished  positions  in  the  appropriated  budget 
in  the  areas  of  telecommunications  (9  FTEs).  energy  (5  FTEs).  and  other  miscellaneous 

redirections  (2  FTEs). 

0  A  decrease  ot  $3,250,000  in  the  nonappropriated  budget  as  a  result  of  deferring  the  smali-^ 
purchase  procurement  program  due  to  District- wide  funding  limiianons  under  the  FY  Iv^D 
Apportionment  schedules. 
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A  decrease  of  $10,000,000  in  the  nonappropriated  budget  is  the  result  of  appropriated  funds 
being  restored  to  DAS'  rental  and  energy  accounts. 


Budget  Strategy  &  Impacts 
Strategy: 

As  a  result  of  the  reductions  included  in  these  budget  requests  this  department  will  abolish  86  full- 
time  equivalent  positions  which  includes  the  elimination  of  the  shuttle  bus  program  for  District 
employees  and   reassigning  some  employees  to  non-appropriated  existing  positions.   This  departinent 
will   reduce  spending  in  office  supplies,  printing  cost,  advertising  expenses,  postage  usage  and 
equipment  purchasing  and  leasing  as  well  as  eliminating  contractual  temporary  services.  The 
redirection  in  for  telephone  cost  will  be  achieved   by  reducing   emergency  contracts,   delaying  and 
reducing  the  cost  of  office  machine  repairs,  eliminating  security  services  to  the  District  court  system, 
reducing  DAS  postage  and  photocopying  cost  through  more  efficient  and  effective  management 
controls.    The  abolishment  of  positions  and  the  lost  of  funding  in  the  computer  technology  field  wiU 
reduce  the  response  time  for  responding  to  other  District  agencies  computer  related  request.   These 
reductions  and  redirections  will  have  the  following  effect  on  the  Department  of  Administrative 
Services  programs: 

Delayed  processing  of  goods  and  services  contracts. 

No  shuttle  bus  service  for  government  employees. 

Reduce  spending  for  office  supplies. 

Added  down  time  for  computer  equipment,  typewriters,  calculators,  cleaning  equipment  such 

as  vacuum  cleaners  and  floor  polishing  machines. 

Limited  amount  of  advertising  for  procurement  request. 

Eliminating  security  services  to  the  District  Superior  Courts. 

Reduce  revenues  to  the  general  fund. 

Eliminate  computer  programming  capabilities. 

Reduce  computer  technology  capabilities. 

The  increased  resources  provided  in  both  the  FY  1996  and  Revised  FY  1995  budget  requests  will 
enable  DAS  to  pay  for  leased  facilities  and  the  Certificates  of  Participation  for  One  Judiciary  Square 
and  provide  funding  for  DAS  energy  cost,  departmental  personnel  providing  procurement  services  to 
other  District  government  agencies.  These  budget  requests  will  also  provide  funding  for  the  pay 
raises  received  in  prior  fiscal  years  and  within  grade  increases  for  departmental  employees. 
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OPENING  STATEMENT 

DEPARTMENT  OF  ADMINISTRATIVE  SERVICES 

BEFORE 

THE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

OF  THE 

COUNCIL  FOR  THE  DISTRICT   OF  COLUMBIA 

ON 

MARCH  16,  1995 

GOOD  AFTERNOON  CHAIRPERSON  BRAZIL  AND  MEMBERS  OF  THE 
COMMITTEE  ON  GOVERNMENT  OPERATIONS.   MY  NAME  IS    JAMES 
GASTON,  ACTING  DIRECTOR  OF  THE  DEPARTMENT  OF 
ADMINISTRATIVE  SERVICES.    IT  IS  MY  PLEASURE  TO  APPEAR 
BEFORE  YOU  AND  THE  COMMITTEE  TO  OFFER  TESTIMONY  ON 
THE    PROPOSED  FISCAL  YEAR  1996  AND  REVISED  FISCAL  YEAR 
1995  BUDGET  REQUESTS.   APPEARING  WITH  ME  ARE  MONICA 
WILKERSON,  DEPUTY  DIRECTOR  FOR  THE  DEPARTMENT  AND 
PHIL  KNAPIK,  ACTING  ADMINISTRATOR  FOR  OFFICE  OF 
ADMINISTRATION,  AUDIT  AND  FINANCE.    ALSO  PRESENT  AND 
PREPARED  TO  TESTIFY  ARE  MEMBERS  OF  MY  EXECUTIVE  STAFF. 

?.TTACHME!'T    (  3  ) 
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WITH  YOUR  PERMISSION,  I  WILL  MAKE  A  PREPARED  STATEMENT 
SUMMARIZING  THE  REVISED  REQUEST  AND  THEN  RESPOND  TO 
ANY  QUESTIONS  THAT  YOU  OR  OTHER  COUNCIL  MEMBERS  MAY 
HAVE  CONCERNING  THIS  REQUEST. 

THE  BUDGET  SUBMISSION  FOR  THE  DEPARTMENT  REFLECTS 
OUR  MISSION  OF  BEING  THE  GOVERNMENT'S  IMPLEMENTER  OF 
OPERATIONAL  SERVICES,  WHICH  IS  DEDICATED  TO  ADVOCATE 
THE  ACQUISITION  AND  PROVISION  OF  SUPERIOR  GOODS  AND 
SERVICES  FOR  ITS  CUSTOMERS,  DISTRICT  OF  COLUMBIA 
EMPLOYEES  AND  ITS  CITIZENS.    UTILIZING  THE  TOOLS  OF 
COMMUNICATION,  COOPERATIVE  BUSINESS  PLANNING  AND 
TEAMWORK,  DAS  WILL  ACCOMPLISH  THE  COST  EFFECTIVE  USE 
OF  THE  DISTRICT'S  PHYSICAL  ASSETS;  TECHNOLOGY 
CAPABILITY;  AND  FINANCIAL  RESOURCES  TO  ENSURE  A  SAFE 
AND  EFFICIENT  WORKING  ENVIRONMENT. 

THE  DEPARTMENT  OF  ADMINISTRATIVE  SERVICES  IS  THE 
CE^•TRAL  OPERATIONS  AGENCY  FOR  THE  DISTRICT 
GOVERNMENT,  AND  AS  ITS  PRIMARY  OBJECTIVE,  SETS  THE 
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POLICIES.  REGULATIONS,  LEGISLATION  AND  IMPLEKflENTATION 

STRATEGIES  IN  PLACE  FOR  AN  EFFICIENT  AND  UNIFORM  SYSTEM 

OF  PROCUREMENT  MANAGEMENT  THROUGHOUT  THE 

GOVERNMENT.    DURING  THE  BARRY  ADMINISTRATION,  DAS  WILL 

SIMPLIFY,  CLARIFY  AND  MODERNIZE  THE  LAW  AND 

REGULATIONS  GOVERNING  THE  PROCUREMENT  OF- GOODS, 

SERVICES,  CONSTRUCTION  AND  REAL  PROPERTY  BY  THE 

DISTRICT  GOVERNMENT  AND  FOSTER  EFFECTIVE    AND 

EQUITABLY  BROAD-BASED  COMPETITION  IN  THE  DISTRICT 

THROUGH  SUPPORT  OF  THE  FREE  ENTERPRISE  SYSTEM. 

FURTHERMORE,  DAS  WILL  STRENGTHEN  OUR  PROCUREMENT 

SYSTEM  WITH  THE  IMPLEMENTATION  OF  A  COMPREHENSIVE 

CONTRACT  COMPLIANCE  AND  MONITORING  PROGRAM  THAT 

ENSURES  ADHERENCE  TO  PROCUREMENT  LAWS  AND 

REGULATIONS  AS  WELL  AS  QUALITY  PERFORMANCE    BY 

CONTRACTORS. 

OVER  THE  PAST  FOUR  YEARS  IN  CONNECTICUT,  I  MANAGED  THE 
PROCUREMENT  OPERATIONS  WORTH  $750  MILLION  ANNUALLY 


4 
AND  RE-ENGINEERED  EFFORTS  RESULTING  IN  A  REDUCTION  IN 

CONTRACT  PROCESSING  BY  27  PER  CENT.    I  AM  CONCERNED 

WITH  THE  DISTRICT'S  PROCUREMENT  LAW  AND  REGULATIONS, 

ESPECIALLY  SINCE  THEIR  APPLICATIONS  HAVE  RESULTED  IN 

CUSTOMER  UNFRIENDLINESS  FROM  THE  REQUESTOR  TO  THE 

PROVIDER.    MAYOR  BARRY  HAS  DIRECTED  ME  TO  SPEARHEAD 

THE  EXAMINATION  OF  THIS  LAW  AND  ITS  REGULATIONS  AND 

MAKE  RECOMMENDATIONS  FOR  REVISIONS.    THEREFORE,  THIS 

WILL  BE  ONE  OF  MY  FIRST  AREAS  OF  CONCENTRATION. 

DAS   ALSO  HAS  AS  ITS  OBJECTIVES: 

-  THE  DEVELOPMENT  OF  GOVERNMENT-WIDE  POLICIES, 
PROCEDURES  AND  STANDARDS  FOR  INFORMATION 
RESOURCES  MANAGEMENT,  TELECOMMUNICATIONS 
SYSTEMS,  WIDE  AREA  NETWORK,  PRINTING  AND  COPYING 
OPERATIONS; 

-  THE  COMPREHENSIVE  MANAGEMENT  OF  DISTRICT 
GOVERNMENT  FACILITIES  THAT  INCLUDES  ENERGY, 
SECURITY  AND  MAINTENANCE  SERVICES;  AND 
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-  THE  DIRECTION  AND  COORDINATION  OF  PERSONAL  AND 

REAL  PROPERTY  PROGRAMS  FOR  THE  DISTRICT 
GOVERNMENT,  WHICH  INCLUDES  THE  ACQUISITION  AND 
DISPOSAL  OF  REAL  ESTATE  AND  EFFICIENT  UTILIZATION  OF 
GOVERNMENT  OCCUPIED  SPACE. 

IN  SPITE  OF  RECENT  BUDGETARY  CUTS  AND  FEWER  EMPLOYEES 
TO  PERFORM  OUR  RESPONSIBILITIES  OVER  THE  PAST  YEAR,  DAS 
HAS  BEEN  SUCCESSFUL  IN  ACHIEVING  THESE  GOALS: 

'  -  REDUCING  CONTRACT  PROCESSING  TIME  DOWN  TO  AN 
AVERAGE  OF   90  DAYS  FOR  INVITATIONS  FOR  BIDS  AND 
120  DAYS  FOR  REQUESTS  FOR  PROPOSALS; 
.  DEVELOPING  AND  IMPLEMENTING,  FOR  THE  FIRST  TIME, 
THE  UNIFORM  CONTRACT  FORMAT  AS  REQUIRED    BY 
REGULATION; 

.  RE-INSTITUTING  PROCUREMENT  TRAINING 
-  RELOCATING  AGENCIES  FROM  LEASED  TO  GOVERNMENT- 
OWNED  SPACE  FOR  SAVINGS  OF  APPROXIMATELY 
$7  MILLION; 
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-  FOKMULATING  A  FRAMEWORK  FOR  INSTITUTING  A 

CONTRACT  COMPLIANCE  PROGRAM  FOR  THE  DISTRICT, 
WHICH  WILL  OVERLAY  THE  NATIONAL  MODEL; 

-  SAVING  AN  ESTIMATED  $140,000  IN  ENERGY  COSTS  BY 
INSTALLING  LIGHTING  CONTROLS  AND  MONITORING  AND 
CONTROLLING  THE  ENERGY  USE  AT  THE  ONE  JUDICIARY 
SQUARE    FACILITY  THROUGH  THE  ENERGY  MANAGEMENT 
SYSTEM; 

-  REDUCING  SECURITY  PERSONNEL  AT  THREE  (3) 

'  APPROPRIATED  FACILITIES  THROUGH  REMOTE  MONITORING 
VIA  THE  INTEGRATED  SECURITY  SYSTEM  WITHIN  ONE 
JUDICIARY  SQUARE; 

-  NEGOTIATING  CONTRACTS  THAT  INCREASED  REVENUE 
FROM  PAY  TELEPHONES  TO  $840,000;  AND 

-  INSTITUTING  A  411  BLOCKING  INITIATIVE  THAT  WILL 
RESULT  IN  ANNUAL  SAVINGS  OF  APPROXIMATELY  $470,000. 

THE  PROPOSED  FISCAL  YEAR  1996  OPERATING  BUDGET 
REQUEST  IS  $47,520,000  AND  348  FULL-TIME  EQUIVALENT  (FTE) 
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POSITIONS  OF  WHICH    THE  APPROPRIATED  BUDGEt  IS 

$28,666,000  AND  221  FTE  POSITIONS.    THE  NON-APPROPRIATED 

BUDGET,   AS  FUNDED  THROUGH  THE  INTRA-DISTRICT  PROCESS, 

WAS  REDUCED  TO  $18,854,000  AND  MAINTAINS  127  FULL-TIME 

EQUIVALENT  POSITIONS.   THIS  ESTIMATED  AMOUNT  INCLUDES 

FUNDS  TO  BE  RECEIVED  FROM  OTHER  DISTRICT  GOVERNMENT 

AGENCIES  FOR  SERVICES  PROVIDED  IN  THE  KEY  AREAS  OF 

INFORMATION  TECHNOLOGY/TELECOMMUNICATIONS,  ENERGY, 

PROTECTIVE,  CUSTODIAL,  PRINTING  AND  MAIL  SERVICES. 

TO  ENSURE  SUCH  SERVICES  ARE  PROVIDED  IN  A  COST- 
BENEFICIAL  MANNER,    DAS  WILL  INITIATE  COOPERATIVE 
BUSINESS  PLANNING     EFFORTS  WITH  AGENCIES  TO  DEVELOP 
COMPREHENSIVE  REENGINEERING  TASKS.   SUCH 
REENGINEERiNG  TASKS   WILL  INCLUDE  THE  DEVELOPMENT  OF 
METHODOLOGIES  TO  ESTABLISH  INDEPENDENT  COST  CENTERS 
FOR  KEY  INFRASTRUCTURE  SERVICES  INCORPORATING 
INDIRECT  AND  OVERHEAD  COSTS  TO  ENSURE  COMPETITIVE 
VIABILITY  AND  BENCH  MARK  OTHER  LIKE  SERVICES  PROVIDED 
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BY  THE  PUBLIC  AND  PRIVATE  SECTORS. 

DAS  WILL  ALSO  DEVELOP  AND  STAFF  SUPPORT  ACTIVITIES  IN 
THE  CREATION  OF  A  STRATEGIC  INFORMATION  SYSTEMS 
ADVISORY  GROUP  COMPRISED  OF  EXECUTIVE  CABINET 
OFFICIALS,  MEMBERS  OF  COUNCIL  AND  REPRESENTATIVES  OF 
THE  FEDERAL  AND  PRIVATE  SECTOR.   THIS  GROUP  WILL  ADVISE 
THE  DC  GOVERNMENT  ON  LONG  RANGE    ISSUES  AND 
TECHNOLOGY  PLANNING  TO  ENSURE  A  FIRM  DIRECTION  IS 
CHARTERED  FOR  INFORMATION  TECHNOLOGY'S  ROLE  IN  THE 
DELIVERY  OF  BUSINESS  SERVICES  FOR  THE  DC  INFOSTRUCTURE. 

IN  THE  THREE  WEEKS  I  HAVE  SERVED  AS  ACTING  DIRECTOR  OF 
DAS,  I  HAVE  EXAMINED  THE  APPROVED  FY  1995  BUDGET  AND 
WAS  IMMe«AT«s¥*AI.ARMED  AT  ITS  UNREALISTIC  NATURE.    IN 
SUPPORT  OF  OTHER  AGENCIES,  DAS  HAS  FIXED  COSTS  IN  SUCH 
AREAS  OF  RENT,  ENERGY,  TELECOMMUNICATIONS  AND 
SECURITY  THAT  CANNOT  BE  CUT.    FOR  EXAMPLE,  THE  ADOPTED 
FY  1995  BUDGET  REQUEST  OF  $12,856,000  DID  NOT  INCLUDE  THE 
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RENTAL  COSTS  FOR  ONE  JUDICIARY  SQUARE  AND  IT  ONLY 

PROVIDED  FOR  $36,000  FOR  ENERGY  UTILIZATION  WHEN  THE 

GQ»6RNM£>rrS  ANNUAL  USAGE  AVERAGES  AROUND  $7  TO  $8 

MILLION. 

IN  AN  EFFORT  TO  BE  HONEST  AND  REFLECT  THE  REALITIES  OF 
THE  GOVERNMENT'S  OPERATIONS,  THE  REVISED  FY  1995 
APPROPRIATED  REQUEST  IS  ADJUSTED  TO  $28,642,000  AND  221 
FTE  POSITIONS.    THIS  REALISTIC  BUDGET,  REPRESENTS  AN 
INCREASE  OF  $15,786,000  AND  A  REDUCTION  OF  86  POSITIONS 
FROM  THE  FY  1995  ADOPTED  BUDGET.     REDUCTIONS,  TAKEN  AS 
A  RESULT  OF  COUNCIL  ACTION  DURING  THE  FIRST 
SUPPLEMENTAL  OF  FISCAL  YEAR  1995,   ARE  AS  FOLLOWS: 
-  PERSONAL  SERVICES  REDUCTIONS  OF  86  FTES  AND 
$1,886,000  WILL  BE  ACHIEVED  BY  EMPLOYEES  LEAVING 
THROUGH  THE  EMPLOYEE  BUY  OUT  PROGRAMS,  THE 
ELIMINATION  OF  THE  SHUTTLE  BUS  PROGRAM,  A 
REDUCTION  IN  HEALTH  AND  FRINGE  BENEFITS,  THE 
ABOLISHMENT  OF  SOME  VACANT  POSITIONS  AND  THE 
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REDIRECTION  OF  EMPLOYEES  TO  THE  NONAPI^ROPRIATED 

BUDGET. 

-  NONPERSONAL  SERVICES    REDUCTION  OF  $147,000  IS  THE 

RESULT  OF  BASE  REDUCTIONS  IN  REPAIRS  AND 

MAINTENANCE  NO  LONGER  NEEDED  FOR  THE  SHUTTLE  BUS 

PROGRAM,  DECREASES  IN  SUPPLIES,  PRINTING, 

ADVERTISING,  AND  POSTAGE. 

WITH  THE  REVISED  FY  1995  BUDGET,  THAT  REFLECTS  THE 
REALITIES  OF  DAS'  FIXED  COSTS,  I  AM  CONFIDENT  THAT  DAS 
WILL  OPERATE  WITHIN  ITS  BUDGET. 

AS  WE  ENTER  A  NEW  ERA  OF  INCREASING  FISCAL  CHALLENGES, 
THE  DISTRICT  GOVERNMENT  IS  POISED  TO  REINVENT  ITSELF  TO 
DO  MORE  WITH  LESS.    DAS,  THE  CENTRAL  OPERATIONS  AGENCY 
OF  THE  CITY,  WILL  ASSUME  A  LEADERSHIP  ROLE  IN  HELPING  THE 
DISTRICT  TO  REDUCE  ITS  OPERATING  COSTS  AS  A  PART  OF  THE 
DEFICI I     DEDUCTION  INITIATIVE  TO  STOP  THE  BLEEDING. 


-^^- 
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SUCH  EFFORTS  INVOLVE  TAKING  RISKS  BY  PILOTING  INNOVATIVE 
IDEAS.     THEY  ALSO  INCLUDE  A  "REINVESTMENT"  AS 
ARTICULATED  BY  THE  CITY  ADMINISTRATOR  IN  PEOPLE, 
TECHNOLOGY  AND  POLICIES.    SUCH  RISKS  ARE  MITIGATED  BY 
PROPER  IMPLEMENTATION  AS  A  RESULT  OF  BUSINESS 
PLANNING,  PROPER  ALLOCATION  OF  RESOURCES,  REALISTIC 
PRODUCT/PERFORMANCE  MEASURES,  AND  PROJECT 
MANAGEMENT  PROVIDING  A  REPORTING  STRUCTURE  FOR    - 
EXECUTIVE  MANAGEMENT  AND  ACCOUNTABILITY  TO  PROGRAM 
MANAGERS.    SUCH  EFFORTS  MUST   PROPERLY  REFLECT 
REQUIREMENTS  THAT  ARE  THE  RESULT  OF  COMPREHENSIVE 
AGENCY  BUSINESS  PLANNING.     WITH  ALMOST  20  YEARS  OF 
MANAGEMENT  EXPERIENCE  WITH  A  TOP  FORTUNE  100  COMPANY, 
STATE  GOVERNMENT  AND  MY  OWN    FIRM,  I  BRING  A  STRONG 
COMMITMENT   TO  HELP  CREATE  THE  ENVIRONMENT  FOR  DAS  TO 
BECOME  A  PREMIER  CUSTOMER  SERVICE  AGENCY  OF  CHOICE 
FOR  ITS  CUSTOlvtERS. 


-•^«+  - 
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WITH  AN  ATTITUDE  GEARED  FOR  QUALITY,  DAS  WILL  TAKE  WHAT 

ARE  NOW    FRACTURED  PROCESSES,    DUE  TO  RECENT  YEARS  OF 

DOWNSIZING  AND  BUDGET  CUTS,   AND  FOCUS  ITS  EFFORTS  ON 

REDESIGNING  WORK  PROCESSES  AND  THEIR  PRODUCTS' 

RESULTS.       DAS  IS  COMMITTED  TO  A  CUSTOMER  FOCUSED 

STRATEGIC  BUSINESS  PLAN  THAT  WILL  PROVIDE  OPPORTUNITIES 

FOR  GOVERNMENT  AND  CITIZENS  TO  INTERACT  TO  ACHIEVE  A 

COMMON  GOAL  |THE  DELIVERY  OF  SUPERIOR  GOODS  AND 

SERVICES.    DAS  HAS  CREATED  AN  AGENCY  REVIEW 

REQUIREMENT  PROCESS  THAT  WILL  ASSIST  US  IN  DEVELOPING  A 

PERFORMANCE  AGREEMENT  THAT  REFLECTS  ORGANIZATIONAL 

AND  POLICY  GOALS.   THIS  PROCESS  WILL  SERVE  AS  AN 

INNOVATIVE  LINKING  OF  GOALS  AND  OBJECTIVES  TO  THE 

PERFORMANCE  OF  OUR  EXECUTIVE  MANAGEMENT  STAFF  AND 

THEIR  EMPLOYEES.   RESULTS-ORIENTED  BUDGETING 

PERFORMANCE  STANDARDS  WILL  BE  OUR  FOCUS  TO  CREATE  A 

GOVERNMENT  THAT  WORKS  BETTER  AND  COSTS  LESS. 


--b^' 
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DURING  THE  BARRY  ADMINISTRATION,  DAS  WILL  ACHIEVE  THE 

FOLLOWING  QUALITY-BASED  OUTCOMES: 

-  A  MORE  TIMELY  AND  COST  EFFICIENT  DISTRICT-WIDE 
PROCUREMENT  MANAGEMENT  SYSTEM  TO  ENSURE 
EXCELLENCE  IN  THE  DELIVERY  OF  GOODS  AND  SERVICES; 

-  EFFICIENT  TELECOMMUNICATIONS  AND  COMPUTING 
TECHNOLOGIES  THROUGH  COOPERATIVE    PLANNING; 

-  A  STRATEGICALLY  PROACTIVE  AND  MORE  EFFECTIVE 
APPROACH  TO  RELOCATING  GOVERNMENT  AGENCIES  FROM 

"  LEASED  SPACE  TO  DISTRICT-OWNED  SPACE  AND  DISPOSING 
OF  GOVERNMENT  EXCESS  PROPERTY; 

-  FROM  "CUSTOMER"  INPUT,  MAXIMIZE  THE    APPROACH  TO 
A  COMPREHENSIVE    BUILDINGS  MANAGEMENT  PROGRAM 
THAT  PROVIDES     MORE  COST  EFFECTIVE  SYSTEMS  AND 
SAFER  GOVERNMENT  FACILITIES;  AND 

-  ENHANCED  COST  SAVINGS    FROM  THE  PROVISION  OF 
CITY -WIDE  CONTRACT  MONITORING  THAT  ENSURES 
Uuiv/iPLIANCE  WITH  DISTRICT  LAWS  AND  REGULATIONS. 


-•S<i.' 
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WHILE  WE  ARE  DOING  MORE  WITH  LESS,  IT  MUST  BE  DONE  IN  A 
REALISTIC  ENVIRONMENT.   WITH  THE  INCREASE  OF  $15,786,000  IN 
THE  REVISED  FY  1995  BUDGET,  WE  WILL  HAVE  THE  TOOLS  AND 
SKILLS  TO  BALANCE  OUR  BUDGET,  FOCUS  DIRECTION  AND 
IMPROVE  MANAGEMENT.     THIS  REALISTICALLY  REVISED  FY  1995 
BUDGET  IS  THE  NET  RESULT  OF  THE  REDUCTIONS  ABOVE  AND 
THE  FOLLOWING  ACTIONS: 

-  AN  INCREASE  OF  $651,000  FOR  ANNUALIZED  PAY  RAISES 

-  $8,802,000  WAS  RESTORED  FOR  RENTAL  COSTS  FOR  ONE 
'JUDICIARY  SQUARE  AND  OTHER  DEPARTMENTAL  FACILITIES 

.  $7,799,000  WAS  RESTORED  FOR    FIXED  ENERGY  COSTS  OF 
DEPARTMENTAL  FACILITIES 

-  AN  INCREASE  OF  $500,000  TO  FUND  ACTUAL  COSTS  OF 
AUTHORIZED  POSITIONS  IN  SUPPORT  OF  DISTRICT-WIDE 
CONTRACTING  ACTIVITIES  INCLUDING  CONTRACT 
COMPLIANCE  AND  MONITORING  AS  WELL  AS  THE 
PROCUREMENT  OF  GOODS  AND  SERVICES. 

.  ^.  kEDIRECTION  of  $224,000  TO  TELECOMMUNICATIONS 
-RO: '»  AGENCY  WIOE  SAVINGS  IN  POSTAGE.  PRINTING, 
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SHARE  COMPUTER  SERVICES  AND  MAINTENANCE  AND      ; 

REPAIR  COSTS 

-  AN  INCREASE  Of  $67,000  IN  JANITORIAL  CONTRACT 
SERVICES  ,^ 

IT  IS  THE  PHILOSOPHY  OF  THE  BARRY  ADMINISTRATION  TO  BE 
RESPONSIVE  AND  RESPONSIBLE  TO  THE  CITIZENS  OF  THE 
DISTRICT,  AND  WITH  TODAY'S  BUDGET  REQUEST  DAS  CAN 
OPERATE  EFFICIENTLY  IN  OUR  CITIZENS'  BEST  INTEREST. 

DAS'  CHALLENGES  ARE  NOT  UNIQUE;  FOR  EXAMPLE,  SOME 
RECOMMENDATIONS  FROM  VICE  PRESIDENT  GORE'S  REPORT  ON 
THE  NATIONAL  PERFORMANCE  REVIEW    FOR    THE  GENERAL 
SERVICES  ADMINISTRATION  INCLUDE: 

-  IMPROVE  DELIVERY  SYSTEMS  TO  REDUCE  INVENTORIES 

-  STREAMLINE  AND  IMPROVE  CONTRACTING  STRATEGIES 

-  CREATE  RZAL  PROPERTY  ENTERPRISES  THAT  PROMOTE 

.~.Oi.M\:D  M.-.-iz  I   H'fANAGEMENT 

-  P£P'.')R!\'   I'    -OPvf*«ATION  TECHNOLOGY  PROCUREMENTS 
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-  SUSPEND  ACQUISITION  OF  NET  NEW  OFFICE  SPACE 

-  REDUCE  PROCUREMENT  SPENDING 

AS  A  MEMBER  OF  THE  BARRY  ADMINISTRATION,  WE  AT  DAS 
PLEDGE  OUR  COMMITMENT  TO  WORKING  WITH  THE  COUNCIL  AS 
PARTNERS  IN  A  NEW  WAY  TO  FACE  REALITIES  AND  BUILD  A  NEW 
FUTURE  FOR  A  SOLVENT  HEALTHY  CAPITAL  CITY   WHERE  EVERY 
ONE  MATTERS. 

I  APPRECIATE  THE  OPPORTUNITY  TO  APPEAR  BEFORE  YOU  THIS 
EVENING   TO  PRESENT  THE  DEPARTMENT'S  BUDGET  SUBMISSION 
AND  AM  PREPARED  TO  RESPOND  TO  ANY  QUESTIONS  YOU  OR 
OTHER  COUNCIL  MEMBERS  MAY  HAVE. 


.^'\' 
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Agency  Overview 

Misnon 

The  Department  of  Administrative  Services  (DAS),  the  District  government's  impiementer  of 
operational  services,  is  dedicated  to  advocate  the  acquisition  and  provision  of  superior  goods  and 
services  for  its  customers.  District  of  Columbia  employees  and  its  citizens.    Utilizing  the  tools  of 
communication,  cooperative  business  planning  and  teamwork.  DAS  will  accomplish  the  cost  effective 
use  ofth^  District's  physical  assets:  technology  capability:  and  financial  resources  to  ensure  a  safe 
and  efficient  working  environment. 

Agency  Description 

DAS  provides  support  services  which  include:  procuring  major  supply  and  equipment  items: 
acquiring  land  and  buildings;  managing  the  funds  of  this  department  and  those  of  other  departments 
and  agencies  in  the  areas  of  space  rental,  energy,  telecommunications,  printing,  copy  management, 
postage,  custodial,  and  protective  services;  providing  telecommunications  and  janitorial  services; 
managing  buildings;  providing  security  services;  managing  the  energy  conservation  program: 
managing  information  technology;  and  allocating  space  for  District  government  agencies. 

The  woric  of  the  department  is  carried  out  through  the  following  programs: 

■  ProcureiT}cnt  and  General  Services— includes  products,  services  and  technology  acquisition, 
personal  property,  and  procurement  information  and  support. 

■  Information  Resources  Management— includes  technology  and  systems  management  services, 
telecommunications,  printing,  copy  management,  and  automated  information  systems. 

■  Buildings  Management-includes  facility  services,  buildings  operations,  energy  management,  and 
protective  services. 

■  Real  Property- includes  real  estate,  property  management,  and  property  information  management. 

■  Administration  and  Program  Support-includes  policy,  compliance,  contract  nronitoring, 
administration,  audit  and  finance,  and  departmental  management  and  support  activities. 

Agency  Budget  Summary 

FY  1996  Proposed:   The  total  budget  request  for  all  funding  sources  is  $29,621,000  and  329  full- 
time  equivalent  (FTE)  positions,  a  net  decrease  of  $1 1,099.000  and  a  decrease  of  105  FTEs  from  the 
original  FY  1995  budget 

The  appropriated  budget  request  is  $10,767,000  and  202  FTEs.  a  ne:  decrease  of  S2,0S9.U('Ci  and  a 
H-'.T-ase  of  105  FTEs  from  the  FY  1995  original  budget. 

The  nonappropriated  budget  request  is  $18.854.U0<.>  and  12"  FTEs,  -  decrease  of  S9,010.UOi.'  and  no 
change  in  FTEs  from  the  FY  1995  original  budget 


,  I   ^^    j^  Cio^ernmentaj  Direction  and  >upp<)n 
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FY  IW5  Revised:   The  total  budget  request  for  all  funding  sources  is  $29,531,000  and  348.1  FTEs, 

a  net  decrease  of  $1 1.189,000  and  a  decrease  of  85.9  FTEs  from  the  original  FW  1995  budget 

The  appropriated  budget  request  is  S  10.7 13.000  and  221.1  FTEs.  a  net  decrease  of  $2,143,000  and  a 

decrease  of  85.9  FTEs  from  the  original  FY  1995  budget 

The  revised  nonappropriated  budget  request  is  $18,818,000  and  127  FTEs.  a-decrease  of  $9,046,000 

with  no  change  in  FTEs  over  the  original  FY  1995  budget 

The  changes  are  described  in  detail  in  the  program  sections  of  the  budget. 
Major  Changes  included  in  both  FY  1995  revised  and  FY  1996  are  as  following: 
FY  1996: 
APPROPRIATED: 

■  An  increase  of  $651,000  in  personal  services  for  annualized  pay  raise. 

■  A  base  reduction  of  $2,740,000  and  105  FTEs  as  a  result  of  CouncU  action  during  the  first    and 
second  supplemental  of  FY  1995. 

■  A  redirection  of  $224,000  to  telecommunications  from  agencywidc  reductions  in  postage.  SHARE 
-computer  services,  repairs  and  maintenance  and  contnurtual  services. 

NONAPPROPRIATED: 

■  A  decrease  of  $9,010,000  and  redirection  of  16  FTEs  within  the  nonappropriated  budget  is  the 
result  of  employees  being  reassigned  from  abolished  positions  in  the  appropriated  budget  in  the 
areas  of  telecommunications  (9  FTEs).  energy  (5  FTEs).  and  other  miscellaneous  redirections  (2 
FTEs). 

■  A  decrease  of  $3,250,000  in  the  nonappropriated  budget  is  the  result  of  deferring  the  small- 
purchase  procurement  program  due  to  District-wide  ftinding  limitations  under  the  FY  1995 
Apportionment  schedules. 
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Major  Changes  included  in  both  FY  1995  revised  and  FY  1996  arc  as  following: 

FY  1995  Revised: 

APPROPRIATED: 

■  An  increase  of  $651,000  in  personal  services  for  annualized  pay  raise. 

■  A  base  reduction  of  $2,794,000  and  85.9  FTEs  in  the  Appropriated  budget  as  a  result  of  Council 
action  during  the  first  and  second  supplemental  of  FY  1995. 

■  A  redirection  of  $224,000  to  telecommunications  from  agencywide  reductions  in  postage, 
SHARE  computer  services,  repairs  and  maintenance  and  contractual  services. 

NONAPPROPRIATED: 

■  An  decrease  of  $9,046,000  and  redirection  of  16  FTEs  within  the  nonappropriated  budget  is  the 
result  of  employees  being  reassigned  from  abolished  positions  in  the  appropriated  budget  in  the 
areas  of  telecommunications  (9  FTEs),  energy  (5  FTEs),  and  other  miscellaneous  redirections  (2 
FTEs). 

■  A  decrease  of  $3,250,000  in  the  nonappropriated  budget  as  a  result  of  deferring  the  small- 
purchase  procurement  program  due  to  District-wide  funding  limitations  under  the  FY  1995 
Apportionment  schedules. 


Budget  Strategy  &  Impacts 
Strategy: 

As  a  result  of  the  reductions  included  in  these  budget  requests,  this  department  will  abolish  105  full- 
time  equivalent  positions  in  FY  1996  which  includes  the  elimination  of  the  shuttle  bus  program  for 
District  employees  and  reassigning  some  employees  to  nonappropriated  existing  positions.  This 
department  will  reduce  spending  in  office  supplies,  printing  cost,  advertising  expenses,  postage  usage 
and  equipment  purchasing  and  leasing  as  well  as  eliminating  contractual  temporary  services.  The 
redirection  in  for  telephone  cost  will  be  achieved  by  reducing  emergency  contracts,  delaying  and 
reducing  the  cost  of  office  machine  repairs,  eliminating  security  services  to  the  District  coun  system, 
reducing  DAS  postage  and  photocopying  cost  through  more  efficient  and  effective  management 
controls.  The  abolishment  of  positions  and  the  loss  of  funding  in  the  computer  technology  field  will 
reduce  the  response  time  for  responding  to  other  District  agencies  computer-related  request     TTiese 
reductions  and  redirections  will  have  the  following  effect  on  the  Department  of  Administrate  e 
Services  oroerams: 
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■  Delay  processing  of  goods  and  services  contracts. 

■  No  shuttle  bus  service  for  govemnYent  employees. 

■  Reduce  spending  for  office  supplies. 

■  Added  down  time  for  computer  equipment,  typewriters,  calculators,  cleaning  equipment  such  as 
vacuum  cleaners  and  floor  polishing  machines. 

■  LuTiited  amount  of  advertising  for  procurement  request 

■  Eliminate  security  services  to  the  District  Superior  Courts. 

■  Reduce  revenues  to  the  general  fund. 

■  Eliminate  computer  programrrting  capabilities. 

■  Reduce  computer  technology  capabilities. 

■  Reduce  the  ability  to  provide  accurate  and  timely  cost  analysis  needed  for  annual  budget 
submission. 

■  Inability  to  produce  savings  through  improved  contracting  and  space  management  procedures. 

■  Reduce  the  number  of  contracts  that  can  be  auditied  and  reviewed. 

■  Delay  the  development  of  revised  District-wide  procurement  regulations. 

■  Delayed  responses  to  Freedom  of  Information  Act  (FOIA)  requests. 

As  a  result  of  this  agency's  FY  1995  Second  Supplemental  budget  approved  by  the  District  Council, 
it  is  impossible  for  this  department  to  pay  rent  and  utilities  for  key  District  occupied  facilities  in  both 
FY  1995  and  FY  1996.   These  reductions  will  eliminate  funding  ($7.8  million)  in  DAS  budget  for 
utiUties  expense  for  38  government  buildings,  including  the  John  WUson  Building  and  One  Judiciary 
Square    Further,  it  would  eliminate  all  funding  ($8.8  million)  to  pay  rent  associated  with  the 
CertifTciates  of  Participation  (COP)  for  One  Judiciary  Square,  and  rental  costs  for  5  other  government 
buildings  under  the  purview  of  DAS.   Though  the  CouncU  recommended  these  cuts  on  the  premise 
that  the  respective  agencies  housed  in  these  facilities  should  pay  for  rent  and  utilities  from  theu^  own 
budgets,  the  reality  is  that  most  of  the  agencies  housed  in  these  facilities  have  never  had  rent  or 
utilities  funds  in  their  budgets,  and  those  agencies  that  had  funds  used  their  rental  budgets  as  part  of 
their  FY  1995  base  reductions. 

Based  on  the  revised  FY  1995  and  FY  1996  budgets,  the  District  cannot  make  payments  to  vendors 
and  contractors  for  rent  and  energy  under  the  purview  of  DAS,  placing  this  department  in  a  "catch 
22"  situation  of  not  making  payments  or  being  in  violation  of  the  Anti-Deficiency  Act.    With  respect 
to  One  Judiciary  Square,  non-payment  of  the  ground  lease  (Certificates  of  Participation)  is  in 
violation  of  the  lease  agreement  and  cause  for  the  lessor  to  terminate  the  agreement  and  make  the 
District  vacate  the  site  and  relinquish  possession. 


TfovermneritarTJTreflioi^n^Jupport^ftO 
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GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 

DEPARTMENT  OF  ADMINISTRATIVE   SERVICES 


orrici  OF 


■it   OtReCTOR 


MBMORANDDM 


TO:  Robert  N.   Reid 

D.C.   Controller 

FROM:  James 

railip  d.   Knapik 
Acting  Controller 

SUBJECT:      Financial  Review  Process   for  May   1995 


JUN  27  1986 


ll/pp 


Attached  is  the  Financial  Review  Process  Report  (FRP)  for  the 
Department  of  Administrative  Services  (DAS)  for  the  period  ending 
May  31,  1995.  This  report  refleeta  the  Council •■  TX   1995  Approved 
Badget.w  Based  on  the  Connoil'a  approved  Second  Supplemental  for  VY 
1995  DAS  is  reporting  a  shortfall  of  $22,329,841.   Solutions  for 
•lialnatlng  this  shortfall  are  disoussad  below. 

BXBCOTIVB  SUMMARY 

The  department's  report  for  the  period  ending  May  31,  1995  indicates 
an  overall  deficit  of  $22,329,841.   Of  that  amount  $17,592,585  is 
appropriated  and  $4,737,256  is  non-appropriated.   The  non- 
appropriated shortfall  will  be  partially  offset  by  $585,440  currently 
availeQ>lp  to  be  allocated.  We  expect  to  receive  additional  funding 
due  from  the  various  agencies.   Our  forecast  includes  the  fixed  cost 
in  energy  totalling  $7,835,000,  space  rental  and  COP  payments 
totalling  $8,802,000. 

The  forecasted  amount  in  this  FRP  will  ensure  that  services  are 
provided  in  a  cost  beneficial  manner  and  that  vendors  are  paid 
expeditiously.   DAS  will  initiate  cooperative  business  planning 
efforts  with  other  agencies  to  develop  comprehensive  re-engineering 
tasks.   In  spite  of  recent  budgetary  cuts  and  fewer  employees,  DAS 
has  been  successful  in  accomplishing  the  following: 

-  reducing  contract  processing  time; 

-  developing  and  implementing  uniform  contract  format 
procedures ; 

-  relocating  agencies  from  leased  space  to  government  owned  space; 

-  formulating  a  framework  for  instituting  a  contract  compliance 
program  for  the  District; 

-  negotiate  contracts  that  increased  the  general  fund  revenues; 

-  instituted  a  telephone  block  with  an  annual  estimated  District- 
wide  saving  of  $470,000. 
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Appropriated  Revenue 

DAB*  Appropriated  budget  request  vaa  reduced  froa  $20,642,000  to 
$10,713,000  which  will  result  in  a  shortfall  of  $17,592,585  in  fiscal 
year  1995. 

The  Council's  Approved  Budget  of  $10,713,000  as  compared  to  DAS' 
forecast  of  $28,305,585  has  created  a  shortfall  of  $$17,-592,585  in 
DAS'  Appropriated  Budget.   This  shortfall  has  prevented  DAS  from 
making  payments  for  overdue  fixed  energy  bills  which  totals 
$2,176,905  through  May.   Currently  DAS  is  reflecting  a  deficit  in  the 
Balance  Sheet  Accounts  for  energy  ($2,149,905)  and  rents  ($5,333,372) 
for  which  their  are  insufficient  funds/budgets.   At  present  this 
department  has  a  total  annual  budget  of  $36,000  for  utilities  to  meet 
the  financial  obligations  spelled-out  above.   The  Mayor's  spending 
plan  sent  to  Council  included  restoration  of  $7,799,000  for  fixed 
energy  cost,  $8,802,000  for  fixed  space  rental  cost  and  COP  payments 
for  One  Judiciary  Square.   A  redirection  of  $224,000  between  object 
classes  restored  telecomaunications  funding  for  DAS  telephone  costs. 
A  reprogramming  of  $2,900,000  into  DAS'  budget  for  COP  payments  has 
been  approved  and  will  help  to  offset  the  space  rental  shortfall  of 
$8,802,000.  Additional  reprogramming  of  $8,049,000  have  been 
requested  and  will  be  used  to  offset  the  shortfall  balance  in  space 
rental  and  in  energy.   The  balance  of  funding  needed  to  eliminate  the 
projected  deficit  in  energy  and  space  rental  ($5,652,000)  is  expected 
from  the  District  Budget  Office.   The  restoration  of  $500,000  in 
personal  services  funding  to  support  procurement  staff  along  with 
cost  accounting  entries  of  $334,000  to  correct  personal  services 
funding  codes  included  in  our  spending  plan  will  enable  DAS  to  meet 
projected  payroll  cost  in  FY  1995.   These  issues  will  be  discussed 
later  in  this  report. 

With  the  loss  of  personnel  due  to  the  easy/early  out  retirement 
programs  DAS  had  a  large  percentage  of  the  janitorial  staff  to  leave. 
As  a  result  of  these  losses  along  with  no  ability  to  backfill 
positions  and  the  requirement  to  provide  a  clean  and  health 
environment  for  the  public  and  government  employees  this  agency  must 
rely  on  contractual  janitorial  means  to  met  our  obligation.   The 
Bodif ications  to  our  contractual  janitorial  workload  has  caused  an 
Increase  in  the  contractual  costs.   Our  forecast  includes  an  increase 
of  $157,585  in  our  appropriation  for  contractual  services  to  fully 
seet  our  projected  cost  in  this  area.  However  with  the  continued 
quarterly  apportionments  this  increase  may  not  be  sufficient  by  years 
end  due  to  the  lack  of  funding  for  annual  contracts.   This  projected 
increase  will  be  offset  by  anticipated  receipt  of  other  revenues  in 
Fy  1995  to  cover  this  cost. 

The  personal  services  forecast  reflected  in  this  FRP  includes  the 
annualized  pay  raise  amount  of  $651,000  for  all  DAS  personnel.   The 
projected  shortfall  of  $834,000  will  be  eliminated  with  the 
restoration  of  $500,000  for  the  salary  cost  of  District-wide 
procurement,  staff  on  the  payroll  of  this  agency  and  the  redirection 
of  cost  associated  with  the  reassignment  of  District-wide  telephone 
operatorc,  energy/  management  specialist  and  printing  specialist  froa 
the  appropriated  budget  to  the  non-appropriated  budget.   This  cost 
totals  $334,000.   Once  personnel  actions  have  been  completed  by  DCOP 


302 


to  correct  the  coding  of  these  employees  journal  entries  will  be 
processed  to  transfer  the  appropriated  expenditures  to  the  proper 
non-appropriated  codings.   These  entries  will  be  forwarded  to  your 
office  for  override.   This  procedure  will  ultimately  reduce  the 
current  appropriated  expenditures  by  the  respective  amounts  and 
result  in  a  balanced  personal  services  budget  for  DAS. 

The  nonpersonal  services  forecast  for  DAS  includes  funding  for 
janitorial  and  office  supplies,  energy  costs,  telecommunication  costs 
space  rental  cost,  contractual  janitorial  and  security  services, 
repair  and  maintenance,  printing  and  postage. 

Non-Appropriated  Revenue 

This  departnent  provides  janitorial,  postage,  printing  and  security 
services  to  other  District  agencies.   The  intra-District  budgeted 
amounts  reflected  in  this  FRP  report  represents  funds  transferred 
froM  other  District  agencies  for  which  DAS  has  received  override 
through  April  1995. 

The  non-appropriated  budget  forecast  is  $8,047,797.   We  have  received 
$3,895,981  of  that  zuBount  to  date  with  a  balance  of  $4,151,816 
expected  from  required  agencies  prior  to  the  end  of  the  fiscal  year. 
DAS  has  received  approximately  forty-eight  percent  of  the  total 
seventy-five  percent  apportionment  allocated  to  agencies.   We  are  in 
the  process  of  updating  the  billing  data  and  sending  reminder  notices 
to  the  respective  agencies  to  forward  a  least  the  balance  of  the 
seventy-five  percent  apportionment  to  DAS  immediately  or  provide  us 
with  the  proper  information  to  revise  their  forecast.   Your  office 
will  be  notified  if  your  assistance  is  needed  in  collecting  amounts 
owed  DAS  through  the  intra-District  process. 

Tho  shortfall  in  Personal  Services  cost*  aro  associated  with 
parsonsel  performing  services  as  related  to  District-wide  functions 
is  the  areas  of  custodial,  security,  energy  and  teleconmunications . 
These  coats  are  to  b«  redirected  to  the  balance  sheet  account  as 
agencies  have  already  transferred  fxinds  to  DAS  via  journal  entries  to 
reimburse  DAS  for  tbesa  services.   Journal  entries  have  already  been 
subtaitted  to  your  office  to  redirect  personal  services  costs  foe 
custodial  and  security  services  in  the  amount  of  $1, 009, 734. 54  per 
the  agreed  upon  policy  change  in  January  of  1992  (memo  attached)  .   It 
is  requested  that  these  journal  entries  be  processed  as  soon  as 
possible  (copies  attached) . 

In  addition,  journal  entries  will  be  prepared  and  submitted  to  your 
office  in  July  and  every  month  thereafter  redirecting  these 
associated  coats  to  the  'Balance  Sheet  Account'  for  those  ajanciec 
recsiving  the  above  mentioned  services. 
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CONTROLLBR'S  REPORT 

As  previously  indicated,  this  FRP  is  based  on  the  Council's  Approved 
FY  1995  Supplemental  Budget,  which  includes  appropriated  cose 
containment  measures  taken  by  this  department  to  help  facilitate  the 
balancing  of  the  budget. 

The  April  FMS  reports  show  that  the  following  non-appropriated 
revenue  sources  show  expenditures  exceeding  revenues  earned  and 
collected  by  fifty  percent  or  more:   printing,  postage,  education 
surplus  property  fees,  protective  and  janitorial  services.   Printing 
and  postage  are  handled  through  the  intra-District  process  and  the 
revenues  earned  and  collected  are  generated  from  the  billings  to  the 
respective  agencies.   DAS  is  in  the  process  of  updating  the  billing 
data  in  FMS  for  these  areas  and  if  any  problems  should  arise,  your 
office  will  be  advised  of  the  actions  taken  to  eliminate  such 
problems.  All  funding  for  protective  and  custodial  services  is  now 
received  and  processed  by  DAS  through  journal  entries.   Therefore  all 
charges  {personal  and  nonpersonal  services)  are  reflected  in  the 
balance  sheet  accounts.   As  discussed  above,  journal  entry 
adjustments  have  and  will  be  made  to  transfer  personal  services  costs 
(shown  in  the  YTD  EXP  column  of  the  FRP)  associated  with  these 
services  to  the  respective  balance  sheet  accounts.  The  ;^ril  FMS 
reports  also  reflect  some  YTD  EXP  in  funding  source  "9999"  which  will 
be  corrected. 

As  previously  stated  the  balancing  of  the  DAS  FY  1995  budget  is 
contingent  upon  the  full  implementation  of  the  reprogramming  requests 
to  offset  the  energy,  COP,  and  space  rental  expenses,  the  receipt  of 
all  non-appropriated  revenues,  the  override  of  all  requested  journal 
entries  to  redirect  personal  services  charges  to  the  proper  revenue 
source  codes  and  the  collection  of  all  funding  due  from  the 
respective  agencies  for  services  handled  through  the  intra-District 
and  balance  sheet  accounts. 

District-wide  Financial  Impact  -  Balance  Sheet 
As  you  already  know,  this  department  has  experienced  tremendous 
difficulty  in  processing  vouchers  to  the  various  vendors  for  the 
payments  processed  through  the  balance  sheet  accounts.   Currently, 
DAS  is  processing  journal  entries  that  will  allow  payments  to  vendors 
in  a  more  timely  manner.   This  incladas  payneats  for  all  balanca 
sha«t  accoants  with  tha  axcaptions  of  raotals  aad  anargy  which  wxll 
and  somatima  in  Jnna  or  July,  1995. 

The  quarterly  apportionments  are  having  a  negative  impact  on  the 
District's  ability  to  meet  their  financial  obligations  for  fixed 
District-wide  operating  cose.   The  purchase  of  electricity,  fuel  oil, 
steam,  natural  gas,  lubricants,  leased  office  space  and  telep.-.ones 
are  all  fixed  operating  cost.   At  the  present  time  these  services  are 
reeded  by  the  various  District  agencies  to  perform  their  functions. 
The  necessary  line  items  should  be  mandatory  in  all  agencies  budgets, 
if  applicable.   Currently  the  need  for  these  services  is  not 
negotiable.   In  order  for  the  District  government  to  function  and 
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provide  services  to  its  citizens  these  fixed  cost  will  always  exist. 
The  present  inability  to  met  the  current  financial  obligations  does 
not  negate  the  fact  that  payments  are  rightfully  due  the  respective 
vendors  and  with  the  on  going  need  for  these  services  the-  financial 
obligations  will  continue  to  increase. 

DAS  is  continuing  to  use  any  means  possible  to  collect  all  funds  due 
to  the  department  in  the  balance  sheet  accounts.   The  magnitude  of 
this  problem  due  to  the  financial  controls,  budget  cuts,  loss  of 
staff  throughout  the  government  among  other  District-wide  problems 
makes  the  task  of  collecting  these  funds  and  ensuring  a  balanced  FY 
1995  budget  for  the  District  government  almost  impossible  for  any  one 
agency.   Myself  and  members  of  my  staff  are  available  to  work  with 
all  agencies  involved  in  resolving  this  District-wide  problem. 

Attachment 

cc:   Robert  PolhmanXlnterim  Chief  Financial  Officer 
and  Assistant  City  Administrator  for  Finance 
Charlotte  David 
Mernel  Brumley 
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bcc:  James  Gaston 
Philip  Knapik 
Donna  Harris 
Executive  Staff 

SL'/»F}DiS»SJ«/06-19-«  ,:  RFRPmY.95, 
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JA:;  I  7  1992 

MEMORANDUM 

TOt       N.  Anthony  Calhoun 
D.  C.  Controller 

FROM*     Rlc  HurphgiGNEO 
Director 

SUDJECTj   Ectabllshinant  of  Balanc*  She«C  aod  Sub-Balance  Sheet 
Accounts  for  Security  and  Cuetodlal  Services 

This  is  to  request  the  ectabliahcient  of  balance  sheet  accounts  and 
the  appropriate  sub-balance  slteet  accounts  for  security  and 
custodial  services. 

In  previous  years,  ti'ie  Department  of  AdAinistrative  Services  has 
experienced  difficulty  in  collecting  ade^;uato  funding  in  a  timely 
manner  through  the  intra-District  process  from  agencies  benefitting 
from  the  subject  services.  This  has  resulted  in  delays  of  aorao 
vendor  payuents.  As  a  result  of  our  joint  neeting  with  the  Deputy 
flayer  for  Finance,  a  decision  %ms  made  tbAt  these  two  services 
\*ould  no  longer  b«  handled  through  the  intrA-District  process  but 
rati^w.  through  balance  sheet  accounts. 

"t  ti:?  tii-.nual  Controller's  ineeting  in  Noveiobor  1991,  you  announced 
t.s^s  proposed  c^iange  and  stated  that  the  effectlv«  date  would  ba 
Januarv  1991.  Therefore,  the  appropriate  Mater  t«bl*  fonas  have 
been  v^parvv.  and  are  attached  for  processing  to  implement  this 
change. 

If  you  have  any  questions,  please  call  no  on  127*1119  or  have  a 
member  of  your  staff  contact  lona  Andrews,  Associate  Director  tvi 
Administration  and  Finance,  on  727-0333. 

Attachricnts 

bccj  Lorraine  Britton 

Gerrie  McCottry 
Donna  Harris 
Rachelle  Phillips 

^^^^  -^X- 

Chron  ■   ,  .  3  5  ^^ 

DAS/ACCT/I'CCOTTRY;GMC/ 1-10/9  2/BALANCE.SHT      , 
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GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 

DEPARTMENT  OF  ADMINISTRATIVE   SERVICE 
•   •* 


ONE  JU01C!AflY   SQUARE 

WASHINGTON    OC       ZOCZ 

I2021   727-4OO0 

FAX  C202I   727  S678 


MBMORANDUM 

To:       Philip  Knapik  Date:   January  30,  199  5 

Acting  Administrator,  ANF 

From:      Herbert  L.  Jackson 
General  Counsel/Adm 

Subject:   Settlement  of  Akzo  N 

Please  process  for  payment  the  $55,000.00  balance  for  the 
referenced  settlement.   A  copy  of  the  settlement  stipulations  are 
attached  for  your  reference.   Plezise  give  Jaclc  Simmons,  Office  of 
Corporation  Counsel,  a  call  at  727-6303  in  this  regard.   He  is 
very  anxious  to  calm  AJczo's  attorney. 

Thank  you. 
cc:   Bruce  A.  Marshall,  Director 
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SUPERIOR  COURT  OF  THE  DISTRICT  OF  COLUMBIA. 
Civil  Division 


G1511 


NATIONAL  FACTORING  SERVICES,  INC. 

Plaintiff 
vs. 

TSE  DISTRICT  OF  COLUMBIA 
Defendant 


Civil  Action  No.  93-1981 
Calendar  No.  5 
Judge  Zaldon 


SETTLEMENT  STIPUTATTOW 

Plaintiff  Akzo  Salt/  Inc.,  by  and  thzough  its 
attorneyd^  Van  Ocack,  Axelson,  Willioj&ovirsky  ft  Jacobs,  F.C.,  and 
Defendant  The  District  of  Columbia  hereby  agree  as  follows: 

1.  The  parties  have  reached  a  resolution  of  this 
■atter  which  contemplates  the  payment  of  a  total  of  $11.0,000  by 
the  District  to  Plaintiff  AJcro. 

2.  Defendant,  acting  through  its  Depeuctaent  Of  Public 
Works,  agrees  to  pay  to  Plaintiff  at  the  Office  of  Van  Grack, 
Axelson,  Hilliamowsky  t  Jacobs,  P.O.,  the  siua  of  $S3,000  within 
twenty-one  (21)  days  following  the  execution  and  delivery  by 
Plaintiff  of  a  release  in  the  form  attached  hereto  as  Exhibit  1. 

3.  Defendant,  acting  through  its  Department  of 
Administrative  Services,  will  pay  an  additional  $53,000  to 
Plaintiff  at  the  office  of  counsel  for  Plaintiff,  dfter  October 
1,  1994  but  before  Oeeesiber  30,  1994,  from  the  said  Department's 
fiscal  year  199S  budget,  providing  tnat  there  is  an  appropriation 
of  funds  for  that  Depsruaor.t  for  that  fiscal  year. 
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4.   Upon  completion  of  the  poynvnta  refecenead  in 
Paragraph*  2  and  3  above,  Plaintiff  AJczo  agrees  to  assign  ell  o£ 
ita  claiaa  arising  out  of  the  transactions  with  IBMI  itemized  in 
its  Complaint  to  the  Defendant  and  further  agrees  to  assist  Che 
Defendant  in  its  pursuit  o£  those  claims  against  Institutional 
Buyers  Hart,  Inc.,  ita  officers,  agents,  shareholders, 
successors,  and  aaaigna.  Upon  re<iaest,  Plaintiff  AJczo  shall 
dismiss  all  of  ita  claims  asserted  against  the  District  of 
Columbia  in  this  action  with  prejudice. 

5.  Upon  a  failure  by  the  Defendant  to  maJce  either  of 
the  payments  referenced  In  Paragraphs  2  and  3  above,  which 
default  is  not  cured  within  twenty-one  (21)  days  after  notice  to 
counsel  for  Defendant,  Plaintiff  shall  be  entitled  to  resume 
proceedings  in  this  action  against  the  Defendant  for  such  amount 
ae  may  then  be  due  and  owing  to  Akso,  after  application  of  any 
credits  paid  by  reason  of  this  stipulation. 

6.  In  thB  event  that  Plaintiff  should  declare  a 
default  under  the  provisions  of  Paragraph  5  above,  then  the 
provisions  of  the  Stipulation  not  shall  not  be  admissable  in  this 
or  any  subsequent  action  based  upon  the  causes  of  action  alleged 
against  the  District  of  Columbia  herein. 


^  facTc  M.  Simmoni^=^lI  ♦SS-flO 
Aa'eistant  Corporation  Counsel,  D.C 
5'uite  6-5-055 
,441  Fourth  Street,  N.w. 
/Waahington,  D.C.   20001 
(202)  727-6303 

•SI- 
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WILLIAMQNSXT 


DATED 


,  Oct  /3 


1994 


s  #222331 
'lllKNorth  ??aaftington  Street 

^th  Ploor 
Rockville,  Maryland  20850 
(301)  738-7675 

Attorneys  for  Akzo  Salt,  Inc. 


\fil««\Mv\l«p\9lSU.s«Z. 
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Memorandum  •  Government  of  tbe  District  of  Columbia 

January  10,  1995 

PRIVILIGED  AND  CONFIDENTIAL 

TO:        Bruce  Marshall 
Director 
D.C.  Dept.  of  AdJjviyii^tra^ve^ Services 

FROM:      Garland  Pinksto 

Acting  Corporat^ol 

SUBJECT:   Settlement  and  payment  of  claim  of  Akzo  Nobel  Salt, 
Inc. 

In  September  1994,  with  the  agreement  of  your  Department, 
the  Office  of  the  Corporation  Counsel  negotiated  a  settlement  to 
the  claims  of  Akzo  Nobel  Salt,  Inc.,  pending  against  the  District 
of  Columbia  as  part  of  National  Factoring  Services.  Inc.  v.  D. 
C.  . ,  Superior  Court  Civil  Action  No.  91-1981.  The  claims  arose 
because  the  District  of  Columbia  paid  the  contractor. 
Institutional  Buyers  Mart,  Inc.,  instead  of  the  assignee  bank, 
even  though  there  was  a  properly  executed  and  acknowledged 
assignment  of  payments. 

That  settlement  was  for  $  110,000.00  on  a  total  claim  of 
about  $  148,000.00.  That  amount  was  to  be  paid  equally  by  the 
Department  of  Public  Works  and  the  Department  of  Administrative 
Services.  Because  of  budgetary  considerations,  your  Department 
agreed,  in  writing,  to  the  settlement  if  the  payment  of  its 
$  55,000.00  were  made  after  the  first  of  the  fiscal  year  and  from 
fiscal  year  1995  funds.  DPW  has  already  paid  for  its  share  of 
the  settlement. 

To  date,  however,  no  payment  has  been  made  to  Akzo  by 
D.A.S.,  and  we  understand  that  payment  is  not  immediately 
anticipated. 

Pursuant  to  the  settlement  agreement,  plaintiff  preserved 
the  right  to  revive  its  claims  if  it  were  not  paid  by  the 
December  31,  1994,  and  such  default  were  not  cured  within  twenty- 
one  days  of  notice  of  that  default.  Akzo  Nobel  Salt  exercised 
its  right  to  declare  the  D.A.S.'  payment  in  default  on  January  5, 
1995.   A  copy  of  their  notice  is  attached. 

The  effect  of  the  notice  of  default  is  to  reinstate  Akzo's 

'  entire  claim  (minus  the  portion  paid  by  D.P.W.).   If  we  do  not 

pay  Akzo  within  the  twenty-one  days,  D.A.S.  will  be  liable  for 

the  full  amount  of  the  claim:   about  $  93,000,  plus  interest  at 


-Si' 
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the  statutory  rate  from  the  date  that  payment  should  have  been 
made . 

There  is  no  defense  to  Akzo's  claim.  The  City  will  be  held 
liable  for  the  entire  amount  of  the  claim  if  this  matter 
proceeds  to  trial  or  to  summary  judgment.  At  such  time,  D.A.S. 
will  become  immediately  liable  for  the  entire  amount  of  the 
claim,  plus  interest. 

Under  these  circumstances,  it  is  imperative  that  you  satisfy 
the  settlement  with  Akzo  and  issue  the  $  55,000.00  immediately. 

Please  contact  Jack  Simmons,  the  Assistant  Corporation 
Counsel  who  is  handling  this  matter,  as  soon  as  possible.  He  can 
be  reached  at  telephone  727-6303,  ext.  3440,  or  at  telefax  727- 
0431, 

JMS 


cc:   Herbert  Jackson,  Esq. 


•do- 
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VAN  CRACK.AXELSON,  WILLIAM0WSKY8  JACOBS,  P.  C. 


ATTORNEYS  AND  COUNSELOfLS  AT  LAW 

110  NOItTM  WASHINGTON  STREET 

FIFTH  FLOOR 

R.OCICV1LLE,  MARYLAND  20850 

(30I)  424-OSSO 
TILECOPIEH.  (30I)  424-0124 

January  5,  1995 


Jack  M.  Simmons,  III,  Esquire 
Office  of  the  Corporation  Counsel 
One  Judiciary  Sg.,  Rm.  6S  055 
Washington,  DC   20001 

via  Facsijnile  at  (202)  727-3625  and  by  Mall 


jePFREY  M.  AXELJON   (-.PL) 
mVIN  VAN  CRACK* 

VKMUCL  D.  wln.L^Jv^o«Slcy• 

STEVEN  E.  MIRJKY  (-.FL.NJ) 
LAMMIENCE  5.  JACOBS  (-,VA) 
BRUCE   M.  BENDER   C.IL) 

CATHERINE   CARROLL-FISCHER    (-,PA) 
JAMES  T.  KIMBLE    (MD,  VA) 
R£NA  W.  HENECHAN   (MD) 
JOHN   K.  KEATING  (MD,  FL) 
DONNA  J.    HENDERSON- 


MAJOR  c/sF  nun 

»Tm  OFFICES  IN 

hn  9  '9  53  flH^iJHURCM.vA 

lAsniNcros.  3.  c. 


"mrrER's  direct  Ou-..  slmi 

(301)    738-7675 


Res   National  Factoring  Services,  Inc. 
vs .   The  District  of  Columbia 

Civil  Action  No.  93-1981 

Our  File  No.   G1511 


et  al. 


Dear  Jack: 

Confirming  our  several  telephone  conversations  and  my  letters  to 
you  of  December  12  and  December  30,  1994,  the  second  payment  of  $55,000 
due  from  the  Department  of  Administrative  Services  on  or  before  December 
30,  1994  has  not  been  made. 

Pursuant  to  Paragraph  5  of  the  Settlement  Stipulation  dated  October 
13,  1994,  the  District  has  21  days  to  cure  this  default,  after  which 
Akzo  will  be  entitled  to  resume  proceedings  against  the  District  for  the 
amount  still  due  and  owing  of  $92,936.51.   Naturally,  we  would  prefer  to 
avoid  that  action. 


Akzo  Nobel  Salt,  Inc. 
James  E.  Burk,  Esq. 
Clerk,  Superior  Court 
Honorable  Joan  Zeldon 


LSJ/sev 

\tll««\««v\3«n\91511.  la 
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SUPERIOR   COURT   OF   THE   DISTRICT   OF   COLUMBIA 
Civil   Division 


NATIONAL    FACTORING   SERVICES,    INC. 
ET  AL- 

Plaintiff 

Civil  Action  No.  93-1981 

THE  DISTRICT  OF  COLUMBIA  :    Calendar  No.  5 

Defendant  :    Judge  Zeldon 

PRAECIPE 

Please  file  the  enclosed  Notice  of  Default  required  under 

Paragraph  5  of  the  Settlement  Stipulation  by  and  between  Akzo 

Salt,  Inc.  and  the  District  of  Columbia  filed  herein  on  October 

14,  1994. 

VAN  GRACK,  AXELSON,  WILLIAMOWSKT 
&  JACOBS,  P.C. 


By: 


Is!  htvnaa  S.  Jacobs 


Lawrence  S.  Jacobs  #222331 
110  North  Washington  Street 
Fifth  Floor 

Rockville,  Maryland  20850 
(301)  738-7675 

Attorneys  for  Akzo  Salt,  I.nc. 


-.4^- 
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TRRTIFICATE  OF  SERVICE 


I  HEREBY  CERTIFY  that  on  this   J       day  of  C j^''  ,    1994, 

a  copy  of  the  foregoing  was  mailed,  via  first  clas^  mail,  postage 
prepaid  to: 

Jack  M.  Simmons,  III,  Esq. 

Assistant  Corporation  Counsel,  D.C. 

Suite  6-S-055 

441  Fourth  Street,  N.W. 

Washington,  D.C.   20001 

(202)  727-6303 

James  E.  Burk,  Esq, 

888  Sixteenth  Street,  N.W. 

Washington,  DC  20006 

bl  Lawrence  &  Jacobs 


Lawrence  S.  Jacobs 


-t>"5>- 
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95ACPAY.WK3 
DAS  (AGENCY  ONLYI 
FY  95  ACCOUNTS  PAYABLE  SUBMISSIONS 


ypjiCi±ER_# 


AMOUNT 


OBJECT/ 
RAL  SHEET  ACCT. 


DESCRIPTION 


-Cv^- 
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GOVERNMENT  OF  THE   DISTRICT  OF  COLUMBIA 

DEPARTMENT  OF  AOMINISTBATFVE  SERVICES 


orrictor  TMC  omccTow 


February  6,  1996 


The  Honorable  Harold  Brazil 
Chairman,  Committee  on  Government 

Operations 
Council  of  the  District  of  Columbia 
The  Wilson  Building 
Washington,  DC   20004 

Dear  Chairman  Brazil: 

The  CoRunittee  on  Government  Operations  reduced  the  supplemental  budget  request  of  the 
Department  of  Administrative  Services  (DAS)  by  $18,800,000.   Included  in  this  amount  is 
S9. 1  million  for  payment  of  District-wide  rentals,  utilities  and  telecommunications  that  are 
presently  underbudgeted  for  various  agencies.   Let  me  emphasize,  the  S9.1  million  is  a  NET 
figure  of  agency  credits  and  debits  for  FT  96  agency  budget  allocations  for  rent,  utilities,  and 
telecommunications.    It  is  the  recommendation  of  the  Conunittee  thaf  these  costs  be  allocated 
to  the  responsible  agencies'  budgets  who  utilize  these  services  and  then  transferred  intra- 
District  to  DAS. 

As  you  know,  most  of  the  affected  agencies  have  never  had  an  allocation  for  rent  and  other 
fixed  costs  in  their  budgets,  they  were  always  paid  by  DAS  previously.   Therefore,  since  the 
money  will  not  be  allocated  to  DAS,  it  will  be  necessary  for  you  to  direct  these  agencies  in 
identifying  the  needed  funds. 

Included  in  the  supplemental  request  were  funds  to  satisfy  a  settlement  with  Xerox.    This 
settlement  was  negotiated  in  the  besx  interests  of  the  District,  saving  the  District  S736,000. 
The  settlement  amount  is  predicated  on  resolution  of  the  suit  by  February  15,  1996.    It  i; 
critical  that  we  meet  this  date  so  that  the  District's  liability  is  not  increased. 

Also  mchided  is  a  required  allocation  for  S5  5  million  to  satisfy  t'J.o  lawsuits  for  real  esiiie 
transactions  that  have  already  been  settled  in  court  The  District  of  Columbia  government 
will  incur  late  fees  and  other  charges  if  the  settlements  are  not  paid. 


-(i^' 
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Attached  is  a  chart  which  details  the  specific  needs  of  each  agency.  This  infoimation  is 
provided  in  order  to  assist  you  in  addressing  the  needs  to  the  affected  agencies  and  your 
council  colleagues. 

Let  me  reemphasize  that  without  your  immediate  intervention  the  city  will  suffer  even  further. 
This  agency  has  communicated  in  every  way  possible  that  the  requested  funds  are  for  non- 
discretionary  costs.    We  enlist  your  immediate,  vital  support. 

Please  contact  me  if  you  have  any  questions. 


James'G.  'Gaston 
Director 


Attachment 


AH  CouncUmembers 

Michael  Rogers,  City  Administrator 

•Anthony  Williams,  Chief  Financial  Officer 


-  CoQ)- 
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District  of  Columbia  Financial  Responsibility 
and  Management  Assistance  Authority 


Report  on 

the  District  of  Columbia 

Fiscal  Year  1996 

Budget 


irk^ 


District  of  Columbia  Finandtd 

Pesponsibility  and  Managemant 

Assistance  Authonty 


August  15, 1995 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 


August  15,  1995 


The  Honorable  Marion  Barry 
Mayor.  District  of  Columbia 
441  Fourth  Street.  N.W. 
Suite  1120 
Washington.  D.C.  20001 

Dear  Mayor  Barry: 

This  letter  transmits  the  District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Authority's  (Authority)  report  on  the  District  of  Columbia's  fiscal  year  1996  budget 
in  accordance  with  Public  Law  104-8  Section  208(aK3).  The  report  contains  recommendations 
for  revisions  to  the  District  of  Columbia's  Fiscal  Year  1996  transition  budget 

These  recommendations  are  designed  to  help  ensure  the  District  government  makes 
continuous,  substantial  progress  towards  equalizing  its  expenditures  and  revenues  and 
reducing  the  cumulative  fund  balance  deficit  They  also  address  other  key  goals  of  the 
legislation.  As  such,  they  not  only  focus  on  addressing  the  current  fiscal  condition  of  the 
District,  but  they  also  begin  a  process  (hat  will  help  the  District  ensure  the  appropriate  and 
efficient  delivery  of  services  and  future  financial  stability.  The  District  has  already  agreed  to 
take  steps  to  (1)  develop  pilot  performance  management  projects  and  (2)  to  strengthen  its 
financial  management  information  infrastructure  so  that  critical  information  is  available  not 
only  to  assess  the  finances  of  the  District,  but  more  importantly  to  give  District  officials  better 
real-time  information  to  manage  their  programs. 

The  Authority  and  its  staff  stand  ready  to  respond  to  any  questions  you  may  have  about  this 
report.   We  look  forward  to  woricing  with  you  and  your  staff. 

Sincerely  yours. 


Dr.  rtiiJrcw  i-.  Brimmer 


441  G  Slr«t.  N.W.    -    -^onm  3111    •    Washington,  D.C.    20S48 
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DCRA's  Program  Manager  or  Grants  Management  failure  to  monitor  routinely  and 
comparatively  grant  budgets  and  expenditures  was  the  primary  reason  for  overspending 
the  FY  1995  appropriation  by  S41S^7.  This  concerned  two  grants  which  were  funded  by 
the  U.S.  Health  Care  Financing  Administration  (HCFA).  The  grants.  Titles  18  and  19,  are 
administered  by  DCRA  through  its  Service  Facility  Regulation  Adminutration  (SFRA). 
Title  18  is  a  capped  budget;  and  Title  19's  budget  is  based  on  reimbursable  qiArterly 
estimates.  Since  personnel  can  be  interchangeably  assigned  to  the  latter  grants,  vigilant 
monitoring  is  required  so  as  to  ensure  that  any  projected  overspending  incurred  under 
Title  18  can  be  transferred  or  absorbed  by  Title  19. 

Routinely  monitoring  by  the  Program  Manager  during  FY  1995  would  have  identified  two 
problems. 

.  Personal  Service  expenditures  for  Title  18  exceeded  budgetary 
limitations; 

.  Reimbursements  for  Title  19  expenditures  were  understated 
and  did  not  reflect  actual  prior  quarteriy  expenditures. 

If  adequate  monitoring  had  been  conducted,  journal  entries  would  have  been  processed  to 
adjust  expenditures  between  Titles  18  and  19.  This  difTiculty  was  further  exacerbated  by 
the  Program  Manager's  failure  to  adjust  ARC'S  from  FY  1994  to  FY  1995.  Consequently, 
FY  1994  expenditures  were  adjusted  at  year-end  FY  1995  and  charged  to  the 
appropriation. 

5.  A  statement  of  the  Administrative  discipline  imposed  and  any  further  action(s) 
taken  with  respect  to  the  onicer(s)  or  employee(s)  involved  in  the  overspending 
(OMB  Circular  A-34,  Section  32.3(4). 

The  Program  Manager  was  RIF'ed  in  May,  1995.  However,  a  meeting  was  held 
with  him  recently  to  discuss  and  request  a  written  statement  regarding  the 
overspending  issue.  (See  Attached  Response) 

6.  A  statement  of  any  additional  action  taken  by,  or  at  the  direction  of,  the  agency 
the  agency  director,  including  any  new  safeguards  provided  to  prevent 
recurrence  of  the  same  type  of  overspending  (OMB  Circular  A-34,  Section 

32.3(7)). 

Moiitlily  monitoring  of  grant  expenditures  occnrs  and  journal  entries  are  prepared,  if 
neccssai-N'.  lo  adjust  expenditures  and  ARC'S.  These  latter  actions  are  submitted  as  bi- 
inoiulilv  repoiis  to  the  Controller.   Additionally,  all  projected  estimates  for  Title  19  are 
reviewft;  bv  the  i^ontiollcr  and  SFRA  program  personnel  before  submission  for 
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GOVERNMENT  OF   THE    DISTRICT  OF   COLUMBIA 
INSURANCE   ADMINISTRATION 


•   •   • 

*^^M        February  20,  199tf  '"*u5  ijuca. 


=  OST   -1=  :=   30I    ■■-^•■ 


MRMORANDUM 


TO  :  James  E.  Reynolds  .      / 

Controller 

FROM  :  Bright  A.  Ahaiwe,  CPA  /  ,^v  '^X 

Accountant/Insurance  Examiner 

SUBJECT        :  FY  1995  Appropriated  Budget  Analysis 

I  am  in  receipt  of  your  memorandum  dated  February  13,  1996  concerning  "FY  1995 
Appropriated  Budget  Analysis  ".  Specifically,  as  it  relates  to  the  personnel  service  ARC 
adjustment,  I  offer  the  following. 

Many  assignments  were  not  completed  due  to  my  immediate  reassignment  to  the  Insurance 
Administration  on  May  1 5,  1995  due  to  sudden  RIF.  Please  be  informed  that  my  successor  was 
made  aware  of  all  pending  assignments,  information,  etc.  during  the  transition  and  responsible 
for  any  final  adjustments.  The  final  adjustments  on  the  ARC's  was  not  due  until 
November/December  1995  during  the  closing  period  and  therefore,  there  was  sufficient  time  to 
complete  this  task.    I  was  not  consulted  about  any  final  adjustments  prior  to  or  during  the  closmg 
period.  The  closing  period,  as  you  know,  is  the  period  when  all  the  final  adjustments  are  made  in 
the  FMS. 

Failure  to  adjust  the  ARC's  that  early  in  the  year  have  no  impact  upon  overspending.  ARC's 
(agency  reporting  category)  are  designed  to  track  zW  object  codes  of  the  same  program 
irrespective  of  the  responsibilty  centers. 

If  your  analysis  revealed  that  the  overspending  on  the  personnel  services  was  a  bogus  figure, 
then,  it  should  have  been  adjusted  during  the  closing  period.    If  they  reflected  real  numbers, 
then,  ihe  question  should  have  been  who  authorized  the  spending?  Why  were  so  many  emplo>  ees 
on  pa\  roll  under  Title  1 8?    Perhaps  Title  1 8  program  should  he  re-evaluated 

!vl\  iluucs  did  not  include  authorization  ot  spendinsi  or  nlaciHL'  individuals  on  a  nnrticular 

run ■■ :.  ,!i  mil   u.is   limited  to  reporliiiiz  the  e\pcndiUirc<  as  lh<.'\  nd-'i'ivd   hasoi!  on  the  ;ic'.'.'  '' 
mniiN  wnikeil.  certjiicd  and  approved  by  ihe  rcspccli\o  prourani  managers  and  their 
uiniiiiiNiraiois. 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 

August  15.  1995  RECEIVED 

The  Honorable  Bob  Livingston  AUG   1  ^  '"5 

Chairman,  Committee  on  Appropriations  .  —q^h^x    ,,       ^ 

House  of  Representatives  APPNb.  GM  1 1. 


Dear  Mr.  Chairman: 

This  letter  transmits  the  District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Authority's  (Authority)  report  on  the  District  of  Columbia's  fiscal  year  1996  budget 
in  accordance  with  Public  Law  104-8  Section  208(a)(3).  The  report  contains  recommendations 
for  revisions  to  the  District  of  Columbia's  Fiscal  Year  1996  transition  budget. 

These  recommendations  are  designed  to  help  ensure  the  District  government  makes 
continuous,  substantial  progress  towards  equalizing  its  expenditures  and  revenues  and 
reducing  the  cumulative  fund  balance  deficit.   They  also  address  other  key  goals  of  the 
legislation.   As  such,  they  not  only  focus  on  addressing  the  current  fiscal  condition  of  the 
District,  but  they  also  begin  a  process  that  will  help  the  District  ensure  the  appropriate  and 
efficient  delivery  of  services  and  future  financial  stability.   The  District  has  already  agreed  to 
take  steps  to  (1)  develop  pilot  performance  management  projects  and  (2)  to  strengthen  its 
financial  management  information  infrastructure  so  that  critical  information  is  available  not 
only  to  assess  the  finances  of  the  District,  but  more  importantly  to  give  District  officials  better 
real-time  information  to  manage  their  programs. 

The  Authority  and  its  staff  stand  ready  to  respond  to  any  questions  you  may  have  about  this 
report.   We  look  forward  to  working  with  you  and  your  staff. 

Sincerely  yours. 


Dr.  Andrew  F.  Brimmer 
Chairman 

Enclosure 


441  G  Street,  N.W.   •    Room  3111    •    Washington,  D.C.   20548 
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Report  of 

the  District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority  on  the 

District  of  Columbia's  Fiscal  Year  1996  Budget 

August  15,  1995 


The  Financial  Responsibility  and  Management  Assistance  Act  of  1995  (Public  Law  104-8) 
created  the  Authority  to  help  eliminate  District  budget  deficits  and  cash  shortages;  to  assist  the 
District  in  restructuring  its  organization  and  work  force  for  more  efficient  and  effective  service 
delivery;  and  to  ensure  the  long-term  economic,  financial,  and  fiscal  viability  of  the  District.   The 
review  of  District  budgets  is  one  aspect  of  carrying  out  this  responsibility.   Therefore,  the 
Authority's  review  of  the  fiscal  year  1996  budget  was  a  much  broader  look  than  simply  an 
analysis  of  budget  dollars  or  the  number  of  full-time  equivalent  (FTE)  personnel.   The  Authority 
also  focused  on  improving  the  quality  of  services  provided  to  the  District.   Authority  members 
expressed  concerns  about  maintaining  and  improving  quality  services  for  those  who  need  it  most. 
For  example,  targets  for  reductions  are  focused  on  administrative  and  mid-management  level 
personnel,  not  on  the  employees  who  are  in  front-line  service  delivery  positions. 

Authority  members  have  listened  to  many  citizens  at  the  Authority's  public  meetings  and  other 
forums  talk  about  the  quality  of  services.   For  example,  one  citizen  said  that  essential  services 
such  as  police  and  emergency  services  need  to  be  improved.   Others  have  talked  about 
improvements  needed  in  the  schools  or  the  Department  of  Corrections.     These  citizens  want  and 
deserve  an  effective  and  efficient  District  Government.   The  District  has  many  qualified 
employees  who  are  working  hard  every  day  to  deliver  services  to  District  residents.   However, 
many  of  the  processes  for  carrying  out  these  programs  are  ineffective  and  service  delivery  suffers 
no  matter  how  hard  employees  work. 

In  order  to  cany  out  its  mandate,  the  Authority  worked  closely  with  both  the  executive  and 
legislative  branches  of  the  District  Government.   In  addition  to  detailed  budget  analyses  by  the 
Authority  staff  and  frequent  meetings  with  District  staff,   the  Authority  members  held  several 
extended  sessions  with  the  Mayor  and  the  Council.   The  Executive  Director  met  individually  with 
most  Council  Members.   Although  review  of  District  government  documents  and  meetings  with 
District  officials  formed  the  basis  of  our  review,  a  vital  ingredient  was  the  views  of  individual 
District  citizens  and  organizations.   Not  only  did  the  Authority  hear  oral  statements  from  more 
than  100  citizens  at  public  meetings  held  on  July  13,  1995  and  August  12,  1995,  but  hundreds  of 
statements  containing  comments  and  suggestions  were  received  by  mail.   In  addition.  Authority 
members  and  staff  have  heard  from  many  citizens  at  community  meetings. 

The  Authority  is  making  a  series  of  recommendations  for  revisions  to  the  District's  Fiscal  Year 
1996  transition  budget  that  was  enacted  by  the  Council  and  transmitted  to  the  Authority  on 
August  1,  1995.   These  recommendations  address  a  variety  of  topics,  including  management 
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initiatives,  the  need  for  more  and  better  information,  and  reductions  in  FTEs.     After  adjusting  for 
agencies  that  should  be  removed  from  the  FTE  base,  the  Authority  FTE  recommendations  call  for 
reductions  of  5,239  FTEs  from  the  original  fiscal  year  1996  budget,  which  will  result  in  2,164 
fewer  FTEs  than  were  on-board  in  June  1995.    A  complete  discussion  of  the  Authority's 
recommendations  is  included  later  in  this  report. 

In  addition  to  the  Authority's  recommendations  on  the  transition  budget,  this  report  contains,  a 
description  of  the  two  July  1 5  Authority  recoinmendations  that  were  satisfactorily  adopted  by  the 
District  in  the  transition  budget,  and  a  summary  of  the  projected  fiscal  year  1996  revenues  and 
expenditures  taking  into  account  these  recommendations. 

BACKGROUND 

On  May  8,  1995,  the  District  of  Columbia  submitted  a  budget  for  fiscal  year  1996  to  the 
Congress  (original  fiscal  year  1996  budget).   In  accordance  with  Public  Law  104-8,  Section  208 
(a)(1),  on  July  15,  1995,  the  Authority  made  recommendations  on  the  fiscal  year  1996  budget  to 
the  Mayor,  Council,  President,  and  Congress  (these  recommendations  are  shown  as  appendix  I). 
The  Council  adopted  a  revised  fiscal  year  1996  transition  budget  and  on  August  1,  1995, 
submitted  the  budget  to  the  Authority,  President,  and  Congress,  in  accordance  with  Public  Law 
104-8,  Section  208  (a)(2).   This  report  contains  the  Authority's  recommendations  for  revisions  to 
the  District's  fiscal  year  1996  transition  budget  in  accordance  with  Public  Law  104-8,  Section 
208(a)(3). 

As  stipulated  in  Public  Law  104-8  Section  208(a)(3),  the  Authority  reviewed  the  District's  Fiscal 
Year  1996  transition  budget  to  determine  if  it  "promotes  the  financial  stability  of  the  District 
government  during  the  fiscal  year."     Section  201  of  Public  Law  104-8  describes  several 
standards  to  promote  financial  stability  including: 

the  District  government  shall  make  continuous,  substantial  progress  towards  equalizing  the 
expenditures  and  revenues  of  the  District  government; 

the  District  government  shall  provide  for  the  orderly  liquidation  of  the  cumulative  fund 
balance  deficit  of  the  District  government; 

the  financial  plan  and  budget  shall  assure  the  continuing  long-term  financial  stability  of 
the  District  government,  as  indicated  by  factors  including  access  to  short-term  and 
long-term  capital  markets,  the  efficient  management  of  the  District  government's 
workforce,  and  the  effective  provision  of  services  by  the  District  government. 

In  meeting  these  standards  with  respect  to  the  financial  plan  and  budget,  the  District  government 
shall  apply  sound  budgetary  practices,  including  reducing  costs  and  other  expenditures,  improving 
productivity,  increasing  revenues,  or  combinations  of  such  practices. 


27-054    O— 96 12 
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RECOMMENDATIONS  FOR  RRVISIONS  TO 
THE  DISTRICTS  RSCAL  YEAR  1996 
TRANSITION  BUDGET 

This  section  outlines  the  Authority's  specific  recommendations  for  revisions  to  the  District's 
Fiscal  Year  1996  transition  budget.   There  are  three  overall  categories  of  recommendations:   (1) 
adjustments  and  reductions  in  full-time  equivalent  personnel  (Fits),   (2)  recommendations  on 
management  initiatives,   the  financial  plan,  and  total  expenditures,  and  (3)  recommendations  for 
more  information. 

Adjustments  and  Reductions  in  FTEs 

Personnel  is  a  large  component  of  District  spending.   The  District  has  1  employee  for  every  1 3 
residents.   The  Rivlin  Commission  Report'  in  1990  noted  that,  even  accounting  for  state  and 
county  services,  the  District  has  40  percent  more  staff  per  10,000  population   (or  nearly  15,000 
more  stafH   than  the  average  for  12  similar  cities.   This  report  recommended  staff  reductions. 
Personnel  management  is  seen  as  a  major  challenge  and  key  to  the  financial  recovery  effort. 
District  personnel  positions  are  financid  by  both  appropriated  and  non-appropriated  funds.  The 
District  reports  personnel  data  in  a  variety  of  ways,  including  actual  FTEs,  approved  FTEs,  the 
number  of  personnel  receiving  paychecks,  and  full-time  on-board  staff.   An  FTE  is  used  to 
measure  the  number  of  equivalent  positions  and  takes  into  account  how  many  hours  are  actually 
being  worked.   For  example,  two  employees  working  half-time  would  be  counted  as  one  FTE.^ 

The  Authority  is  m.aking  a  series  of  FTE  recommendations  to:   (1)  remove  agencies  from  the 
District's  FTE  base;  (2)  make  adjustments  for  FTEs  related  to  contracting  out;  (3)  reduce  FTEs  in 
agencies  in  the  Government  Direction  and  Support  and  Public  Education  appropriation  titles;  and 
(4)  request  the  Council  to  allocate  another  704  FTE  reductions.   The  Authority  targeted  these 
reductions  to  administrative  and  mid-level  management  positions,  and  not  to  front-line  workers 
who  actually  deliver  the  services  to  District  residents.   For  example,  the  Authority  called  for 
reductions  in  the  District  of  Columbia  Public  Schools  to  be  targeted  to  non-teaching  positions 
(see  page  9  for  definition  of  non-teaching  positions)  that  do  not  directly  serve  students.   In 
addition,  several  citizens  at  public  meetings  cautioned  the  Authority  against  eliminating  the  jobs 
of  front-line  workers,  who  provide  direct-services  to  the  public. 

The  following  recommendations  result  in  a  new  FTE  ceiling  for  the  District  of  35,771.  This  FTE 
ceiling  is  to  be  reached  by  September  30,  1996,  the  end  of  fiscal  year  1996.  The  Authority  will 


^Financing  the  Nation's  Capital:   The  Report  of  the  Commission  on  Budget  and  Financial 
Priorities  of  the  District  of  Columbia.  November  1990. 

^OMB  Circular  A-1 1  defines  FTE  employment  as  the  total  number  of  regular  hours,  not  including 
overtime  and  holiday  hours  worked  by  employees,  divided  by  the  number  of  compensable  hours 
applicable  to  each  fiscal  year  (260  days  or  2,080  hours  in  fiscal  year  1995). 
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ask  the  District  to  develop  a  plan  for  reaching  these  FTE  targets  and  monitor  progress  toward 
executing  this  plan  throughout  fiscal  year  1996.  This  plan  needs  to  be  developed  quickly  and 
should  become  an  integral  part  of  the  District's  financial  plan. 

The  net  result  of  the  FTE  reductions  are  outlined  in  the  following  table 


Appropnation  Title 

Adjusted 
Original 
Budget 

Adjusted 
Council 

Adjusted 
on  Board 
June 
1995 

Authonty 
Recom- 
mendation 

Authonty 

Less 

Council 

Authonty 

Less 

Onginal 

Authonty 
Less  On 
Board 

Government 
Direction 

1,868 

1.625 

1.672 

1.465 

(160) 

(403) 

(207) 

Economic 
Development 

1.996 

1,800 

1,779 

1,800 

0 

(196) 

21 

Public  Safety  and 
Justice 

11,867 

11,558 

11,536 

11,558 

0 

(309) 

22 

Public  Education 

12.588 

12.141 

12.729 

11,672 

(469) 

(916) 

(1.057) 

Health  and  Human 
Services 

8.154 

6.757 

7.127 

6,757 

0 

(1.397) 

(370) 

Public  Works 

2,207 

1.914 

1,636 

1,914 

0 

(293) 

278 

Enterprise 

2,330 

1.309 

1,456 

1,309 

0 

(1,021) 

(147) 

FTE  to  be  allocated 

(704) 

(704) 

(704) 

(704) 

Total 

41,010 

37.104 

37,935 

35,771 

(1.333) 

(5,239) 

(2,164) 

The  specific  FTE  recommendations  follow. 


Recommendation  lA: 


Reduce  the  original  budget  base  for  FTEs  (2^26)  related  to  the 
Department  of  Public  and  Assisted  Housing,  Public  Defender 
Service,  Washington  Aqueduct,  and  D.C.  General  Hospital. 
Adjust  the  5,600  required  reduction  by  the  same  proportion. 

The  Department  of  Public  and  Assisted  Housing,  Public  Defender  Service,  Washington  Aqueduct, 
and  D.C.  General  Hospital  were  included  in  the  original  budget  from  which  the  Authority 
determined  its  5,600  reduction.   The  Authority  recommends  they  not  be  counted  in  the  FTE 
calculations  for  the  following  reasons: 

I )         The  Department  of  Public  and  Assisted  Housing  is  under  the  direction  of  a  court- 
appointed  receiver  and  is  not  presently  directly  controlled  by  the  District  of  Columbia 
government. 
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2)  The  Public  Defender  Service  and  Washington  Aqueduct  employees  are  not  District  of 
Columbia  employees. 

3)  The  District  has  proposed  putting  the  District  of  Columbia  General  Hospital  under  the 
control  of  a  Public  Benefits  Corporanon.   If  this  is  done,  the  employees  should  not  be 
counted  in  the  Distnct's  FTE  budget.   Further  discussion  of  D.C.  General  Hospital  is 
included  under  Recommendation  IB. 

These  agencies  comprised  2,926  FTEs  out  of  the  total  of  45,378  FTEs  in  the  original  fiscal  year 
1996  budget.   When  these  agency  FTEs  are  removed  from  the  base  the  total  remaining  is  42,452 
FTEs.   The  Authority  originally  recommended  5,600  reductions  from  the  fiscal  year  1996  budget. 
The  Authority  recommends  reducing  this  number  in  the  same  proportion  as  the  removed  agencies' 
FTEs  (2,926)  or  6.45%,   Thus,  the  5,600  FTE  reduction  should  be  reduced  by  6.45%  for  an 
adjusted  total  FTE  reduction  of  5,239.   The  new  reduction  target  is  a  figtire  that  is  comparable  to 
the  original  5,600  reduction. 


Description 

FTEs 

Total  Original  Fiscal  Year  1996  Budget 

45.378 

Agencies  eliminated  from  calculation: 

Public  and  Assisted  Housing  (other  than  local) 

Public  Defender  Service 

Aqueduct 

D.  C.  General  Hospital' 

913 

139 

294 

1.580 

2.926 

Revised  original  Fiscal  Year  1996  total 

42.452 

Authority  recommended  reduction 

5,600 

Proportion  of  eliminated  agencies  in  original  Mb  budget 
(2,926/45,378  =  6.45%) 

361 

Authority  recommended  revised  reduction 

5,239 

'This  represents  the  number  of  D.C.  General  employees  on-board  as  of  August  1995.   The 
Authority  used  this  number  rather  than  the  original  fiscal  year  1996  budget  of  1,760  FTEs.   The 
Authority  did  this  to  give  die  District  credit  for  the  reductions  already  achieved  at  D.C.  General. 
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Recommendation  IB: 


Transfer  D.C.  General  Hospital  to  a  Public  BeneHts  Corporation 
and  continue  to  address  the  issue  of  restructuring  the  manner  in 
which  health  care  is  provided.  As  noted  in  recommendation  lA, 
remove  D.C.  General  from  the  District's  FTE  calculations.  D.C. 
General  Hospital  budget  should  reflect  no  more  than  1480  FTEs 
(the  current  on-board  staff). 


The  Distnct  of  Columbia  General  Hospital  is  a  significant  cost  component  of  District 
expenditures.  Funding  for  the  hospital's  operations  comes  largely  from  three  sources:    net  patient 
service  revenue,  DC.  government  appropriations,  and  a  series  of  loans  from  the  DC.  government. 
The  table  below  outlines  DC.  General  funding  sources  for  the  last  several  years. 


[dollars  in  millions) 

Year 

Patient  Revenue 

(net) 

D.C. 

Appropriated 

Subsidy 

D.C.  Other 
Subsidies 
"Loans" 

Total         1 

1990 

$46.9 

$50.0 

$9.7 

$106.6 

1991 

$70.7 

$59.5 

$18.3 

$148.5 

1992 

$79.2 

$69.0 

$12.9 

$161.1 

1993 

$76.8 

$58.8 

$17.1 

$152.7 

1994 

$74.8 

$46.7 

$27.0 

$148.5 

1995* 

$87.4 

$56.7 

$8.9 

$153.0 

1996' 

$58.3 

$56.7 

0 

$115.0 

Note:  Tiscal  years  1995  and  1996  are  budgeted  information. 

The  District  has  proposed  to  turn  over  control  of  the  Hospital  to  a  Public  Benefits  Corporation 
(PBC)  and  to  study  the  delivery  of  healdi  care  to  the  citizens  of  the  District.   The  Authonty 
supports  the  District's  proposal.   However,  the  Authority  and  the  District  need  much  more 
information  about  the  new  entity  created,  the  impact  of  the  shift  on  employee  rights,  and  other 
factors.   A  critical  part  of  the  proposal  to  turn  over  die  hospital  to  a  Public  Benefits  Corporation 
is  the  need  to  study  the  entire  District  of  Columbia  health  care  delivery  system.  District  officials 
maintain  diat  a  PBC  will  allow  the  hospital  to  operate  independently  of  District  procurement  and 
personnel  restrictions,  which  in  their  opinion  have  hampered  its  efficiency.   The  decision  to  turn 
over  control  of  the  hospital  to  the  PBC  was  also  supported  by  the  Moor's  Blue  Ribbon  Panel  on 
Health  Care  Reform  Implementation.   The  Authority  points  out  that  even  with  these  changes,  the 
District  is  expected  to  continue  to  pay  a  substantial  subsidy  to  the  hospital  whether  it  is  directly 
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operated  by  the  Distnct  or  operated  by  the  Public  Benefits  Corporation.    Holding  down  costs, 
including  FTEs,  will  help  to  reduce  this  subsidy. 

The  Authority  believes  the  Hospital  has  made  progress  to  reduce  staff  to  its  current  FTE  level  of 
1,580.   The  Authority  recommends  that  the  hospital  not  exceed  1,580  FTEs  during  fiscal  year 
1996.   The  Authority  members  pointed  out  that  this  recommendation  calls  for  no  further 
reductions  from  the  June  1995  on-board  strength,  and  emphasized  the  importance  of  D.C.  General 
to  the  safety  net  for  those  District  residents  who  are  most  vulnerable.   As  noted  in 
recommendation  lA,  the  Authority  is  recommending  removing  1,580  FTEs  from  the  District's 
FTE  base.    By  using  this  on-board  strength  rather  than  the  1,760  FTEs  in  the  budget,  the 
Authority  acknowledges  the  reductions  already  achieved. 

Recommendation  IC:  Agency  FTE  budgets  are  reduced  by  the  total  amount  of  the 

contracting  out  initiatives  (1^19  FTEs);  however  only  five 
percent  (77  FTEs)  of  the  privatization  initiatives  should  be 
counted  toward  the  recommended  5^39  FTE  reductions. 

The  Council  proposed  a  variety  of  contracting  out  initiatives  in  several  District  agencies  and  said 
these  initiatives  involved  functions  that  totalled  1,519  FTEs.   The  Council  also  counted  all  of 
these  FTEs  toward  the  recommended  FTE  reductions.   Contracting  out  city  services  can  have 
substantial  benefits  by  reducing  cost  and  increasing  management  efficiencies  and  diese  efforts  are 
encouraged. 

During  discussions  with  the  Authority,  District  officials  said  they  expected  that  the  efforts  would 
save  at  least  five  percent  of  the  District's  total  cost  of  providing  these  services.  The  Authority 
therefore  recommends  that  five  percent  of  the  FTEs  involved  in  these  contracting  out  proposals 
be  counted  toward  FTE  reductions.   All  of  the  1,519  FTEs  are  removed  from  the  agency  budgets. 
The  table  below  outlines  the  contracting  out  proposals  and  the  savings  as  a  function  of  FTEs. 
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Agency  and  Program 

Contracting  Out 
FTEs 

Amount  Counted 

Toward 

Reductions 

Police:  Medical  Services 

32 

2 

Corrections:  Medical  Services,  Inmate  Food 
Services,  other 

352 

18 

Schools:    Food  Services  and  Security 

892 

45 

Human  Services:  Health  Services,  Dental 
Services,  Medical  Affairs 

201 

10 

Public  Works:  Transporution  Systems 
Administration 

42 

2 

Total 

1,519 

77 

The  Authority  is  not  encouraging  contracting  out  for  every  service  in  all  parts  of  the  District 
government,  only  in  those  instances  where  savings  and  administrative  or  management  efficiencies 
could  be  achieved,  and  the  quality  of  services  can  be  improved.   The  Authority  will  monitor  all 
contracts  negotiated  for  these  services. 

The  FTE  adjustments  to  the  base,  the  Authority  recommended  reductions  discussed  in 
Recommendation  lA,  and  the  adjustments  for  the  contracting  out  initiatives  recommended,  result 
in  a  revised  FTE  ceiling  for  District  agencies  of  35,771.   This  calculation  is  shown  in  the 
following  table. 


Description 

FTEs 

Total  Original  Fiscal  Year  1996  Budget 

45,378 

Agencies  eliminated  from  calculation: 

(2.926) 

Revised  onginal  Fiscal  Year  1996  total 

42,452 

Authority  revised  reduction 

(5.239) 

Contracting  Out  reductions 

(1.519)       1 

Credit  for  contracting  out 

77        1 

Authority  recommended  revised  Fiscal  Year  1996  ceiling 

35,771         1 

Recommendation  ID: 


340 


The  District  should  reduce  160  FTEs  from  the  Government 
Direction  and  Support  of  the  Council's  revised  fiscal  year  1996 
budget. 


As  a  part  of  the  narrative  that  accompanied  the  Authority's  July  15,  1995,  recommendation  to 
reduce  5,600  FTEs  from  the  Fiscal  Year  1996  budget,  the  Authority  noted  that  "the  District 
should  focus  on  overhead  positions  and  not  exclusively  on  positions  that  provide  a  direct  service 
to  the  public."    Numerous  citizens  at  the  August  12,  1995,  public  hearing  said  that  reductions  in 
positions  that  provide  services  to  the  public  will  result  in  a  decline  in  service.   The  Authority  is 
stressing  that  the  recommended  160  reductions  not  occur  in  those  types  of  positions.  The 
Government  Direction  and  Support  function  contains  a  variety  of  administrative  and  overhead 
positions.   The  Authority  believes  that  160  (10%)  additional  FTE  reductions  should  be  made  from 
these  agencies. 


Recommendation  IE: 


The  District  should  set  the  level  of  FTEs  for  the  D.C.  Public 
Schools  at  10,167,  which  is  the  Mayor's  revised  budget  adjusted 
for  the  Council's  contracting  out  initiatives. 


The  Council's  revised  budget  for  the  District  of  Columbia  Public  Schools  reduced  190  FTEs  from 
the  original  fiscal  year  1996  budget,  not  including  892  positions  through  contracting  out  as  was 
discussed  in  recommendation  IB.   The  Mayor  recommended  500  reductions  from  the  original 
fiscal  year  1996  budget.   The  Authority  accepts  the  Mayor's  FTE  reduction  amount.   The  Council 
had  identified  specific  positions  that  should  be  cut.   The  Authority  believes  that  the  specific 
reductions  should  be  determined  by  the  Superintendent,  but  that  the  reductions  should  be  from 
administrative,  non-teaching  positions.  The  Authority  defined  non-teaching  positions  as  those 
that  do  not  directly  impact  students.   Positions  that  directly  affect  students  include,  but  are  not 
limited  to,  teachers,  counselors,  librarians,  and  principals. 

The  Authority  also  supports  contracting  out  initiatives  involving  food  services  and  security.  The 
table  below  sununarizes  the  Public  Schools  recommended  reductions. 


Description 

FTEs 

Original  Fiscal  Year  1996  Budget 

11,559 

Cuts  made  by  mayor 

(500) 

Mayor's  revised  budget  . 

11,059 

Council  recommended  contracting  out  of  food 
service  and  security 

(?92) 

Authority  recommended  FTE's 

10,167 
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The  Authority  also  expressed  interest  in  the  number  of  school  buildings  and  noted  that 
information  provided  by  the  Superintendent  indicated  a  substantial  number  of  schools  were 
significantly  under  capacity.   The  Schools  currently  have  a  study  underway  to  assess  school 
facilities  for  capital  needs,  as  well  as  capacity.   The  Authority  will  review  this  study  and  other 
information  to  assist  the  school's  in  determinmg  the  extent  to  which  District  schools  can  be 
consolidated. 

Recommendation  IF:  The  District  should  set  the  level  of  FTEs  for  the  University  of 

the  District  of  Columbia  (UDC)  at  1,079  FTEs,  which  is  the 
Mayor's  budget  less  48  FTEs 

The  Council  recommended  that  UDC  reduce  188  FTEs  from  the  original  fiscal  year  1996  budget 
to  1,238  FTEs.   The  Mayor  recommended  that  UDC  reduce  299  FTEs  to  1,127  FTEs.     The 
District  said  that,  as  of  June  1995,  UDC  had  1,079  FTEs  on-board.   District  officials  informed 
the  Authority  that  the  Mayor's  recommendation  of  1,127  FTEs  was  calculated  by  adding  the  on- 
board UDC  strength  to  the  48  positions  transferred  from  the  Law  School.   The  closing  of  the 
District  of  Columbia  Law  School  has  been  discussed  for  years.  The  Rivlin  Commission 
recommended  closing  the  Law  School  in  its  November  1990  report.   The  Authority  members  are 
uncertain  regarding  the  need  for  a  District  government  supported  law  school.   However,  the 
Authority  believes  that  the  Law  School's  future  should  be  determined  as  a  part  of  a  broader 
assessment  of  all  offerings  at  UDC,  both  undergraduate  and  graduate.   The  Authority 
recommends  accepting  the  Mayor's  revised  budget,  but  reducing  it  by  an  additional  48  FTEs. 

Recommendation  IG:  The  District  should  transfer  to  the  Inspector  General  auditor 

FTEs  currently  allocated  in  other  agencies. 

Public  Law  104-8  redefined  an  Inspector  General  for  the  District  of  Columbia  who  was  given 
more  powers  and  independence  to  review  District  programs  for  fraud,  waste,  and  abuse  and  other 
purposes.   Since  fiscal  year  1994,  the  District  has  reduced  staff  in  the  current  Inspector  General's 
staff  by  more  than  half  and  proposed  additional  reductions  in  Fiscal  Year  1996.   The  Authority 
believes  the  Inspector  General  will  need  a  substantial  increase  in  resources.   One  of  the 
Authority's  July  15  recommendations  included  a  request  for  information  on  the  number  of 
auditors  in  all  District  agencies.   (See  Appendix  1  Recommendation  12.)  The  District  in  its 
response  identified  18  auditor  positions:  Police  (8  Fit's),  Board  of  Education  (3  Kit's),  D.C. 
General  ( 1  Kit),  and  Department  of  Public  Works  (6  Kit's).  These  positions  should  be 
transferred  to  the  Inspector  General's  Office.    The  District  also  needs  to  continue  the  process  of 
identifying  all  auditor  positions  in  its  agencies,  and  these  additional  positions  should  also  be 
transferred  to  the  Inspector -General's  office.  The  Authority  notes  that  this  will  result  in  no  net 
change  in  FTEs  District-wide. 

In  transferring  the  auditor  positions  to  the  Inspector  General,  the  IG  needs  to  assess  the 
background  and  qualifications  of  each  individual  currently  filling  the  positions  to  determme  if  the 
person  has  the  appropriate  qualifications  and  background  for  the  job.  Centralizing  the  auditors 
under  the  Inspector  General  will  provide  the  new  Inspector  General  an  increased  staff  and  the 
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flexibiiiiy  to  focus  the  resources  on  the  priority  issues  requiring  audit  within  the  District 
govemnnent.   This  initial  centralizing  of  all  auditor  positions  under  the  Inspector  General  should 
not  be  viewed  as  a  limitation  on  the  new  Inspector  General  to  organize  the  audit  function  as 
deemed  necessary  and  appropriate  to  most  efficiently  utilize  those  resources. 

Recommendation  IH:  The  District  should  allocate  the  reduction  of  an  additional  704 

FTEs  before  the  congressional  mark-up  of  the  District's  fiscal 
year  1996  budget.   The  Authority  will  make  these  allocations  if 
this  information  is  not  provided  timely. 

Implementation  of  recommendations  1 A  through  IG  will  result  in  4,535  reductions  in  FTEs  from 
the  adjusted  fiscal  year  1996  budget,  704  short  of  the  revised  target  of  5,239  FTEs.   The  Council 
proposed  that  1.000  additional  reductions  could  be  achieved  by  offering  an  extension  of 
retirement  and  voluntary  separation  incentive  programs  through  March  1996.   The  Council  did 
not  allocate  where  the  net  result  of  these  reductions  should  occur.   There  was  some  concern 
expressed  as  to  whether  this  reduction  goal  was  achievable.   The  Authority  believes  that  any 
reductions  need  to  be  identified  at  least  at  the  appropriation  level.   Therefore,  the  Authority 
recommends  that  the  District  provide  information  to  the  Authority  that  allocates  at  least  704 
additional  FTE  reductions.   These  reductions  should  be  focussed  on  management  positions  and 
not  front-line  employees  who  provide  services  to  the  public. 

These  FTE  reductions  should  also  not  take  place  in  the  Metropolitan  Police  Department  or  the 
Department  of  Public  Works.   This  information  should  be  supplied  to  the  Authonty  before 
congressional  mark-up  of  the  District's  fiscal  year  1996  budget,  which  is  expected  to  begin  in 
early  September  1995.    If  the  Authority  does  not  receive  the  information  before  the  mark-up,  the 
Authority  will  allocate  the  704  reductions. 

Recommendation  IJ:  Section  601  of  the  Enrolled  Original  Legislation  that  prevents 

backfilling  of  FTE  positions  resulting  from  any  incentive 
program  should  be  modified. 

The  Council  enacted  legislation  that  prohibits  the  backfilling  of  any  vacant  position  resulting 
from  the  exercise  of  an  early-out  retirement,  easy-out  retirement,  or  voluntary  severance  incentive 
program.   The  Mayor  had  proposed  to  create  a  poo!  of  300  FTEs  to  be  used  to  backfill  certain 
positions  that  were  critical  or  resulted  from  restructuring  and  reengineering  of  District  functions. 
The  Mayor  noted  that  he  needed  the  flexibility  of  such  a  pool  especially  in  light  of  the  proposed 
Council  legislation.  The  Authority  had  noted  that  the  backfilling  of  positions  should  generally  be 
discouraged;  however  the  Authority  does  not  believe  that  the  complete  elimination  of  such 
backfilling  is  wise  due  to  the  possibility  that  positions  critical  to  providing  services  to  residents 
may  go  unfilled.     The  Authority  recommends  elimination  of  section  601  and  believes  that  the 
backfilling  of  any  position  should  follow  the  procedure  outlined  in  Section  602  of  the  Enrolled 
Original  legislation.   This  provision  allows  the  City  Administrator  to  certify  that  the  position  is 
critical  before  it  can  be  backfilled.     The  backfilling  of  positions  should  be  within  the  FTE  limit 
set  in  the  appropriation  title  line  item. 
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Recommendations  on  Management  Initiatives. 
the  Financial  Plan,  and  Total  Expenditures 

Recommendation  2:  Eliminate  $70  million  in  reductions  from  the  budget  for  debt 

restructuring.    Also,  make  sure  that  cost  savings  from 
government  reengineering,   alternative  service  delivery,  and 
recisions  of  board  and  commission  members  stipends  are 
achieved. 

The  Authority  initially  recommended  to  the  Council  that  plans  and  milestones  for  achieving  $70 
million  of  management  initiatives  be  provided  to  document  the  actions  and  time  frames  for 
implementing  actions  to  reduce  costs  and  save  funds.   See  Appendix  1  Recommendation  2.     The 
revised  fiscal  year  1996  budget  from  the  Council  includes  $70  million  in  savings  attributable  to 
debt  restructuring,  $16  million  in  cost  savings  from  government  reengineering  and  alternative 
service  delivery,  and  $500,000  in  cost  reductions  from  board  and  commission  recisions. 

The  District  indicates  that  it  will  pursue  a  debt  restructuring  in  fiscal  year  1996  to  achieve  a 
projected  debt  service  reduction  of  $70  million.   The  Mayor  has  submitted  legislation  to  the 
Council  which  would  amend  the  General  Obligation  Bond  Act  of  1994  to  authorize  a  negotiated 
sale  of  certain  general  obligation  bonds  issued  by  the  District.   However,  specific  plans  and 
milestones  to  accomplish  the  restructuring  are  still  being  discussed.   In  addition,  the  District's 
Hnancial  condition  makes  it  uncertain  whether  such  a  restructuring  is  achievable.    If  these  savings 
are  achieved,  they  should  be  used  to  reduce  the  District's  accumulated  deficit  or  held  in 
contingencies.   The  use  of  any  such  contingency  should  be  approved  by  the  Authority. 

The  District  anticipates  that  it  will  save  $16  million  in  fiscal  year  1996  through  restructuring, 
privatization  initiatives,  and  procurement  reform.   The  projected  target  involves  agencies  and 
functions  across  the  government.    However,  the  description  of  the  actions  to  be  taken  generally 
describes  the  program  and  its  scope,  but  does  not  provide  specific  plans  with  steps  to  be  taken  to 
implement  the  actions  and  milestones  for  accomplishing  the  steps. 

The  budget  includes  cost  reductions  of  $500,000  to  be  achieved  by  eliminating  stipends  for  all 
board  and  commission  members  except  those  who  are  full-time  and  certain  select  boards  and 
commissions.  The  budget  does  not  specify  which  boards'  and  commissions'  members  will  not  be 
paid. 

The  Authority  instructs  the  Executive  Director  to  work  with  the  District  to  develop  specific  plans 
and  milestones  for  management  actions  intended  to  reduce  costs.   Further,  the  Authority  directs 
the  Authority  staff  to  monitor  District  initiatives  to  assure  that  progress  is  made  in  implementing 
the  initiatives. 
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Recommendation  3:  The  Authority's  Executive  Director  will  work  with  the  City- 

Administrator's  staff  and  contractors  hired  by  the  city  to 
develop  the  Hnancial  plan  and  budget  in  accordance  with  the 
Authority's  guidance  that  is  under  development. 

The  City  Administrator's  office  identified  "an  increase  of  $2  million  to  provide  resources  to  assist 
the  government  in  responding  to  the  Financial  Control  Board's  directives. "    More  specifically, 
according  to  District  officials  these  funds  are  expected  to  be  used  to  contract  with  public  finance 
specialists  to  develop  the  following: 

--an  improved  budget  process  and  procedures, 

"the  financial  plan  and  budget  for  fiscal  year  1996, 

"improved  cash  flow  forecasting  models, 

-performance  measurement  models  and  tracking  system,  and 

-reengineering  the  procurement  process. 

The  contract  related  to  the  first  three  items  should  be  transferred  to  the  new  Chief  Financial 
Officer  (CFO)  when  appointed  and  the  performance  measurement  contract  should  be  a  joint 
contract  in  which  both  the  City  Administrator  and  CFO  participate. 

Guidance  for  the  financial  plan  and  budget  are  currently  being  developed  by  the  Authority  staff 
and  includes  the  concepts  originally  recommended  by  the  Authority  on  July  15  (See  Appendix  i) 
as  well  as  the  recommendations  included  in  this  report.   The  overall  objective  is  to  develop  a 
comprehensive,  realistic  financial  plan  that  is  actually  a  management  plan  with  financial  effects. 
Accordingly,  the  plan  needs  to  include  not  only  the  general  operations,  but  also  needs  to 
incorporate  the  capital  plan  and  plans  for  the  enterprise  funds  and  the  new  public  benefits 
corporation. 

Recommendation  4  Based  on  the  current  information,  the  total  expenditures  for 

fiscal  year  1996  should  be  $5,016  billion. 

The  District's  gross  budget  estimate  for  fiscal  year  1996  includes  all  funds  and  revenue  sources  as 
recommended  by  the  Authority  on  July  15  (see  Appendix  1  Recommendation  5).   The 
adjustments  to  the  Council's  proposed  budget  are  for  additional  personnel  reductions  and  debt 
restructuring.   Appendix  I  provides  a  summary  of  the  District's  budget  with  the  Authority's 
adjustments. 

The  personnel  savings  of  $39.5  million  were  estimated  based  on  $32,000  for  a  vacant  position 
and  $16,000  for  a  filled  position.   Additional  adjustments  may  be  necessary  related  to  the 
following: 
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additional  information  is  provided  concerning  the  extent  to  which  intra-Distnct  funds  are 
double  counted  in  the  budget  estimates: 

the  personnel  savings  do  not  include  any  savings  that  may  be  realized  from  federal  grants 
and  intra-District  FTE's:  and 

management  initiatives  are  implemented  and  savings  result. 

The  Authority  is  even  more  concerned  about  delivery  of  services  by  the  Distnct.   Many  of  the 
issues  and  concerns  presented  by  groups  and  individuals  during  the  public  meeting  addressed 
specific  service  problems  within  the  District.   These  concerns  and  problems  are  related  to  the 
fiscal  crisis,  but  also  are  caused  by  archaic  procedures,  lack  of  equipment  because  repairs  are 
needed,  and  insufficient  nonpersonal  services  funds  to  purchase  parts  and  supplies.   The 
Authority  believes  that  implementation  of  the  performance  measurement  recommendation 
discussed  later  in  this  report  will  help  address  this  concern. 

The  Authority  instructs  the  Executive  Director  to  work  with  the  District  to  (1)  analyze  the  intra- 
District  funds  to  identify  any  double  counting  in  the  budget  estimates  and   (2)  identify  any 
savings  that  may  be  realized  from  FTE  reductions  in  federal  grants  and  intra-District  budget 
estimates.   Before  mark-up  of  the  appropriation,  the  total  budget  of  the  District  recommended  by 
the  Authority  will  be  adjusted  for  the  results  of  this  review. 


Information  Recommendations 

The  Authority  made  a  number  of  recommendations  requesting  information  that  should  be 
included  with  the  budget.   The  District  provided  a  substantial  amount  of  information  in  response 
to  these  recommendations,  but  much  more  is  needed.   The  Authority  expects  that  much  of  this 
information  should  be  developed  over  the  next  several  months.   Although  much  of  this 
information  appears  to  be  fundamental  data  that  should  be  readily  available,  it  is  not  necessarily 
easy  to  compile  the  data  and  is  even  more  difficult  to  analyze  and  present  the  data  in  a 
meaningful  format  for  higher  level  managers  to  utilize.   This  information  will  not  only  assist  the 
Authority  as  it  reviews  the  budget  and  financial  plan,  but  more  importantly  will  assist  District 
managers  as  they  develop  multi-year  budgets  and  plans  and  implement  programs.     Essential  to 
developing  and  maintaining  this  information  is  the  hiring  of  the  CFO.  The  Authority  will 
continue  working  with  the  Mayor  in  the  search  for  a  new  CFO  and  a  new  Inspector  General. 

Recommendatloii  5A:        -  Detail  all  major  revenue  and  expenditure  assumptions  and 
include  them  in  the  budget  documents. 

The  District's  budget  is  generally  developed  based  upon  the  amounts  estimated  in  the  previous 
year's  budget  rather  than  constructed  from  budget  assumptions.   The  budget  is  not  constructed 
from  an  identified  or  defined  program  need,  such  as  the  number  of  Medicaid  patients  receiving 
inpatient  care  multiplied  by  the  average  cost  for  that  type  of  care.  For  the  most  part,  the  budget 
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estimates  are  developed  as  a  percentage  increase  or  decrease  from  the  previous  year's  budget 
estimates,  which  was  estimated  in  a  similar  manner.    Using  a  percentage  basis  to  adjust  budgets 
from  one  year  to  the  next  is  not  an  uncommon  practice.    However,  the  adjusted  amounts  should 
still  be  assessed  by  those  knowledgeable  about  the  programs  and  operations  to  determine  the 
effect  on  the  program  or  service  delivery  or  efficiencies  which  have  to  be  achieved  to  meet  the 
budget. 

The  Authority  directs  its  staff  to  work  with  the  District  administration  and  the  City  Council  to 
outline  and/or  develop  the  types  of  information  needed  to  define  revenue  and  expenditure 
assumptions  for  future  budget  estimates.   Developing  budgets  based  on  revenue  and  expenditure 
assumptions  will  not  only  provide  a  better  basis  for  making  budget  related  decisions,  but  also  will 
facilitate  the  development  of  performance  measures  and  will  provide  a  basis  to  monitor  budget 
execution  throughout  each  year. 


Recommendation  SB: 


Develop  a  capital  plan  that  identifies  total  capital  needs. 


The  District  agrees  with  this  recommendation  as  proposed  in  Appendix  i  Recommendation  7. 
However,  they  acknowledge  that  a  current  assessment  of  the  total  capital  needs  does  not  exist  and 
plan  to  enter  into  a  professional  services  contract  ($1.5-2  million)  to  provide  the  technical 
expertise  to  document  and  produce  a  comprehensive  capital  needs  assessment  that  complements  a 
government  operations  master  plan  for  the  District  government.   For  Fiscal  Year  1996,  the 
District  plans  over  $369  million  in  capital  spending  in  the  following  appropriation  title  areas: 


(dollars  in  millions) 


Appropriation  Title 

Fiscal  Year  1996 

Planned  Gross  Capital 

Spending 

Government  Direction 

$24,954 

Economic 

24.250 

Public  Safety 

18,854 

Public  Education 

22.419 

Health  and  Human  Services 

11.730 

Public  Works 

195,857 

- 

Financing  and  Other  Uses/ 

Enterprise  Funds 

71.334 

Total 

$369,398 
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A  task  force  has  been  formed  to  define  the  scope  of  work  for  the  contract;  select  the  contractor 
and  coordinate  their  work;  develop  prioritization  standards:  and,  ultimately,  recommend  the 
restructuring  of  the  capital  program.   The  task  force  expects  to  develop  the  Request  for  Proposal 
and  select  a  contractor  by  October  1995.   The  initial  needs  assessment  stage  of  this  process  is 
planned  for  completion  to  be  included  in  the  Financial  Plan  to  be  submitted  on  February  1,  1996. 
During  the  first  phase  of  the  contract,  an  assessment  will  be  developed  that  details  the  condition 
of  all  of  the  Distnct's  infrastructure.    In  this  assessment  the  contractor  will  categorize  the  needs 
and  detail  the  condition  within  each  category.   Phase  two  of  the  contract  will  have  the  contractor 
assist  in  developing  the  plan  including  identification  of  funding  alternatives. 

The  Authority  instructs  the  Executive  Director  to  monitor  and  coordinate  with  the  task  force  and 
contractor  during  the  development  of  the  capital  plan. 

Recommendation  5C:  Develop  a  schedule  that  links  the  District's  current  financing 

obligations  with  its  long  term  financial  plan. 

The  District  agreed  with  the  recommendation  to  include  in  the  budget  estimates  of  short-  and 
long-term  debt  as  proposed  on  July  15  as  Recommendation  8  (see  Appendix  1).   Further  refining 
the  original  recommendation,  a  schedule  needs  to  be  developed  that  links  the  District's  current 
financing  obligations  with  its  long  term  financial  plan.   The  amounts  from  expected  borrowings 
should  also  be  linked  to  the  capital  plan  so  that  priorities  of  financing  are  evident  from  the 
financial  plan.   Other  areas  that  should  be  considered  in  this  schedule  include: 

the  impact  on  the  revenue  assumptions  of  segregating  revenue  streams  for  borrowings 
related  to  the  sports  arena  and  the  convention  center.   In  addition,  the  current  letter  of 
credit  affects  the  use  of  property  taxes  by  requiring  escrows  sooner  than  those  utilized  for 
the  general  obligation  bonds; 

the  District's  outstanding  short-term  Treasury  borrowings  and  the  repayment  of  these 
borrowings  will  result  in  decreased  future  revenues  available  for  future  borrowings; 

how  the  District  will  address  the  cash  flow  shortage,  including  how  this  shortfall  will 
impact  long-  and  short-term  debt;  and 

the  effect  of  any  planned  refinancing  on  debts,  including  impact  on  the  cash  forecasts  and 
the  budget 

The  Authority  staff  has  asked  for  this  information,  but  the  District  does  not  have  this  type  of  data 
readily  available.  This  type  of  data  is  essential  for  any  borrowings  to  occur  and  more 
importantly  for  the  District's  internal  management  of  its  cash  and  debt.   The  Authority  instructs 
the  Executive  Director  to  work  with  the  District  in  developing  and  refining  the  debt  information 
for  the  budgets. 
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Recommendation  5D:  Develop  information  on  the  costs  associated  with  court  orders. 

A  substantial  portion  of  the  District's  operations  are  subject  to  court  orders  and  consent  decrees. 
In  effect,  these  judicial  mandates  are  establishing  policies  and  directing  significant  segments  of 
the  District's  operations  and  programs.   Considering  the  scope  of  these  orders  and  decrees,  the 
District  and  the  Authority  need  to  establish  an  effective  working  relationship  with  the  courts  to 
help  the  District  move  programs  out  from  judicial  control  and  avoid  future  court  orders  and 
consent  decrees.    Accordingly,  the  District  should  assess  its  current  programs  and  operations 
under  court  orders  and  consent  decrees  to  determine  the  levels  of  compliance  and  relate  the 
compliance  with  the  available  resources.   The  District  should  also  identify  costs  that  it  is 
incurring  that  would  not  be  incurred  in  the  absence  of  the  court  order.   This  information  could 
provide  a  basis  for  discussions  with  the  appropriate  court  officials  in  resolving  what  can  be 
realistically  accomplished  in  light  of  the  current  financial  crisis.   The  District  should  also  assess 
the  vulnerability  of  all  other  District  programs  and  operations  to  obviate  the  need  for  future 
action  by  the  courts. 

The  District  provided  information  on  the  various  court  orders  its  operations  are  subject  to,  but  the 
information  could  be  improved  by  distinguishing  between  the  costs  of  the  programs  that  would  be 
incurred  if  the  programs  were  not  subject  to  a  court  order  and  the  additional  costs  that  are 
attributable  to  the  court  orders.   Refer  to  the  Authority's  July  15  recommendation  9  (see 
Appendix  1 ).   For  example,  the  entire  budget  for  several  agencies  is  included  as  a  cost  of  the 
court  order,  which  does  not  recognize  the  fact  that  the  agency  would  have  operated  at  some  level 
without  the  court  order.   The  Authority  instructs  the  Executive  Director  to  work  with  the  District 
to  develop  and  report  more  meaningful  information  on  the  court  orders'  costs. 

Recommendation  SE:  Include  cash  flow  estimates  for  all  funds. 

The  District  agreed  that  cash  flow  estimates  for  all  funds  should  be  developed  as  proposed  by  the 
Authority  in  Appendix  I  Recommendation  10  and  stated  that  a  consolidated  cash  flow  statement 
and  a  cash  statement  for  all  debt  service  escrow  accounts  will  be  prepared  once  a  final  budget  for 
fiscal  year  1996  is  adopted.   Cash  flow  statements  for  enterprise  funds  will  be  developed  after 
decisions  related  to  staffing  reductions  are  made  in  response  to  Authority  recommendations. 
Finally,  a  cash  flow  statement  for  the  capital  account  will  be  based  on  the  approved  capital  plan 
for  fiscal  year  1996  and  borrowing  assumptions  related  to  market  access  or  U.S.  Treasury  access. 

The  Authority  instructs  the  Executive  Director  to  monitor  development  of  the  various  cash  flow 
statements. 
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Recommendation  5F:  Include  information  on  all  active  grants  and  develop  a  list  of 

grants  that  the  District  has  not  yet  applied  for  but  for  which  it 
may  be  eligible.   Identify  the  grant  funding  that  is  at  risk 
because  of  staff  reductions. 

The  District  provided  a  list  of  grants  and  the  expenditures  for  each  grant  for  the  first  three 
quarters  of  fiscal  year  1995.   However,  it's  not  clear  how  this  information  relates  to  the  fiscal 
year  1996  budget  as  proposed  on  July  15  in  Recommendation  11  (see  Appendix  1).   The 
Authority  instructs  the  Executive  Director  to  work  with  the  District  to  develop  the  reporting  of 
the  grant  information  requested. 

The  District's  budget  overview  states  that  "the  District  may  lose  grant  funding  because  of  the 
staff  reductions. "   However,  the  budget  does  not  identify  the  grants  where  funding  may  be  "lost". 
The  Authority  instructs  the  Executive  Director  to  coordinate  with  the  District  in  the  development 
of  the  information  related  to  the  loss  of  grant  funding  due  to  staff  reductions. 

Grant  funding  is  an  important  source  of  financing  the  needs  of  District  residents,  particularly  in 
times  of  budget  crisis.   It  is  not  acceptable  to  have  these  valued  resources  unavailable  because  the 
District  lacks  matching  funds  or  has  not  applied  for  the  granU.   Furthermore,  the  District  also 
needs  to  assure  compliance  with  all  the  requirements  defined  for  the  grants,  particularly  the  audit 
requirements  on  grant  settlements,  to  maximize  cost  reimbursement. 

The  Authority  heard  from  several  sources  that  the  District  has  not  applied  for  all  the  grants  for 
which   it  may  be  eligible  and  citizens  questioned  how  the  District  was  using  federal  grant  money 
for  AIDS  treatment  and  awareness.   The  District  needs  to  identify  all  the  grants  for  which  its 
programs  and  operations  may  be  eligible  and  attempt  to  obtain  funding  from  the  appropriate 
entities  for  such  grants. 


Jin.Y  15    RECOMMENDATIONS 
ADOPTED  BY  THE  DISTRICT 
FOR  THE  nSCAl.  YEAR  1996 
TRAN.SmON  BUDGET 

The  District  provided  responses  to  parts  of  all  twelve  recommendations  that  the  Authority  made 
on  July  15,  1995.  These  recommendations  are  included  as  Appendix  1.  Two  of  the  twelve 
recommendations  that  the  Authority  made  on  July  15,  1995  on  the  original  fiscal  year  1996 
budget  were  incorporated  in  the  District's  fiscal  year  1996  transition  budget.  These  were 
recommendations  to  develop  an  improved  financial  management  system  and  a  recommendation  to 
develop  pilot  performance  management  projects  in  the  Department  of  Public  Works,  the  Office  of 
Personnel,  and  the  Office  of  Administrative  Services.  These  recommendations  and  District 
responses  are  discussed  below. 
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Develop  an  Improved  Finanria|  "       :-  .     , 

Management  System 

The  Authonty  recommended  that  the  Distnct  should  immediately  develop  and  implement  an 
improved  financial  management  information  system.  Such  a  system  should  include  not  only 
equipment  and  software  improvements,  but  also  improved  financial  controls,  procedures,  and 
training  of  financial  management  employees. 

Numerous  internal  and  external  studies  and  audits  over  a  number  of  years  have  highlighted 
problems  with  various  aspects  of  the  District's  financial  information  system.   The  Rivlin 
Commission  Report^  in  November  1990  recommended  a  comprehensive  financial  management 
improvement  program,  including  a  new  financial  management  system.    Both  the  current  interim 
Chief  Financial  Officer  (CFO)  and  previous  Ceo  have  recommended  major  financial  management 
improvements,  including  better  procedures  and  improved  training,  and  specifically  discussed 
developing  and  implementing  a  new  financial  management  system.   The  U.S.  General  Accounting 
Office  reported  on  June  21,  1995"  that: 

The  District's  financial  information  and  internal  controls  are  poor.   The  District 
does  not  know  the  status  of  expenditures  against  budgeted  amounts,  does  not  know 
how  many  bills  it  owes,  is  allowing  millions  of  dollars  of  obligations  to  occur 
without  required  written  contracts,  and  does  not  know  its  cash  status  on  a  daily 
basis.   Millions  of  dollars  of  bills  are  not  entered  into  the  Financial  Management 
System  until  months  and  sometimes  years  after  they  are  paid. 

The  District's  financial  management  system  consists  of  a  15-year  old  central  system  and  at  least 
17  separate  program  systems.   These  separate  program  systems  are  not  integrated  with  the  central 
system.   As  a  result.  District  Controller  officials  must  input  to  the  central  system  thousands  of 
general  journal  entnes  that  were  originally  entered  into  the  individual  systems.   For  example,  at 
the  Department  of  Human  Services,  benefit  payments  made  under  programs  such  as  Medicaid, 
Aid  to  Fanulies  with  Dependent  Children,  General  Public  Assistance,  and  Foster  Care  are 
computed  by  the  program's  own  unique  systems,  which  are  not  integrated  with  the  city's  Financial 
Management  System.   The  benefit  payment  amounts  for  these  programs  and  the  associated 
obligations  are  then  manually  recorded  in  the  Financial  Management  System  by  the  DC. 
Controller's  Office  after  the  payments  are  made.    This  results  in  processing  delays  and  a  lack  of 
timely  and  accurate  information  to  manage  budget  execution  and  cash  flow. 


^Financing  the  Nation's  Capital:   The  Report  of  the  Commission  on  Budget  and  Financial 
Priorities  of  the  District  of  Columbia.  November  1990. 

"District  of  Columbia:    Improved  Financial  Information  and  Controls  Are  Essential  to  Addre.s.s 
the  Financial  Crisis.  GAO/T- AIMD-95- 1 76,  June  21,  1995. 
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The  District's  financial  management  system  is  not  an  effective  tool  to  monitor  or  manage 
activities  on  the  agency  level.   The  District's  current  financial  management  system  and 
operations  do  not  establish  agency  managers  as  accountable  for  the  resources  at  their  disposal, 
particularly  the  funds  available  to  pay  for  the  costs  of  their  operations.     The  new  financial 
management  system  should  incorporate  a  fund  control  system  with  regulatory  controls  that  fixes 
responsibility  with  agency  officials  to  ensure  that  the  agency  stays  within  authorized  funding 
limits.    Agency  managers  would  then  know  the  resources  available  to  them  to  operate  their 
programs  and  would  be  responsible  for  operating  within  those  funding  constraints. 

The  Congress  should  continue  to  appropriate  the  District's  funds  at  the  appropriation  title  level. 
The  Authority  would  then  have  some  flexibility  to  reprogram  funds  if  necessary  within  the 
appropriations.   The  Authority  instructs  the  Executive  Director  to  assist  the  Congress  throughout 
the  appropriations  mark  up  process. 

The  CFO  would  be  responsible  for  monitoring  agency  use  of  funds  and  the  CFO  staff  within 
each  agency  (the  agency  controllers  and  controller  staff)  would  serve  as  the  agency's  source  of 
data  on  the  status  of  funds.   Agency  officials  should  be  required  to  consult  with  the  agency 
controller  as  to  the  availability  of  funds  to  cover  any  proposed  obligations  before  entering  into 
the  obligation.   The  agency  controller  would  be  responsible  for  keeping  the  fund  control  system 
current  concerning  the  availability  of  funds  and  reserving  funds  to  ensure  their  continued 
availability  even  though  the  obligation  may  not  be  finalized  until  a  later  date.   The  CFO  could 
also  delegate  to  the  agency  controllers  the  authority  to  certify  and  approve  payment  of  all  bills, 
invoices,  payrolls  and  other  disbursements.   This  certification  and  approval  would  also  include  a 
determination  of  the  legality  and  correctness  of  the  payments.   The  Authority  also  plans  to 
monitor  the  District's  spending  throughout  the  fiscal  year  and  will  closely  review  the  contracts 
subject  to  Authority  approval  against  the  transition  budget  initially  and  the  fiscal  year  1996 
budget  and  financial  plan  when  it  has  been  developed.   The  Authority  will  also  review  the 
financial  impact  of  the  Council's  legislation  in  context  with  the  budgets  and  financial  plans. 

Further,  the  CFO  should  develop  guidelines  related  to  administrative  discipline  and/or  penalties 
for  violations  of  fund  limitations.  The  Inspector  General  should  be  responsible  for  investigating 
any  such  violations  and  reporting  on  the  violations  to  the  CFO  who  would  then  recommend  the 
appropriate  discipline/penalty  to  the  Mayor  for  imposition.  The  reports,  including  a  description 
of  the  resulting  discipline/penalty,  should  also  be  forwarded  to  the  congressional  authorization 
and  appropriation  committees. 

The  District  needs  to  immediately  purchase  and  implement  a  financial  management  system.   But 
more  importantly.  District  managers  cannot  effectively  manage  programs  without  drastically 
improved  real-time  financial  information.  This  system  needs  to  consider  the  needs  of  all  users 
and  appropriate  interface  with  other  information  systems.  The  District  should  consult  with  other 
jurisdictions  that  have  implemented  new  financial  management  systems.   In  order  to  reduce  cost 
and  shorten  the  time  needed  to  implement  a  system,  off-the-shelf  systems  should  be  considered. 
The  District  should  immediately  make  funds  available  for  this  system,  which  should  be 
implemented  no  later  than  the  end  of  fiscal  year  1996. 
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The  District  agreed  with  this  recommendation  and  provided  $28  million,  an  increase  of  S21 
million  from  the  original  fiscaJ  year  1996  budget,  to  replace  the  existing  financial  management 
system  with  technology  that  will  address  its  current  financial  and  mformational  management 
needs.    System  development  and  implementation  will  occur  in  the  following  phases: 

During  Phase  1  (fourth  quarter  of  fiscal  year  1995),  the  District  will  develop  and  prepare  a 
Request  for  Proposal  to  contract  for  identification  of  the  processes  that  need  to  be 
automated  and  interfaces  with  other  existing  District  systems. 

Phase  2  (first  and  second  quarters  of  fiscal  year  1996)   will  assess  the  existing  financial 
management  system  environment,  including  the  purpose  and  functions,  staff,  process  and 
procedures,  and  technology  as  well  as  further  refinement  of  the  technology  needs  and 
procurement  of  these  needs. 

Phase  3  (third  and  fourth  quarters  of  fiscal  year  1996)  will  involve  procurement  of  the 
necessary  hardware  and  installation  of  the  software  for  the  new  system.   During  this 
phase,  processes  will  be  redesigned  and  staff  qualifications  and  the  organizational 
structure  will  be  addressed. 

Phase  4  (fourth  quarter  of  fiscal  year  1996  and  first  quarter  of  fiscal  year  1997)  will  be 
data  conversion,  system  testing,  and  training. 

Phase  5  (first  quarter  of  fiscal  year  1997)  will  be  full  on-line  implementation. 

The  Executive  Director  will  work  with  the  District  and  its  contractors  in  monitoring  the 
development  and  implementation  of  the  new  financial  management  system  and  related  procedures 
with  the  goal  of  an  earlier  implementation,  if  possible. 

Implement  Pilot  Performance 
Management  Projects 

The  District  agreed  with  the  Authority's  recommendation  to  implement  pilot  performance 
management/results-oriented  programs  in  the  Department  of  Public  Works,  the  Department  of 
Administrative  Services,  and  the  Office  of  Personnel.   These  pilots  should  incorporate  business 
process  re-engineering  and  quality  management  principles. 

The  District  of  Columbia  is  not  only  facing  a  financial  crisis,  it  is  facing  a  performance  delivery 
crisis.   All  citizens  of  the  District  want  quality  services.  The  Authority  has  already  received 
numerous  comments  about  the  poor  quality  of  service  provided  by  District  agencies.  For  example, 
a  constant  comment  is  that  citizens  simply  want  their  trash  picked  up.  These  citizens  want  and 
deserve  an  effective  and  efficient  District  Government.  The  District  has  many  qualified 
employees  who  are  working  hard  every  day  to  deliver  services  to  District  residents.   However, 
many  of  the  processes  for  carrying  out  these  programs  are  ineffective  and  service  delivery  suffers 
no  matter  how  hard  employees  work. 
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Other  jurisdictions  have  implemented  effective  results-oriented  customer  service  approaches  to 
many  of  their  functions.   Of  particular  note  are  the  states  of  Florida,  Minnesota,  North  Carolina, 
Oregon.  Texas,  and  Virginia,  and  the  cities  of  Sunnyvale,  California  and  Ponland,  Oregon.    Last 
December  the  U.S.  General  Accounting  Office  issued  a  report  on  the  experiences  of  these  states.' 
The  experiences  of  these  jurisdictions  could  help  the  District  develop  its  pilot  programs.   The 
approach  used  by  these  entities  focuses  on  program  outcomes  as  opposed  to  only  inputs  and 
outputs.   These  entities  have  found  that  aligning  departments  and  employees  around  results  can 
yield  such  benefits  as: 

improved  service  to  citizens, 

improved  productivity  and  elimination  of  extraneous  programs,  and 

better  information  for  making  budget  and  program  decisions. 

A  key  first  step  in  implementing  these  pilots  is  developing  information  on:   (1)  specific  programs 
and  their  cost,   (2)  all  outputs  for  the  selected  programs,   (3)  the  impact  (outcomes  expected)  and 
methodology  for  achievement,  (4)  all  constinients  impacted  and  how  their  satisfaction  will  be 
measured,  (5)  benchmarks  for  programs  using  other  jurisdictions'  experiences  and  results,  and  (6) 
spending  and  performance  targets  to  hold  managers  accountable.  Training  programs  to  bring 
worker  skills  in  line  with  those  needed  for  the  new  processes  should  be  an  integral  part  of  the 
implementation  plan. 

A  critical  part  of  this  process  includes  involving  the  workers,  who  are  carrying  out  these  tasks 
every  day,  in  the  development  of  innovative  solutions.   Many  of  the  best  ideas  for  improving  the 
process  come  from  the  people  who  do  the  job.   We  want  to  openly  solicit  any  and  all  ideas 
relating  to  District  operations  and  suggestions  to  improve  delivery  of  services. 

The  District  responded  that  several  initiatives  are  already  underway  in  the  three  agencies  that 
incorporate  business  process  reengineering  and  quality  management  concepts.   The  transition 
budget  includes  an  additional  $2  million  to  be  split  among  the  three  agencies  to  implement  these 
initiatives.   The  initiatives  underway  include: 

at  the  Department  of  Public  Works,  household  trash  collection,  the  recycling  program,  and 
a  fleet  management  program; 

at  the  Office  of  Personnel,  an  effort  to  re-engineer  the  District's  entire  personnel  system, 
including  the  planned  identification  of  legislative  changes  needed  to  the  Comprehensive 
Merit  Personnel  Act  of  1978;  and 


^Managing  for  Results:    State  Experiences  Provide  Insights  for  Federal  Management  Reforms 
(GAO/GGD-95-22.  December  21,  1994). 


22 


354 


at  the  Department  of  Administrative  Services,  the  development  of  the  Excellence  in 
Procurement  Task  Force. 

The  Authority  will  work  with  the  District  on  these  and  other  projects  and  identify  individuals  or 
organizations  that  can  assist  in  the  development  of  the  pilots.   The  Authority  members  have  noted 
that  many  private  and  public  organizations  in  the  Washington  Metropolitan  area  have  expertise  in 
results-oriented  management  and  they  may  be  willing  to  assist  the  District. 


SUMMARY  OF  REVISED 
FISCAL  YEAR  1996  PROJECTED 
REVENUES  AND  EXPENDITURES 

The  District's  fiscal  year  1996  estimates  for  revenues  are  $4,979  billion.  These  estimates  are 
consistent  with  prior  years'  actual  revenues.   Based  on  the  Authority's  recommended  revisions  to 
the  transition  budget,  the  District's  expenditures  are  estimated  to  total  $5,016  billion.  Thus  the 
results  of  operations  is  projected  to  show  a  deficit  of  $37  million. 

These  estimates  are  based  on  the  City  Council's  budget  as  adjusted  for  Authority 
recommendations.   Additional  analysis  will  need  to  be  performed  as  the  District  develops 
assumptions  for  its  expenditures.   In  addition,   data  is  needed  from  the  District  regarding  the 
intra-District  revenue  and  expenditure  estimates  and  personnel  savings  related  to  federal  grants 
and  intra-District  operations.   These  estimates  may  also  require  adjustment  based  upon  the 
District's  success  with  its  management  initiatives  and  debt  restructuring. 

The  table  on  the  next  page  summarizes  the  fiscal  year  1996  expenditures  for  the  District. 
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(dollars  in  thousands) 

^^ 

ApproprUtlcn  Title 

Orl^kl 
A  dj  Sited 
Budget 

Adjusted 
Council 

Authority 

Authority 
lets  Council 

Authority 

less 
Original 

R£VlE^fUE 

Taxes 

$2,449,855 

$2,449,855 

$2,449,855 

0 

0 

Other  Local  Sources 

271,992 

271,992 

271,992 

0 

0 

Federal  Payment 

660,000 

660,000 

660,000 

0 

0       1 

Grants 

851,532 

851,532 

851.532 

0 

0      1 

Enterpnse 

505,113 

505,113 

505.113 

0 

0       1 

Intra  Distnct  and  Private 

240.068 

240,061 

?40.0$? 

0 

0       1 

Toul  Revenue 

4,978,560 

4,978,560 

4,978.560 

0 

0       1 

1    EXPENDITURES 

11  Government  Direction 

124,122 

150.721 

149.793 

(928) 

25.671         1 

Econonuc 

144,149 

142.661 

141,013 

(1.648) 

(3,136)       1 

1  Public  Safety 

958,955 

952.971 

954.331 

1,360 

(4.624)       1 

Public  Educauon 

802.951 

799.367 

789.015 

(10,352) 

(13,936) 

Health   and  Human  Services 

1,872,614 

1.859,622 

1.850.422 

(9.200) 

(22,192)        1 

II  Public  Works 

297,315 

297.534 

297.326 

(208) 

(11)        1 

Enterprise 

505,123 

508,623 

501.338 

(7.305) 

(3.785)        1 

II  To  be  allocated 

2 

Q. 

ri  1.248) 

n  1.248) 

(11.249)      1 

1    Net  effect  of  FTE  change* 

4,705.229 

4.711.519 

4.671.990 

(39.525) 

(33239)       1 

1  Financing  and  Other  Uses 

ISQIliA. 

273.717 

J4J.717 

79.0Q0 

^}m     1 

Total  Expendituns 

4.985.883 

4  985.236 

^015.707 

20.471 

;i9.?24     1 

Deficit 

$(7,323) 

$(6,676) 

$(37,147) 

1 
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Recommendations  of  the  District  of  Columbia  Financial  Responsibility  and  Management  Assistance 
Authority  on  the  District  of  Columbia  Fiscal  Year  1996  Budget 

This  paper  provides  the  recommendations  of  the  Financial  Responsibility  and  Management  Assistance 
Authority  (DCFRA)  on  the  District  of  Columbia's  Fiscal  Year  1995  Budget. 

The  recommendations  are: 

1 .  The  District  should  reduce  the  fiscal  year  1996  Budget  by  5,600  FTEs  (estimated  annual  savings  of 
$180  million).  This  represents  a  reduction  of  1,957  FTEs  below  the  actual  level  of  FTEs  as  of  June 
1995.  Such  a  reduction  should  be  accompanied  by  an  aggressive  outplacement  program  to  ensure 
that  District  employees  who  lose  their  jobs  obtain  other  employment. 

2.  Specific  plans  and  milestones  for  achieving  $70  million  of  management  initiativas  need  to  be 
provided  and  the  initiatives  should  be  implemented. 

3.  The  District  needs  to  immediately  develop  and  implement  an  improved  financial  management 
information  system.   Such  a  system  needs  to  include  not  only  equipment  and  software 
Improvements,  but  also  improved  financial  controls,  procedures,  and  training  of  financial 
management  employees. 

4.  The  District  should  Implement  pilot  performance  management/results-oriented  programs  in  the 
Department  of  Public  Works,  the  Department  of  Administrative  Services,  and  the  Office  of 
Personnel.  These  pilots  should  incorporate  business  process  re-engineering  and  quality 
management  principles. 

5.  The  budget  needs  to  include  all  funds  of  the  District. 

6.  All  major  revenue  and  expenditure  assumptions  need  to  be  spelled  out  and  Included  in  the  budget 
documents. 

7.  Develop  a  capital  plan  that  identifies  total  capital  needs.  The  plan  should  outline  proposed 
financing  and  include  specific  projects  to  be  financed.  All  projects  should  be  prioritized  including  all 
unfunded  projects. 

8.  Include  estimates  of  short-  and  long-term  debt. 

9.  Include  information  on  the  costs  associated  with  court  orders  and  the  specific  amounts  in  the 
budget  for  each  court  order  by  agency,  progr2un,  and  object  classes. 

10.  Include  cash  flow  estimates  for  all  funds. 

1 1 .  Include  information  on  all  grants  and  develop  a  list  of  all  potential  grants  that  the  District  may  be 
able  to  receive. 

12.  List  all  internal  and  external  audit  functions  and  resources  . 

Essays  that  explain  the  background  and  rationale  for  the  recommendations  are  included  with  each 
recommendation. 

1.  Recommendation:  The  District  should  reduce  the  fiscal  year  1996  Budget  by  5,600  FTEs 
(estimated  annual  savings  of  $180  million).  This  represents  a  reduction  of  1,957  FTEs  below  the 
actual  level  of  FTEs  aa  of  June  199S.   Such  a  reduction  should  be  accompanied  by  an  aggressive 
outplacement  program  to  ensure  that  District  employees  who  lose  their  jobs  obtain  other 
employment. 

Personnel  is  a  large  component  of  District  spending.  These  expenditures  constitute  about  $2  billion  or  40     , 
percent  of  total  District  spending.  The  District  has  1  employes  for  every  1 3  residents.  The  Rivlin 
Commission  Report'  in  1990  noted  that,  even  accounting  for  state  and  county  services,  the  District  has  40 
percent  more  staff  per  10,000  population  (or  nearly  15,000  more  staff)  than  the  average  for  12  similar 
cities.  This  report  recommended  staff  reductions.   Personnel  management  is  seen  as  a  major  challenge 
and  key  to  the  financial  recovery  effort.  District  personnel  positions  are  financed  by  both  appropriated  and 


'  Financing  the  Nation's  Capital:  The  Report  of  the  Commission  on  Budget  and  Financial  Priorities  of  the 
District  of  Columbia,  November  1990. 
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non-appropriated  funds.   The  Distnct  reports  personne^  data  in  a  variety  of  ways  including  actual  FTEs. 
approved  FTEs,  the  number  of  personnel  receiving  paychecks,  and  full-time  on-board  staff.   An  FTE  is  used 
to  measure  the  number  of  equivalent  positions  and  takes  into  account  how  many  hours  are  actually  being 
worked.   For  example,  two  employees  working  half-time  would  be  counted  as  one  FTE. 

The  District  of  Columbia  Fiscal  Year  1995  Appropnation  Act  required  that  the  District  reduce  the  total 
number  of  FTE  positions  by  2  000.   The  District  has  substantially  reduced  the  number  of  employees  since 
the  beginning  of  fiscal  year  1995.    Between  September  1994  and  Apnl  1995  the  total  number  of  FTEs 
dropped  from  45  220  to  42,579  or  2,641  (This  included  2,031  appropnated  FTEs  and  610  nonappropnated 
FTEs  )    Many  of  these  reductions  were  achieved  by  offering  employees  bonuses  and  early  retirement 
Incentives.   District  officials  informed  the  Authonty  that  further  reductions  have  occurred  since  April  and  that 
as  of  June  1995  a  total  of  41,735  FTEs  were  on-board. 

These  reductions  are  positive  steps  towards  addressing  the  District's  financial  crisis.   However,  the  District's 
Fiscal  Year  1996  budget  not  only  adds  back  the  FTE  reductions  that  occurred  during  fiscal  year  1995,  but 
also  includes  178  more  FTEs  than  were  on-board  in  September  1994.    The  fiscal  year  1996  budget  asked 
for  45,378  FTEs.   Not  only  are  adding  FTEs  counter-productive,  but  adding  FTEs  when  the  District  paid 
bonuses  for  employees  to  leave  is  ill-advised. 

The  District  should  not  add  more  FTEs,  but  rather  should  continue  to  reduce  FTEs.  Accordingly.  DCFRA 
recommends  the  District  reduce  the  fiscal  year  1996  budgeted  FTEs  by  5,600  to  no  more  than  39.778    A 
reduction  of  5  600  FTEs  equates  to  annual  savings  of  about  $180  million.   Such  savings  can  be  used  to 
either  reduce  the  potential  deficit  or  fund  key  investment  needs  such  as  the  financial  and  management 
information  system  and  employee  training. 

The  District  should  decide  where  specific  FTE  reductions  should  occur.   However,  the  District  should  focus 
on  overhead  positions  and  not  exclusively  on  positions  that  provide  a  direct  sen/ice  to  the  public.  The  re- 
engineering  of  District  programs  to  improve  efficiency  and  sen/Ice  delivery,  that  are  called  for  in 
recommendation  4,  will  help  the  District  develop  agency  programs  to  do  more  with  less,    n  addition. 
DCFRA  recommends  that  the  City  Administrator  specifically  direct  agencies  not  to  backfill  any  vacant 
positions  that  resulted  from  the  District's  incentive  programs  that  involved  paying  employees  bonuses  to 
leave.   Exceptions  to  this  policy  should  be  granted  on  a  case-by-case  basis  by  the  City  Administrator  using 
District  criteria  for  critical  positions. 

These  reductions  in  personnel  should  be  accompanied  by  a  strong  outplacement  sen/ice  that  aids 
displaced  District  employees  in  finding  employment.  Outplacement  should  include  any  ^^t^f  "'"9  "^t^* J 
DCFRA  will  wori<  with  the  District  and  the  District's  business  community  to  find  employment  for  displaced 
District  woricers.  Outplacement  programs  used  by  Howard  University  or  Blue  Cross  could  serve  as  models 
for  the  District. 

2  R.r»mm.ndrtk.n:  SpMiflc  plan*  and  mile.ton.a  (or  achi.ving  $70  million  of  managemant 
initiativaa  na«»  to  ba  provided  and  th*  Initlatlvea  should  b*  implemanted. 

The  Fiscal  Year  1996  budget  includes  over  $70  million  in  management  initiatives  that  are  intended  to 
reduce  the  expenditures  during  the  fiscal  year,  implementation  of  the  actions  "®<=«^'y '°  f  ^^°";P''',^ .  ^, 
these  cost  savings  and  reductions  will  demonstrate  the  District's  resolve  to  cut  costs  and  reduce  its  budget 
and  the  accumulated  deficit. 


•'   OMB  Circular  A-11  defines  FTE  employment  as  the  total  number  of  regular  hours,  not  including  overtime 
JmZZrsllZ  by  emp.oyees.7Mded  by  the  number  of  compensable  hours  applicable  to  each 
fiscal  year  (260  days  or  2,080  hours  in  fiscal  year  1995). 
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These  initiatives,  however,  are  too  general.   They  do  not  contain  plans  or  milestones  that  would  show  how 
they  are  to  be  accomplished.     For  example, 

govgrnment  Re-englnftnnng  Program-   The  District  expects  savings  of  $20  million  through  a  re- 
engineering  process  that  includes  agency  consolidations  and  eliminations,  procurement  reform 
privatization,  and  program  and  service  restructuring.    However,  the  budget  does  not  identify  how 
this  will  be  done  or  even  what  agencies  are  involved. 

P.C,  general  Hospital  Clinical  ServiCflS  Pivl^ilpn.  The  Division  plans  to  reduce  patient  care  services 
as  part  of  its  downsizing  process.   However,  to  date,  the  services  that  will  be  affected  by  the 
reduction  have  not  been  determined.  The  budget  request  reflects  a  decrease  of  $8  million  and  238 

Repayment  of  Loans  and  intf^rflSt-  The  District  planned  to  reduce  its  debt  service  cost  by  $70 
million  in  fiscal  year  1995  through  restructuring  and  refinancing  its  bond  debt  but  could  not 
successfully  accomplish  a  refinancing.    For  fiscal  year  1996,  an  additional  $42  million  was  expected 
to  be  saved  from  ttie  prior  year's  refinancing.  The  District  should  explain  how  it  plans  to  accomplish 
this  target. 

Department  of  Corrections.   An  investment  of  $900,000  for  agency-wide  streamlining  initiatives  is 
expected  to  generate  cost  savings  of  over  $1  million  per  year  and  reduce  opportunities  for  fraud 
and  abuse  once  the  initiatives  are  fully  operational.  The  District  should  explain  how  these  savlnas 
will  be  achieved.  '^ 

In  prior  years  the  District  included  the  effect  of  certain  short-term  actions  that  it  believed  would  reduce 
expenditures  in  its  budgets.   However,  the  short-term  actions  were  not  achieved  and  the  savings  did  not 
matenalize.  Agency  managers  were  not  accountable  for  making  sure  the  actions  were  taken  and  the 
savings  were  achieved.   For  example,  the  original  fiscal  year  1994  budget  estimates  for  Corrections' 
expenditures  were  at  an  amount  that  is  less  than  actual  expenditures  from  the  previous  2  years    The  fiscal 
year  1994  budget  was  subsequently  increased  in  a  supplemental  budget  because  short-term  actions  to 
reduce  spending  either  did  not  occur  or  were  significantly  delayed  during  fiscal  year  1994    The  fiscal  year 
1995  expenditure  estimates  were  again  lower,  in  anticipation  of  the  same  short-term  actions    These  figures 
were  based  on  assumed  savings  from  privatization  of  various  functions,  including  food  services  and 
reductions  in  the  cost  of  housing  prisoners  in  non-District  facilities.   Privatizing  the  food  services  was 
expected  to  save  about  $3.8  million  in  fiscal  year  1994.  Officials  then  stated  that  the  savings  from 
pnvatizatlon  could  occur  in  fiscal  year  1995.  As  of  May  1995.  the  action  still  had  not  been  implemented 
and  projected  savings  for  fiscal  year  1995  have  been  reduced  to  $315,000. 

In  another  Corrections  example,  the  fiscal  year  1994  budget  estimated  savings  of  about  $1 1.3  million  by 
returning  all  prisoners  from  federal  and  state  facilities.   However,  over  300  prisoners  were  still  housed  in 
other  jurisdictions  during  fiscal  year  1994  and  the  District  needed  about  $5.7  million  to  pay  for  them 
Furthermore,  the  fiscal  year  1995  budget  indicated  that  310  prisoners  would  reside  in  such  facilities  and  the 
budget  did  not  lnciiid«  funds  to  pay  for  this  service. 

3.  RecgmmtndltlQm  Th«  District  needs  to  immsdiatsly  develop  and  implsmsnt  an  improved 
financial  managsmsnt  information  system.  Such  a  system  needs  to  Include  not  only  equipment  and 
software  improvements,  but  also  improved  financial  controls,  proesdures,  and  training  of  financial 
management  employees. 

Numerous  internal  and  extemal  studies  and  audits  over  a  number  of  years  have  highlighted  problems  with 
various  aspects  of  the  District's  financial  information  system.  The  Rivlln  Commission  Report*  in  November 


^Financing  the  Nation's  Capital:   The  Report  of  the  Commission  on  Budget  and  Financial  Priorities  of  the 
District  of  Columbia  November  1990. 
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1990  recommended  a  comprehensive  financial  management  improvement  program,  including  a  new 
financial  management  system.    Both  the  current  interim  Chief  Financial  Officer  (CFO)  and  previous  CFO 
have  recommended  major  financial  management  improvements,  including  tjetter  procedures  and  improved 
training,  and  specifically  discussed  developing  and  implementing  a  new  financial  management  system. 
GAO  reported  last  month  that: 

The  District's  financial  information  and  internal  controls  are  poor.   The  District  does  not 
know  the  status  of  expenditures  against  budgeted  amounts,  does  not  know  how  many  bills 
it  owes,  is  allowing  millions  of  dollars  of  obligations  to  occur  without  required  written 
contracts,  and  does  not  know  its  cash  status  on  a  daily  basis.   Millions  of  dollars  of  bills  are 
not  entered  into  the  Financial  (Management  System  until  months  and  sometimes  years  after 
they  are  paid.' 

The  District's  financial  management  system  consists  of  a  15-year  old  central  system  and  at  least  17 
separate  program  systems.  These  separate  program  systems  are  not  integrated  with  the  central  system. 
As  a  result.  District  Controller  officials  must  input  to  the  central  system  thousands  of  general  journal  entries 
that  were  originally  entered  into  the  individual  systems.   For  example,  at  OHS,  benefit  payments  made 
under  programs  such  as  Medicaid,  Aid  to  Families  with  Dependent  Children,  General  Public  Assistance, 
and  Foster  Care  are  computed  by  the  program's  own  unique  systems,  which  are  not  integrated  with  the 
city's  Financial  Management  System.  The  benefit  payment  amounts  for  these  programs  and  the  associated 
obligations  are  then  manually  recorded  in  the  Financial  Management  System  by  the  D.C.  Controller's  Office 
after  the  payments  are  made.    This  results  in  processing  delays  and  a  lack  of  timely  and  accurate 
information  on  both  expenditures  and  cash. 

GAO  also  reported  on  work  they  had  done  at  five  other  cities-Boston,  Chicago,  Cleveland.  New  York,  and 
Philadelphia-which  had  faced  financial  difficulties.'"    Among  the  points  most  emphasized  by  officials  from 
these  five  cities  was  the  fact  that  restoring  financial  stability  requires  the  establishment  of  credible 
information  for  use  in  making  hard  decisions. 

The  District  needs  to  immediately  purchase  and  implement  a  financial  management  system.    The  Authority 
cannot  effectively  carry  out  its  responsibilities  without  improved  financial  information.   But  more  importantly, 
District  managers  cannot  effectively  manage  programs  without  drastically  improved  real-time  financial 
information.  This  system  needs  to  consider  the  needs  of  all  users  and  appropriate  interface  with  other 
informafion  systems.   The  District  should  consult  with  other  jurisdictions  that  have  implemented  new 
financial  management  systems.   In  order  to  reduce  cost  and  shorten  the  time  needed  to  implement  a 
system,  off-the-shelf  systems  should  be  considered.  The  District  should  immediately  make  funds  available 
for  this  system,  which  should  be  implemented  no  later  than  the  end  of  fiscal  year  1996. 

4.  Raeommandatlon;  The  District  should  Implement  pilot  pertormancs  management/rosults-oriented 
programs  In  ths  Department  of  Public  Works,  the  Department  of  Administrative  Services,  and  the 
Office  of  Personnel.  Thess  pilots  should  Incorporate  business  process  re-engineering  and  quality 
management  principles. 

The  District  of  Columbia  is  notonty  facing  a  financial  crisis  it  is  facing  a  performance  delivery  crisis. 
Citizens  from  all  parts  of  the  District  want  quality  services.  The  Financial  Responsibility  and  Management 
Assistance  Authority  has  already  received  numerous  comments  about  the  poor  quality  of  sen/ice  provided 
by  District  agencies.  For  example,  a  constant  comment  is  that  citizens  simply  want  their  trash  picked  up. 


'  District  of  Columbia:   Improved  Financial  Information  and  Controls  Are  Essential  tQ  AddrflSS  thfl  Financial 
Crisis.  GAO/T-AIMO-95-176.  June  21,  1995. 

^°  nigfrirt  nf  Cnliimbia:    Actions  Taken  in  Five  Cities  to  Imorove  Their  Financial  Health  (GAO/T-GGD-95- 
110.  March  2.  1995). 
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These  citizens  want  and  deseive  an  effective  and  efficient  District  Government.   The  District  has  many 
qualified  employees  who  are  working  hard  every  day  to  deliver  services  to  District  residents.    However, 
many  of  the  processes  for  carrying  out  these  programs  are  ineffective  and  service  delivery  suffers  no  matter 
how  hard  employees  work. 

Other  junsdictions  have  implemented  effective  results-oriented  customer  service  approaches  to  many  of 
their  functions.  Of  particular  note  are  the  states  of  Flohda.  IVIinnesota,  North  Carolina.  Oregon,  Texas,  and 
Virginia:  and  the  cities  of  Sunnyvale,  California  and  Portland,  Oregon.  Last  December  GAO  issued  a  report 
on  the  experiences  of  these  states."  The  experiences  of  these  jurisdictions  could  help  the  District  develop 
its  pilot  programs.  The  approach  used  by  these  entities  focuses  on  program  outcomes  as  opposed  to  only 
inputs  and  outputs.  These  entities  have  found  that  aligning  departments  and  employees  around  results  can 
yield  such  benefits  as: 

improved  service  to  citizens, 

improved  productivity  and  elimination  of  extraneous  programs,  and 

better  information  for  making  budget  and  program  decisions. 

A  key  first  step  In  implementing  these  pilots  is  developing  information  on:   (1)  specific  programs  and  their 
cost,   (2)  all  outputs  for  the  selected  programs,   (3)  the  impact  (outcomes  expected)  and  methodology  for 
achievement,  (4)  all  constituents  impacted  and  how  their  satisfaction  will  be  measured,  (5)  benchmarks  for 
programs  using  other  jurisdictions'  experiences  and  results,  and  (6)  spending  and  performance  targets  to 
hold  managers  accountable.  A  critical  part  of  this  process  includes  involving  the  wori<ers,  who  are  carrying 
out  these  tasks  every  day,  in  the  development  of  innovative  solutions.   Many  of  the  best  ideas  for  improving 
the  process  come  from  the  people  who  do  the  job.  Training  programs  to  bring  worker  skills  in  line  with 
those  needed  for  the  new  processes  should  be  an  integral  part  of  the  implementation  plan. 

DCFRA  will  work  with  the  District  on  this  project  and  identify  individuals  or  organizations  that  can  assist  in 
the  development  of  these  pilots.  DCFRA  members  have  noted  that  many  private  and  public  organizations 
in  the  Washington  Metropolitan  area  have  expertise  in  results-oriented  management  and  they  may  be 
willing  to  assist  the  District. 

5.  Recommendation:  The  budget  needs  to  Include  all  funds  of  the  District. 

The  House  Committee  on  Government  Reform  and  Oversight  reported  that  the  District  "budget  process  has 
been  seriously  flawed  and  has  contributed  to  the  current  distress  of  the  District.   For  this  reason,  the  District 
of  Columbia  should  adopt  a  budget  process  where  all  funds  are  appropriated.'    Such  a  change  is  not  only 
rcr^uired  by  law.  but  more  importantly,  it  represents  a  good  business  practice  and  will  enable  the  Council 
and  the  citizens  of  the  District  to  better  understand  the  budget.  The  budget  can  be  dealt  with  in  its  entirety 
rather  than  piecemeal,  as  is  now  the  case.  The  fiscal  year  1996  budget  includes  over  $1  billion  in  federal 
grant  funds  that  are  not  appropriated  through  the  budget  process. 

Beginning  with  the  fiscal  year  1996  budget,  the  District  is  to  include  the  entire  request  for  appropriations  or 
loans  or  spending  authority  for.all  activities  of  all  departments  or  agencies  (P.L.  104-8,  Section  301(a)(1) 
and  (2)).   Previously,  the  District's  budgets  were  for  appropriated  funds  for  general  fund  expenditures  and 
the  Congressional  authorization  did  not  include  nonappropriated  funds,  including  grants  and  intradistrict 
transactions. 

While  information  related  to  the  nonappropriated  funds  are  included  in  the  fiscal  year  1996,  the  data  is  not 
presented  in  a  manner  that  identifies  the  specific  sources  and  uses  of  the  nonappropriated  funds.  More 


"Managing  for  Results:   State  Experiences  Provide  Insights  for  Federal  Management  Refonns  (GAO/GGD- 
95-22,  December  21,  1994). 
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detail  reporting  will  also  enhance  management  control  over  the  use  and  subsequent  reimbursement  of  grant 
funds  from  grantors.    Furthermore,  the  legislative  language  for  the  appropriations  bill  proposed  by  the 
District  should  reflect  the  budget  being  submitted  to  the  Congress  for  approval  . 

6.  Recommendation:   All  major  revenue  and  expenditure  assumptions  need  to  bo  spelled  out  and 
included  in  the  budget  documents. 

To  effectively  assess  the  District's  budgets  and  provide  a  basis  for  future  comparisons  to  determine 
progress  in  addressing  the  fiscal  crisis,  the  budget  needs  to  include  a  description  of  the  methodology  used 
to  develop  expenditure  estimates  and  the  assumptions  upon  which  the  methodology  is  based.  At  a 
minimum,  the  fiscal  year  1996  budget  should  include  the  methodology  and  assumptions  for  major  agencies 
and  programs,  including 

District  of  Columbia  Public  Schools, 

Department  of  Human  Services'  Medicaid  and  Aid  For  Dependent  Children, 

Department  of  Corrections, 

Metropolitan  Police  Department, 

Fire  and  Emergency  Medical  Sen/ices, 

Department  of  Public  Works, 

D.C.  General  Hospital,  and 

Water  and  Sewer  Utility  Administration. 

The  following  are  examples  of  the  methodology  and  assumptions  used  to  develop  the  expenditure 
estimates  in  the  1996  budget  which  gave  rise  to  our  recommendations: 

Corrections  has  reported  the  need  for  the  Federal  Bureau  of  Prisons  to  house  450  District  prisoners 
at  a  cost  of  $64  per  day.  The  estimated  cost  would  be  450  times  $64  times  365  days  for  a  total 
budget  amount  of  $10.5  million.   However,  the  District's  budget  requests  only  $4.6  million.  There  is 
no  explanation  for  this  discrepancy. 

The  Metropolitan  Police  Department  show  $1.7  million  in  non-appropriated  personnel  services 
expenditures  but  has  no  FTEs. 

In  the  1996  Department  of  Human  Sen/ices'  budget,  Medicaid  has  a  cost  per  medicaid  patient  of 
$3,393.  However,  the  budget  does  not  provide  the  number  of  recipients  and  any  other  factors  that 
would  be  included  in  estimating  total  Medicaid  costs. 

Furthemioro,  the  Council  and  the  Mayor  should  reconcile  the  items  vetoed  by  the  Mayor  which  were 
subsequently  overridden  by  the  Council.  The  District  needs  to  be  sure  that  these  items  are  adequately 
provided  for  in  the  fiscal  year  1996  budget  to  assure  the  level  of  services  desired  tor  the  affected  agencies. 
For  example, 

the  Department  of  Administrative  Services  was  reduced  by  $7.8  million  for  utilities  expense  for  38 
DC  government  buildings  and  $8.8  million  for  the  lease  cost  for  6  buildings.   However,  funding  was 
not  provided  elsewhere  in  the  budget  for  these  services. 

the  Department  of  Corrections  was  reduced  for 

1.  Overtime  ($2,676  million)  to  be  achieved  by  hiring  100  additional  correction  officers  but  did  not 
provide  position  authorizations  and  funding. 

2.  Closing  the  modular  facility  and  moving  its  staff  to  other  facilities  to  reduce  overtime.  As  a 
result,  there  is  no  funding  tor  420  housing  inmates  in  fiscal  year  1996. 

3.  Elimination  of  $6  million  for  Federal  Bureau  of  Prisons  for  450  Inmates  in  the  federal  prison 
system.  Those  inmates  cannot  be  brought  back  to  DC  since  the  budget  calls  for  closing  the 
Modular  facility  and  that  staff  would  be  redeployed. 
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7.  Recommendation:  Develop  a  capital  plan  that  identifies  total  capital  needs.  The  plan  should 
outline  proposed  financing  and  include  specific  projects  to  be  financed.  All  projects  should  be 
prioritized  including  all  unfunded  projects. 

The  District  infrastructure  Is  in  serious  need  of  major  capital  improvements.  Water  and  Sewer  Corrections 
Public  Schools,  and  Public  Works  ail  have  major  capital  needs.  There  are  several  examples  of  the  Distncfs 
critical  infrastructure  needs. 

The  public  schools  have  about  180  facilities,  most  of  which  are  old  and  in  need  of  serious  repairs-over  half 
are  more  than  50  years  old.  Realizing  that  significant  improvements  were  needed,  D.C.  Public  Schools 
hired  a  consultant  to  determine  the  cost  of  renovating  all  of  the  schools  to  address  serious  deficiencies  and 
code  violations.  Repairs  and  renovations  outlined  in  the  consultant  study  included  roof  and  window 
replacements,  electrical  system  repairs,  and  improvements  to  address  fire  and  life  safety  deficiencies  The 
study  estimated  that  between  $522  million  and  $650  million  was  needed  to  correct  the  deficiencies  Recent 
estimates  by  the  Superintendent  of  Public  Schools  put  these  needs  now  at  more  that  $1  billion. 

Environmental  Protection  Agency  regulations  require  that  by  the  end  of  fiscal  year  1996  Water  and  Sewer 
must  construct  new  facilities  to  accomplish  sewage  plant  expansions  to  370  million  gallons  per  day  from 
309  million  gallons  per  day.  The  projected  cost  of  this  expansion  is  $350  million.   In  addition  Wafer  and 
Sewer  officials  estimated  that  an  additional  $326  million  is  needed  for  improvements  to  other  water  and 
sewer  facilities.  The  capital  improvement  plan  includes  planned  spending  tor  less  than  20  percent  of  these 
costs.  Other  studies  have  noted  that  by  early  next  century,  the  District's  Water  and  Sewer  system  will  fail 
to  operate  unless  hundreds  of  millions  of  dollars  in  capital  improvements  are  completed. 

Other  agencies  facing  severe  unmet  capital  project  needs  include  the  Department  of  Corrections  and  the 
Department  of  Public  Woriw. 

The  District's  current  capital  plan  includes  only  projects  where  there  is  a  reasonable  expectation  that 
financing  can  be  achieved.  The  fiscal  year  1996  capital  plan  for  fiscal  years  1995  to  2001  calls  for  annual 
capital  spending  of  less  than  $250  million  annually.  Available  financing  could  limit  that  amount  further 
because  of  the  District's  14  percent  debt  service  ceiling  limitation  and  its  poor  bond  rating.  As  a  result  the 
plan  includes  only  a  fraction  of  needed  capital  projects. 

The  District  should  develop  a  comprehensive  plan  that  includes  all  anticipated  capital  needs  and  prioritizes 
all  of  the  projects.  This  plan  could  then  be  used  to  explore  other  possible  options  to  obtaining  capital 
funds. 

8.  Recommendation:  Includ*  •stimatas  of  short-  and  long-tenn  dabt. 

The  District  currently  is  authorized  to  issue  short-  and  long-term  debt  that  are  bacl<ed  by  the  full  faith  and 
credit  of  the  District  of  Columbia.  In  addition,  the  District  is  also  authorized  to  Issue  revenue  bonds  that  are 
not  backed  by  the  full  faith  and  credit  of  the  District.  The  District  has  also  borrowed  from  the  Treasury  to 
meet  the  DistricTs  general  expenses.   Future  debt  considerations  include  financing  the  proposed  sports 
arena  and  convention  center.    In  addition,  changing  the  legal  structure  of  District  entities  could  affect  the 
debt  structure  for  these  entities. 

The  DistricTs  long-term  debt  usually  takes  the  form  of  general  obligation  bonds.   In  fiscal  year  1991,  the 
District  also  received  authority  to  eliminate  the  general  fund's  existing  accumulated  deficit  by  issuing  general 
obligation  bonds.   Currently  general  obligation  debt  is  limited  to  14%  anticipated  revenue.  The  Home  Rule 
Act  specifies  how  this  amount  is  calculated.  GAG  reported  that  the  debt  service  limit  is  not  consistently 
calculated  in  various  District  reports.  ''     The  budget  and  financial  plan  should  include  calculation  of  the 


^^   District  of  Columbia:    Information  on  tha  nistrirfs  nahft  fiAn/AiMn.ociQ  November  22.  1994. 
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debt  percentage  required  by  Home  Rule.    In  addition,  the  calculation  included  in  the  1996  capital  plan 
includes  revenue  for  water  and  sewer  in  1996  that  are  not  included  in  the  1996  budget  for  water  and  sewer. 

P.L  104-8  requires  that  the  District's  budget  and  financial  plan  contain  :-timates  of  short-term  and  long-term 
debt  (both  outstanding  and  expected  to  be  issued).   In  order  to  effectively  assess  the  effects  of  the  District's 
current  and  potential  debt  obligations,  the  budget  should,  at  a  minimum,   identify  and  consolidate  the 
various  debt  obligations  of  the  District.   This  consolidation  should  address  not  only  current  ana  future  year 
obligations,   but  also  the  effects  of  this  debt  on  the  financial  plan  and  budget.  These  schedules  should 
outline  how  the  debt  impacts  all  funds  of  the  District. 

9.  RacQin inundation:   Includs  information  on  tha  costs  associated  with  court  orders  and  the 
specific  amounts  in  the  budget  for  each  court  order  by  agency,  program,  and  object  classes. 

Court  orders  have  been  identified  In  discussions  with  District  and  agency  officials  as  a  significant  factor  for 
estimates  of  expenditures  for  several  agencies,  particularly  Corrections  and  the  Department  of  Human 
Services.   Considering  the  scope  and  magnitude  of  the  costs  associated  with  complying  with  the  court 
orders  and  the  need  to  comply  with  tha  orders,  the  budgets  should  provide  detailed  information  on  the 
costs  associated  with  each  court  order  in  the  responsible  agency  and  program.   Identification  of  the  detailed 
costs  will  provide  a  basis  for  the  Authority  to  work  with  the  District  and  the  courts  to  make  sure  the 
agencies  and  programs  progress  In  not  only  complying  with  the  orders  but  also  in  possibly  restructuring  the 
orders.   Detailed  cost  data  will  also  demonstrate  to  the  courts  the  Districfs  resofva  to  comply  with  the 
orders  and  provide  a  basis  for  relief  and  the  return  of  the  District's  authority  for  deciding  priorities  and  costs 
of  programs. 

Even  more  importantly,  the  District  needs  to  assess  why  so  many  court  orders  are  occurring  and  determine 
what  actions  can  be  taken  to  preclude  future  court  actions  that,  in  affect,  virtually  take  over  management  of 
some  programs  and  agencies.  f=urthar,  the  District  needs  to  determine  the  root  causes  for  its  inability  to 
deliver  tha  services  which  are  the  subject  of  the  court  orders.  Failure  to  address  the  root  causes  can  result 
in  additional  court  actions  and,  in  soma  case,  fines  that  the  District  can  III  afford  to  pay.  The  end  result 
could  be  that  the  District  is  paying  more  to  provide  services  mandated  by  the  Court  than  if  it  had  addressed 
the  causa  of  tha  problem  in  the  first  place. 

Tha  District's  Corrections  facilities  are  under  a  number  of  court  orders  regarding  medical  care, 
environmental  Improvements,  prisoner  population,  and  correctional  officer  staffing.   Specifically,  District 
officials  Indicated  that  the  following  areas  within  Corrections  will  require  over  $500,000  to  remedy. 

As  a  result  of  court  orders,  tha  District's  Department  of  Corrections  capital  improvements  plan  has 
Identified  a  number  of  issues  that  need  to  be  addressed.  For  example,  upgrading  institutional 
facilities,  upgrading  and  expanding  water  and  sewage  facilities,  and  improving  food  preparation  and 
handling  facilities.  The  capital  projects  includes  authorization  for  $38  million  for  sewage  treatment 
plant  improvements  at  the  Lorton  correctional  facility.  However,  only  $10  million  of  ttie  $38  million 
Is  included  in  the  District's  spending  plan. 

District  ottldals  indicated  that  each  District  correctional  facility  is  under  court-imposed  population 
caps  as  a  result  of  Inrnate  complaints  regarding  prisoner  overcrowding,  health  and  food  services, 
and  safety  issues.  Corrections  officials  stated  that  tha  capital  improvement  plan  includes 
authorization  for  new  or  expanded  facilities  ttiat  ara  needed  to  resolve  ttiis  overcrowding,  but  the 
projects  ara  not  all  financed.   Included  in  the  capital  projects  plan  is  a  new  medium  security  facility 
costing  $85  million  for  which  past  and  planned  spending  totals  only  $3.2  million. 

District  officials  also  identified  the  following  three  areas  that  will  require  over  $500,000  to  comply  witti  court- 
ordered  remedies.  Again,  ttie  costs  of  fully  implementing  ttie  court-ordered  remedies  ware  not  known. 

An  April  1994  progress  report  by  tha  court-appointed  monitor  stated  that  the  DistricTS  child  welfare 
system  needs  to  be  reformed.   Included  among  the  reform  requirements  are  hiring  additional  social 
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workers  and  adoption  branch  staff  to  handle  cases  more  timely  and  Installing  a  new  child  welfare 
information  system. 

A  December  1993  report  prepared  by  a  court-appointed  compliance  monitor  stated  that  the  District 
must  provide  adequate  care  and  services  in  the  juvenile  justice  system  and  a  suitable  environment 
according  to  an  individual's  needs  and  the  degree  of  their  offense.  The  primary  costs  of  these 
provisions  are  associated  with  establishing  facilities  to  alleviate  the  current  overcrowding  of  existing 
facilities.  Fines  for  exceeding  the  population  cap  or  for  not  placing  a  child  in  a  timely  manner  in  the 
proper  environment  are  estimated  by  District  officials  to  be  over  $21  million  for  fiscal  year  1995. 

The  final  report,  dated  April  11,1 994,  by  the  special  master  for  the  court,  reported  that  the  District 
must  provide  a  more  comprehensive  continuum  of  community  mental  health  treatment, 
rehabilitation,  housing,  support,  and  homeless  services.  These  agreed-upon  remedies  include 
establishing  residences  for  patients  as  they  transition  from  treatment  facilities  into  the  community 
and  additional  staff  for  community  programs. 

Department  of  Human  Services  officials  have  agreed  to  provide  the  Financial  Responsibility  and 
ivlanagement  Assistance  Authority  with  the  costs  associated  with  Human  Services  court  orders. 

10.  Recommandatlon:   tneluds  cash  flow  estimates  for  all  funds. 

The  District  prepares  one  consolidated  cash  projection  using  the  annual  budget  as  the  basis.  The  District 
manages  numerous  other  funds,  including  capital,  agency  and  escrow  accounts,  all  having  an  effect  on  the 
way  the  District  manages  its  operations.  In  order  to  adequately  assess  the  effects  of  actions  or  proposed 
actions,  including  addressing  infrastructure  needs,  changes  in  the  woridorce,  and  different  financing  options 
the  effects  of  these  activities  on  all  cash  receipts  and  disbursements  Is  necessary.  The  District  of  Columbia 
1995  Appropriation  Act  requires  that  the  District  prepare  a  quarteriy  report  that  Includes  a  cash  forecast  for 
each  fund,  beginning  in  January  1995.     Since  January,  the  District  has  improved  the  information  included 
in  this  cash  flow  projection.  This  cash  flow  is  a  good  model  to  use  for  the  other  funds'  cash  flow  forecasts. 
Detailed  information  on  cash  flows  for  all  District  funds  is  needed  for  good  basic  management  and  is 
fundamental  for  managing  any  organization.   For  example,  cash  flow  information  is  an  essential  ingredient 
to  effective  implementation  of  the  budget  and  financial  plan. 

P.L.I 04-8  requires  that  the  budget  include  a  cash  flow  estimate  for  all  funds.  A  separate  cash  forecast  for 
each  fund  should  show  the  effects  of  all  anticipated  transactions  of  the  District.  These  cash  flow  forecasts 
should  include  all  capital,  enterprise,  and  escrow  accounts.  Cash  flow  estimates  for  all  funds  should 
include  all  resources  available  to  the  fund  and  uses  of  the  fund,  including  payments  to  other  District  funds. 

I''-  Rgcqmm*ndltlon:   include  information  on  all  grants  and  develop  a  list  of  all  potential  grants 
that  the  District  may  be  able  to  receive. 

The  District  currently  receives  over  20%  of  its  funds  from  grants.  For  fiscal  year  1996.  the  District  estimates 
over  $900  millior*  for  grants.  Grant  information  in  the  current  budget  does  not  contain  any  information 
related  to  how  the  grant  is  funded,  what  matching  funds  are  required  and  what  grants  can  no  longer  be 
utilized.   In  order  to  assess  whether  or  not  the  District  Is  tolling  advantage  of  all  resources  already  available 
from  grants,  the  budget  should  included  a  schedule  of  grant  information.  At  a  minimum,  this  schedule 
should  include: 

~  agency  or  agencies  affected; 

-  funding  source; 

objective  of  grant;  ;• 
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matching  funds,  it  any,  required  and  source  of  the  matching  funds;  and 

expenditures  and  FTE's  actually  spent  obligated  and  expected  to  be  spent  by  ob|ect  class. 

This  list  should  also  include  all  grants  for  which  the  District  is  eligible  but  is  not  currently  utilizing.   This  list 
should  also  include  the  reasons  the  District  has  not  applied  for  these  grants. 

12.  Reeommandatlon:  List  all  Internal  and  external  audit  functions  and  resources 

Audits,  both  financial  and  management,  provide  an  essential  control  over  the  performance  of  functions  and 
the  use  of  resources  in  any  organization.   Audits  of  governmental  entities  serve  as  an  independent  means 
for  keeping  the  citizens,  Congress,  top  management  and  agency  level  management  fully  informed  of 
agency  problems  and  corrective  actions.   Auditors  conduct  and  supervise  audits  and  investigations  and 
recommend  policies  to  promote  economy,  efficiency,  and  effectiveness  as  well  as  the  prevention  and 
detection  of  fraud  and  abuse  in  programs  and  operations  of  programs  and  agencies.   Auditors  prepare 
reports  on  the  results  of  their  audits  and  investigations  and  to  communicate  and  document  their  proposed 
recommendations  and  suggested  improvements. 

Public  Law  104-8  establishes  a  much  stronger  Inspector  General  (IG).  The  IG  will  be  appointed  by  the 
Mayor  subject  to  approval  by  the  Authority  and  shall  report  to  the  Authority.   The  IG  will  have  a  broad  range 
of  responsibilities  that  require  audit  involvement  in  virtually  ever  aspect  of  the  District's  operations,  including 
the  annual  audit  of  the  complete  financial  statements.  These  audits  will  include  reviews  of  internal  controls 
and  of  compliance  with  laws  and  regulations  as  well  as  the  full  range  of  grant,  contract,  operational,  and 
program  audits  traditionally  performed  by  the  IG.  As  a  result,  the  IG  will  need  additional  resources,  not 
fewer  as  the  fiscal  year  1996  budget  requests.  The  fiscal  year  1996  budget  cuts  in  half  the  number  of 
FTEs  in  the  Inspector  General's  Office  from  the  20  who  were  on-board   in  1994  to  9  FTEs. 

As  a  first  step  towards  establishing  the  level  of  IG  resources  needed  the  District  should  identify  all  internal 
and  external  audit  functions  and  resources.  This  would  include  any  and  all  contracted  audit  functions  and 
audits  of  entitlement  claims  and  settlements.  This  will  provide  an  initial  resource  base  for  the  new  Inspector 
General  to  develop  a  strategic  plan.  A  strategic  plan  will  help  ensure  effective  audit  coverage  of  the 
District's  programs  and  operations.    The  IG  should  develop  a  plan  to  link  the  District's  risks  and  problems 
with  audit  strategies  for  addressing  those  risks  and  problems,  budgetary  resources  necessary  to  implement 
the  audit  strategies,  and  performance  measures  to  evaluate  the  IG's  progress.  Audits  of  grants  and 
contracts,  intemal  operations  and  administrative  activities, and  program  results  are  critical  to  helping  ensure 
that  programs  and  operations  are  properly  carried  out  and  potential  problems  are  identified  and  resolved  in 
a  prompt  and  effective  manner.  With  the  depth  and  breadth  of  the  District's  fiscal  crisis,  it  is  important  that 
an  independent,  objective  IG  structure  be  in  place  to  ensure  adequate  audit  and  investigative  coverage  of 
the  District's  programs  and  operations. 

The  list  of  audit  functiona  should  contain  all  District  audit  resources  at  the  District  level  and  within  agencies 
and  programs.  Mor«  speciflcaJty,  the  list  should  include  all  resources  in  terms  of  expenditures,  contracts, 
FTEs,  etc. 
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CLOSING  REMARKS  OF  CHAIRMAN  WALSH 

Mr.  Walsh.  Thank  you  very  much.  Thank  you  very  much  for 
coming  today  with  Mr.  Hill  and  your  staff,  and  thank  you  for  tak- 
ing on  this  marvelous  challenge  that  we  all  have.  Those  of  us  who 
are  watching  very,  very  closely  see  some  progress. 

Dr.  Brimmer.  Thank  you,  sir. 

Mr.  Walsh.  And  we're  pleased  at  that.  We  have  a  long,  long, 
long  way  to  go,  but  you  had  some  tough  questions  today.  We  get 
the  tough  questions,  too.  I  expect  we'll  have  more  tough  ones  before 
we're  finished.  But  thank  you  very  much  and  we'll  see  you  again 
soon. 

Dr.  Brimmer.  Thank  you,  sir. 

Mr.  Walsh.  The  hearing  is  adjourned  subject  to  the  call  of  the 
chair. 

questions  for  the  records 

[The  following  questions  were  submitted  to  the  Authority  for  re- 
sponse for  the  record;  the  Authority's  response  appears  after  each 
question:] 
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RESPONSES  FOR  THE  RECORD 

From  Dr.  Andrew  F.  Brimmer,  Chairman 

District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority 

Hearing  Before  the  Subcommittee  on  the  District  of  Columbia 

Committee  on  Appropriations,  US  House  of  Representatives 

July  19.  1995 


Do  you  have  an  organization  chart  of  the  Board's  staff?  Please  provide  a  copy  for 
the  record. 

The  Executive  Director  has  not  established  a  fomial  organization  chart  of  the  staff 
and  does  not  believe  such  a  chart  would  adequately  reflect  the  Authority's  worthing 
environment.  The  Authority  has  four  broad  operationai  functions,  including  legal, 
financial,  management,  and  administrative  areas.  Specific  duties  and  projects  will 
be  handled  by  a  variety  of  staff  in  all  of  these  broad  general  areas.  The  Authority 
intends  that  most  issues  will  be  addressed  by  multi-disciplinary  teams  providing  a 
holistic  approach  to  problem-solving. 

Do  you  have  job  descriptions  of  each  staff  position  with  salary  ranges?  Please 
provide  a  copy  for  the  record. 

We  do  not  have  specific  job  descriptions  for  positions,  nor  do  we  plan  to  have  such 
descriptions.  The  Authority  seeks  employees  with  skills  in  critical  thinking,  analytical 
ability  and  the  capacity  to  maintain  successful  professional  relationships.  These 
individuals  also  need  to  have  a  strong  conmiitment  to  improving  the  Distnct. 

We  t)elieve  the  Board  was  given  conskferabte  power  in  PuWrc  Law  104-8,  the 
enabling  legislation  of  the  Authority.  We  understand  the  Board  could  override  the 
Mayor  and  City  Council  and  enact  its  own  legislation  with  the  consent  of  Congress 
(Sec  207(c))   Am  you  prepared  to  use  it?  Do  you  envision  that  any  time  soon  you 
may  have  to  use  it?  If  yes,  on  what  issue{s)?  For  example,  on  spending  control 
issues  firing  (and  hiring)  certain  personnel,  controlling  issuance  of  contracts  voiding 
some,  orexercising  more  contml  over  the  day-to-day  financial  operations  of  the 
Distnct.  particularty  if  no  Chief  Financial  Officer  (CFO)  is  in  place. 

At  this  point  in  time,  it  is  premature  to  detemiine  in  what  ways  the  Authority  wouW 
exercise  its  authority  under  Section  207(c).  In  recent  weeks  "^e  A"«>«]^  .^.^ 
extremely  active  on  a  variety  of  fronts  including  recommended  reductions  in  Distnct 
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personnel,  working  with  the  District  to  address  its  cash  needs,  and  questioning 
leases  for  office  space.  The  Authority's  hope  is  that  ail  actions  and 
recommendations  will  be  imptemented  by  the  District.  Decisions  on  how  and  when 
to  use  the  powers  in  Section  207(c)  will  be  made  on  a  case-by-case  basis. 

How  much  time  will  you  be  allowing  the  District  government  to  remedy  their  financial 
and  management  problems  before  you  get  involved? 

The  Authority  is  already  involved,  as  noted  in  the  response  to  Question  4. 

What  do  you  plan  to  do  if  the  District  does  not  act  to  reduce  ttie  fiscal  year  1996 
budget  by  5, 600  FTEs,  or  achieve  the  $70  million  of  management  initiatives?  What 
do  you  plan  to  do  if  they  do  not  comply  with  (he  ottier  recommenda^ons  you  made 
with  the  budget  you  submitted  to  them  a  few  days  ago?  Please  be  as  specific  as 
you  can. 

The  Board  made  12  recommendations  to  the  District  government  regarding  its  fiscal 
year  1996  budget;  do  these  12  recommerxiations  represent  fhe  full  extent  of  ttie 
District's  budget  problems,  and  will  these  12  recommendations  put  them  on  ttie  road 
to  a  fully  balanced  budget  by  1999?  If  no,  then  what  are  the  other 
recommendations,  and  why  were  they  not  included  with  the  o^er  12?  If  yes.  do  you 
believe  the  Congress  may  have  overstated  ttie  problems  facing  the  District,  and  may 
have  over  reacted  in  passing  ttie  Control  Board  legislation?  -  ,  .v. 

As  we  stated  in  our  response  to  Question  4,  we  hope  that  the  District  implements 
our  recommendations.  As  the  Subcommittee  noted  in  Question  4,  the  Authority  has 
substantial  power  to  take  actions  to  address  unmet  recommendations.  It  is 
premature  at  this  time  to  outline  the  specific  instances  in  wtiich  the  Authority  will 
take  direct  action. 

The  Authority's  recommendations  are  just  the  beginning  of  a  kxig  process  for 
strengthening  financial  stability  and  service  delivery  in  the  District.  A  number  of  the 
Authority's  reconwnendatkjns  are  designed  to  elicit  additional  information  needed 
for  analysis  and  problem  klentification.  In  addition,  ttie  Authority  plans  to  work  with 
the  District  to  develop  the  Financial  Plan  and  Budget .  These  documents  will 
provkle  a  strategic  blueprint  for  Improving  the  District's  financial  and  program 
management  capacity. 

What  do  you  plan  to  do  to  get  better  numbers  from  the  District  government, 
especially  if  an  independent  CFO  is  not  in  f^ace  for  some  time?  Will  you  contract 
out  special  teams  of  accountants  to  gather  better  numbers? 
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Are  you  familiar  with  the  Apnl  30,  1995  baseline  closing  of  the  district's  cash 
balance,  accounts  payable,  obligations,  and  fund  balances  that  I  and  Senator 
Jeffords  requested?-  To  our  knowledge,  the  closing  still  has  not  t>een  done.  The 
purpose  of  the  request  was  to  obtain  better  numbers  from  the  District  government  so 
that  we  could  better  evaluate  the  budget  requests  submitted  by  the  Disthct  and 
better  appraise  the  District's  financial  condition.   The  closing  would  also  have  helped 
the  U  S.  Treasury  determine  just  how  much  money  the  District  really  needs  and  how 
the  District  would  be  able  to  pay  it  back.  Do  you  know  on  what  basis  the  U  S. 
Treasury  did  lend  money  to  the  District  without  knowing  what  the  District's  real  cash 
position  is,  and  how  much  the  District  really  owes,  ie.  how  did  Treasury  know  how 
much  cash  the  District  government  really  needed?  Can  you  shed  some  light  on  this 
for  us? 

A  number  of  the  recommendations  we  made  regarding  the  District's  budget  invoived 
the  need  for  more  information.  We  plan  to  work  with  the  District  to  help  develop  this 
data.  We  are  also  helping  the  District  to  contract  for  a  baseline  closing.  A  Request 
for  Proposal  (RFP)  was  prepared,  notice  of  the  work  was  printed  in  the  Washington 
Post,  and  proposals  were  received.  This  wori<  will  be  done  by  the  same  firm  that 
audits  the  District's  fiscal  year  1995  financial  statements. 

The  General  Accounting  Office  (GAO)  worked  with  the  District  and  the  U.S. 
Department  of  the  Treasury  on  this  loan.  GAO's  methodology  was  outlined  in  its 
statement  before  the  Subcommittee  on  June  21 ,  1995. 

Is  the  fiscal  year  budget  realistic?  What  changes  did  you  make  to  the  budget? 

Did  the  budget  include  nonappropriated  as  well  as  appropriated  revenue?  The 
$335.4  million  FY  1994  audited  deficit  consists  of$1 16.3  million  in  the  appropriated 
category  and  $218.6  million  or  almost  twice  as  much  in  the  nonappropriated 
category.  (P.L  104-8,  sec.  301  (a)(1)(A)  redefines  District  revenues  to  include  all 
funds  derived  from  taxes,  fees,  charges,  miscellaneous  receipts,  etc.  which 
heretofore  had  been  excluded  from  the  District's  budget  submitted  to  Congress.) 

Because  of  the  lack  of  infbmiation,  particulariy  regarding  the  assumptions  used  in 
formulating  the  budget,  the  Authority  cannot  adequately  determine  whether  or  not 
the  District's  fiscal  year  1996  budget  is  realistic.  The  recommendatwns  we  made  to 
the  budget  included  adjustments  to  FTE's  with  resulting  dollar  changes,  and 
adjustments  made  because  of  undefined  management  initiatives.  These 
adjustments  are  explained  in  our  report  on  the  budget  that  we  submitted  to  the 
Subcommittee  on  August  15, 1995.  The  District's  fiscal  year  1996  budget  does 
include  expenditures  from  all  funds,  but  it  does  not  include  a  breakdown  of  these 
expenditures  by  object  ciass. 
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8.  Will  the  Board  concentrate  on  the  revenue  side  of  the  financial  cnsis  equation,  or  the 
expenditure  side?  Or  both?  \/Vhich  will  receive  the  most  pnority  and  resources? 
Will  increasing  taxes  be  a  near  term  revenue  consideration? 

The  Authority  will  look  at  all  facets  of  the  District's  financial  condition.  Initially  we  will 
focus  on  expenditures,  but  we  also  plan  to  assess  the  level  and  source  of  revenues. 

9.  Do  you  envision  the  Board  issuing  bonds  in  the  near  future?  If  yes.  when,  why  and 
how  much? 

Not  at  this  time. 

10.  Do  you  think  that  the  District  would  ever  be  put  into  receivership?  If  yes, 
under  what  conditions  do  you  think  that  would  happen? 

The  Authority  plans  to  continue  to  work  with  the  District  to  address  its  problems.  We 
do  not  anticipate  that  the  entire  District  wouk)  be  placed  into  a  receivership. 

11.  Do  you  have  a  strategk:  plan,  with  a  mission  statement,  specific  measurable 
objectives,  strategies  to  be  folkjwed  to  achieve  those  otjjecdves,  with  timetables  for 
completion,  and  procedures  to  measure  the  performance  of  the  Board's  Executive 
staff  and  Director?  May  we  have  a  copy? 

The  Authority  is  cun-ently  devetoping  a  strategk:  plan  that  has  measurable 
objectives.  We  expect  to  periodically  report  on  the  status  of  our  progress  in  meeting 
our  objectives.  We  will  provkle  the  subcommittee  with  a  copy  of  the  plan  when  it  is 
completed. 

12.  What  do  you  see  as  your  missnn,  and  when  do  you  anticipate  achieving  that 
mission?  Are  there  things  you  will  want  to  achieve  immediately,  some  in  the  near 
term,  while  others  may  be  accomplished  in  the  tonger  term?  Do  you  have  a  list  of 
"must",  'should',  and  'nice  to  do'  type  issues  deveksped  yet?  What  are  some  of 
those  items  arni  what  is  the  timetable  for  each  of  them?  Are  they  in  any  particular 
priority  ordw  within  each  grouping? 

The  missk>n  of  the  Authority  is  stipulated  in  Public  Law  104-8.  As  noted  in  the 
response  to  Question  12,  we  are  currently  developing  a  strategic  plan  that  will 
prioritize  our  goals  and  objectives.  After  working  with  the  District  and  the  Congress 
on  the  fiscal  year  1996  budget,  the  Authority's  principal  task  is  to  assist  the  District 
in  developing  its  four-year  financial  plan  and  budget,  which  must  be  completed  by 
February  1. 1996. 

4  .      :.  ■:. 
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13.  Do  you  have  a  plan  to  improve  the  services  of  the  District,  e.g.  trash  collection, 
police  protection,  recycling,  foster  case,  housing,  and  education?  According  to  P.L 
104-8,  sec  207(a),  the  Authority  may  submit  recommendations  to  promote  service 
delivery  efficiency  of  the  District  government  Is  there  a  plan  and  a  timetable  to 
study  and  make  meaningful  recommendations  in  these  important  areas? 

The  Authority  has  already  begun  to  address  the  issue  of  improved  services  to 
District  citizens.  Not  only  is  this  a  critical  part  of  our  mission,  as  stipulated  in  P.L. 
1 04-8,  but  Members  of  the  Authority  see  this  a  key  indicator  of  the  Authority's 
success.  In  our  July  15  recommendations  to  the  District,  we  included  a 
recommendation  for  the  District  to  develop  pilot  performance  management  projects 
in  the  Departments  of  Public  Works  and  Administrative  Services,  and  in  the  Office  of 
Personnel.  The  District  has  already  initiated  some  results-oriented  management 
projects  in  these  offices.  We  plan  to  recommend  expansion  of  results-oriented 
management  principles  to  other  District  agencies  and  departments.  Additionalty.  we 
plan  to  recommend  that  the  District  include  key  results-oriented  outcomes  and 
outputs  in  its  four-year  fir^ncial  plan  arxl  txidget. 

14.  Have  you  contacted  anyone  in  the  District  regarding  how  City  management 
will  take  some  actions  to  improve  the  attitude  and  discipline  City  emptoyees 
for  them  to  be  responsible,  accountable,  courteous  and  responsive?  Will  you 
have  any  hand  in  the  improvement  of  personnel  training  and  proficiency,  the 
adjustment  of  staffing  levels,  and  the  improvement  of  training  and 
performance  of  management  and  supenfisory  personnel?"  (PER  P.L.  104-8, 
sec.  207(a)(10))  If  yes.  hovir  and  when? 

We  plan  to  monitor  and  recommend  appropriate  actions  in  a  variety  of  personnel 
areas.  For  example,  we  will  rrKjnitor  implementation  of  our  personnel  reduction 
recommendations.  In  addition,  a  key  part  of  our  responsibilities  involves  assessing 
and  approving  all  labor  contracts.  We  are  devekjping  a  strategy  for  assessing  not 
only  indivklual  labor  contracts,  but  also  the  District's  entire  labor  management 
process.  Although  a  key  to  good  customer  service  is  the  attitude  of  the  emptoyees, 
frequently  the  processes  also  impede  good  service.   As  we  noted  in  our  August  1 5, 
1995  report  to  Congress,  the  District  has  many  qualified  employees  who  are  woridng 
hard  every  day  to  deliver  services  to  District  residents.  However,  many  of  the 
processes  for  canying  out  these  programs  are  ineffective  and  service  delivery 
suffers  no  matter  how  hard  employees  worit. 

1 5.       What  do  you  envision  will  be  different  in  the  District  a  year  from  today.  /.  e.  what 
difference  will  the  Board  make? 


372 


The  Authority  has  already  made  a  difference.  The  Authority  has  recommended 
personnel  reductions,  helped  the  District  obtain  needed  cash,  and  has  questioned  a 
key  proposed  lease.  Authority  staff  are  worthing  every  day  with  staff  of  the  executive 
and  legislative  parts  of  the  District  govemment  to  address  the  DistricTs  financial  and 
management  problems. 

16.  How  and  when  will  you  be  taking  action  regarding  the  District's  high  per  capita  costs 
of  the  sen/ices  it  provides? 

As  we  noted  in  our  response  to  Question  14,  we  have  recommended  that  the 
District  develop  pilot  performance  management  projects  in  order  to  deliver  more 
effective  services.  A  key  part  of  this  process  will  be  the  identificatjon  of  benchmarks 
based  on  the  experiences  of  other  jurisdictions.  Costs  will  be  systematically 
assessed  as  a  part  of  this  process. 

1 7.  What  do  you  expect  to  do  to  foster  privatization  of  service  activities  in  the 
District? 

In  response  to  our  recommendations  to  reduce  personnel,  the  District  has  proposed 
a  number  of  privatization  initiatives,  including  one  proposal  involving  nearly  900 
employees  in  the  Public  Schools  in  food  services  and  security.  The  Authority 
cautions  that  privatization  simply  to  transfer  personnel  off  the  District  payroll  may  not 
be  wise.  Privatization  initiatives  must  make  business  sense  before  they  are 
pursued.  The  Authority  will  work  with  the  District  to  kJentify  appropriate  initiatives. 

18.  What  do  you  think  ought  to  6e  done  about  the  state  functions  whnh  the 
District  nowprovkies?  If  you  believe  some  ought  to  be  turned  over  to  the 
federal  govemment,  whKh  orws  are  they?  Have  you  give  any  thought  on 
how  and  when  this  wouM  be  done? 

This  analysis  is  central  to  the  four-year  financial  plan  and  budget  due  on  February 
1 . 1 996.  The  Auttxxity  will  examine  a  variety  of  proposals  and  recommend  those 
that  make  financial  sense  and  result  in  improved  services. 

1 9.  What  am  your  goals  and  objectives  for  the  Board,  and  how  (and  when)  will 
you  (and  we)  know  wtten  you  have  achieved  them,  i.e.  how  will  you  (and  we) 
know  if  and  wtien  the  legislation  enacted  this  year  is  being  successful? 
Please  limit  your  response  to  quantifiable  and  measurable  goals,  i.g.  per 
capita  costs  of  all  District  sendees  overall  will  have  been  reduced  25%  or  are 
no  greater  than  20%  of  other  kjcal  iurisdk:tions,  the  cost  of  servKes  privatized 
have  feeen  reduced  by  25%.  customer  surveys  say  that  75%  of  the  customers 
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are  satisfied  with  such  services  as  trash  collection,  police  protection,  safety  in 
the  schoois,  etc. 

See  response  to  Question  12. 

20.  What  performance  measures  will  the  Board  t>e  setting  for  City  employees  as 
part  of  the  Board's  responsibility  to  provide  "hAanagement  Assistance'  to  the 
District? 

The  Authority  will  look  at  performance  measures  in  several  ways.  Two  examples 
are:  (1 )  the  development  of  performance  marwgement  pilot  projects  may  include 
Individual  perfomiance  measures  that  relate  to  organizational  performance 
measures,  and;  (2)  as  a  part  of  our  review  of  labor  contracts,  we  will  assess  the 
feasibility  of  including  productivity  indicators  in  tabor  contracts. 

21.  How  will  the  Board  be  helping  the  District  improve  its  schools,  crime  on  the 
streets  (dmgs,  etc.).  and  bring  middle  class  families  and  businesses  back  into 
the  District?  How  will  the  Board  affect  foster  care  services  and  aid  for 
dependent  children? 

The  Authority's  mission  will  not  be  fulfilled  if  we  simply  balance  the  budget  and 
improve  the  District's  fiscal  condition.  A  critical  part  of  the  Authority's  responsibilities 
is  to  improve  the  delivery  of  services. 

22.  Which  of  the  following  roles  do  you  perceive  the  Board  will  play  in  its  dealings 
will  the  District  government: 

0  line  function? 

o  assistarKe  to  the  Mayor? 

o  legislative? 

0  other ? 

0  all  or  none  of  the  above? 

We  will  assist,  oversee,  and.  if  necessary,  direct  the  District  government  to  improve 
its  fiscal  condition  and  management.  To  do  this,  we  plan  to  work  vnth  both  the 
executive  and  legistetive  branches  of  the  District  government  the  Congress  and  all 
other  relevant  organizations. 

23       What  contact  is  planned  by  the  Board  vrith  the  local  community  to  research, 
study  and  ncommend  impmvements  in  senrices  to  the  citizens  and  visitors  of 
the  District?  Will  you  accompany  House  Speaker  t^lewt  Gingrich  to  town 
meetings'  tte  may  tte  attertding? 
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Since  its  creation,  the  Authority  has  received  considerable  input  from  District  citizens 
and  organizations,  both  at  public  meetings  and  through  letters,  faxes,  and  phone 
calls.  In  addition.  Authority  Members,  the  Executive  Director,  and  Authority  staff 
regularty  meet  with  numerous  community  organizations  to  discuss  the  Authority's 
mission  and  activities.  We  plan  to  continue  to  solicit  this  important  input  from  all 
citizens  of  the  District. 

24.  What  level  of  materiality  will  you  be  using  when  deciding  to  get  involved  with 
a  particular  pmblem,  like  salary  negotiations,  expenditures  on  positions? 

The  Authority  has  broad  responsibilities  to  review  all  legislation  with  a  financial 
implication,  as  well  as  all  contracts,  leases,  and  other  District  activities.  The  criteria 
to  review  specific  actions  will  not  be  based  only  on  a  dollar  threshold,  but  also  on 
other  factors  that  may  make  the  activity  important.  Our  strategic  plan  will  outline  our 
approach  to  carrying  out  these  responsibilities. 

25.  The  City's  problems  are  more  widespread  than  merely  a  huge  budget  deficit. 
We  believe  the  cause  of  the  financial  crisis  to  be  one  of  gross 
mismanagement.   What  is  your  view? 

The  City's  problems  have  been  caused  by  a  myriad  of  problems-management 
weaknesses  are  part  of  the  problem. 

26       \/\iftet  is  the  Authority's  position  fBlative  to  Mayor  Barry's  recent  order  to 

overspend  on  Medicaid,  AFDC.  and  child  welfare  expenses  without  regard  to 
appropriated  amounts? 

The  Authority  does  not  believe  that  the  District  should  spend  beyond  the 
congressionally-approved  authortzed  budget. 

27.      As  the  Courts  put  more  department  and  agency  activities  into  receivership,  what  will 
be  the  Authority's  role  in  dealing  with  the  powers  of  the  Courts?  W;il  the  situation 
become  one  of  the  "tan  wagging  the  dog"? 

The  Authority  is  concerned  about  the  large  number  of  District  programs  that  are 
impacted  by  court  orders.  We  noted  in  our  August  15,  1995  report  to  Congress  that 
a  substantial  portion  of  the  District's  operations  are  subject  to  court  orders  and 
consent  decrees.  In  effect,  these  judicial  mandates  are  establishing  policies  and 
directing  significant  segments  of  the  Districts  operations  and  programs. 
Considering  the  scope  of  these  orders  and  decrees,  the  Distiict  and  the  Authority 
need  to  establish  an  effective  wording  relatk>nship  with  the  courts  to  help  return 
programs  to  the  District  and  to  avoid  future  court  orders  and  consent  decrees.  The 
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Authority  has  recommended  that  the  District  assess  programs  operating  under  court 
orders  to  determine  compliance  and  resource  constraints.  The  District  should  also 
identify  costs  expended  that  would  not  be  incurred  in  the  absence  of  the  court  order. 
This  infbmiation  could  provide  a  basts  for  discussions  with  the  appropriate  court 
officials  in  resolving  what  can  be  realistically  accomplished  in  light  of  the  current 
financial  crisis.  The  District  should  also  assess  the  vulnerability  of  all  other  District 
programs  and  operations  to  obviate  the  need  for  future  action  by  the  courts. 

28.  What  is  being  done  to  monitor  the  progress  the  Board  is  to  make  toward 
achieving  the  purposes  of  PL  104-8  which  is  stated  in  Sec.  2(b)?  Please 
provide  to  this  Subcommittee  ttie  monitoring  system  proposed  and  the 
updates  to  that  system  on  a  quarterly  basis  beginning  with  the  quarter  ending 
September  30.  1995  (the  updates  should  be  submitted  15  days  after  each 
quarter). 

As  stated  in  our  response  to  eariier  questions,  we  plan  to  establish  a  strategic  plan 
for  carrying  out  the  responsibilities  of  the  Authority.  This  plan  will  contain 
measurable  objectives  that  can  be  used  to  judge  the  success  of  the  Authority's 
actions.  Section  2(b)  of  P.L.  1 04-8  contains  the  basic  purpose  of  the  Act  and  these 
will  be  a  part  of  our  standards  that  we  expect  to  be  judged  against.  The  Authority 
will  periodically  report  our  progress  toward  meeting  our  ot)jectives. 

29.  Do  you  have  any  suggestions  or  needs  to  change  P.L  104-8  which  we  may 
be  able  to  include  in  our  appropriations  bill?  For  example,  should  the 
appointment  of  office  heads  by  the  Mayor  be  changed? 

Authority  staff  is  continuing  to  meet  with  the  Subcommittee  regarding  potential 
changes.  Additionally,  we  wi«  in  the  future  continue  to  consider  other  changes  as 
necessary. 
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ADDITIONAL  QUESTIONS  FROM  CONGRESSMAM  DURBIN 

^         '^^^*^  ^*^"^  '"^^^^'"9  ways  its  budgetary  action  can  improve  and  make 
productive  economicatty  distressed  areas  in  the  District? 

At  this  time,  we  have  not  specifically  identified  all  of  the  activities  and  issues  that  we 
will  assess,  but  an  important  part  of  the  District's  future  viability  rests  with  helping  to 
improve  the  city's  most  distressed  areas. 

2.        Are  you  investigating  ways  to  enhance  neight}ort)ood  tax  bases  by  locating 
government  offices  in  distressed  areas? 


3. 


See  response  to  Question  1. 

We  have  not  specifically  analyzed  the  fiscal  vear  iQOfi  n.v  ^  w  ^ 

its  impact  on  creating  jobs.  ^  ^  ^'^^""^  ''"^9«t  ^  determine 

How^^  m,s  tu^  in,^  e«=*  ^^  ss  enters,  ,o„,,,  ^  ^„^  ^^^ 
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[CLERK'S  NOTE.--  The  following  questions  dated  May  15,  1996, 
were  sxibmitted  to  the  Financial  Control  Board  for  response.  The 
control  board's  response  follows  the  Committee's  list  of  questions. 
In  their  response,  the  control  board  (1)  restated  the  questions  in 
some  instances,  and  (2)  omitted  entire  questions  in  some  instances 
and  therefore  provided  no  answer  to  the  Committee's  original 
ouestion.  This  situation  has  been  brought  to  the  attention  of  the 
control  board  staff  with  a  request  that  the  Committee's  original 
questions  be  answered.  As  of  October  24,  1996,  the  requested 
information  has  not  been  received  from  the  control  board.] 


******************** 


QUESTIONS  FOR  HEARING 

MAY  15,  1996 

WITNESS:  D.C.  CONTROL  BOARD 


dc96ques. 515 
5-14-96 


ADMINISTRATIVE  QUESTIONS: 

1  What  is  the  status  of  the  Authority's  report  on  the  28  items 
included  in  our  fiscal  year  1996  Conference  Report? 

2  Public  Law  104-8,  the  enabling  legislation  which  set  up  the 
Authority,  states  in  sec.  224  that  "not  later  than  30  days 
after  the  last  day  of  each  fiscal  year  which  is  a  control 
year  the  Authority  shall  submit  a  report  to  Congress 
describing  (1)  the  progress  made  by  the  District  government  in 
meeting  the  objectives  of  the  Act,  (2)  the  assistance  provided 
by  the  Authority  to  the  District  in  meeting  the  purposes  of 
the  Act,  and  (3)  any  other  activities  of  the  Authority  during 
the  fiscal  year."  Has  the  Authority  prepared  such  a  report 
and  submitted  it  to  Congress? 

3  What  is  the  status  of  your  strategic  plan  which  you  mentioned 
at  an  earlier  meeting  with  us?  Does  it  include  a  mission 
statement,  specific  measurable  objectives,  strategies  to  be 
followed  to  achieve  those  objective,  with  timetables  tor 
completion,  and  procedures  to  measure  the  performance  of  the 
Authority's  executive  director  and  staff? 

a  Are  there  objectives  or  goals  you  want  to  achieve 
immediately,  some  in  the  near-term,  while  others  may  be 
accomplished  in  the  longer  term? 

b  Do  you  have  a  list  of  "must",  "should",  and  "nice  to  do" 
type  issues  with  timetables  for  each  of  them  developed 
yet? 
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4.  Please  provide  for  the  record  a  list  of  all  of  the  Authority's 
personnel  as  of  April  30,  1996,  their  position  description,  a 
copy  of  their  resume,  the  date  each  was  placed  on  the  payroll, 
and  the  project  areas  they  are  assigned. 

5.  We  understand  from  the  budget  you  submitted  for  the  operations 
of  the  Authority,  amounting  to  $3.4  million  for  FY  1997,  that 
you  envision  it  being  funded  out  of  interest  earned  from 
monies  held  in  escrow  in  the  Authority's  bank  account.  At  an 
assumed  interest  rate  of  5%  this  means  the  Authority  will  have 
an  average  daily  balance  of  approximately  $70  million  in  the 
bank. 

a.  Why  is  such  a  large  amount  of  money  sitting  in  the  bank 
when  vendors  are  waiting  to  be  paid? 

b.  What  is  the  source  of  the  $70  million? 

c.  Why  isn't  the  interest  deposited  into  the  District's 
general  fund  and  the  Authority's  budget  funded  from  general 
fund  revenues  similar  to  how  other  agency  budgets  are  funded? 

d.  Has  the  Authority  obligated  or  in  any  way  used  any  "excess 
funds"  pursuant  to  section  213(a)  (3)  (B)  of  Public  Law  104-8? 
If  so,  please  explain  and  provide  a  more  complete  explanation 
for  the  record. 

BUDGET  QUESTIONS: 

6.  You  expressed  concern  in  your  May  8,  1996  report  on  the 
District's  FY  1997  budget  (p. 7)  about  the  necessary  management 
decisions  that  the  District  will  need  to  make  to  execute  this 
budget .  Could  you  tell  us  what  the  Control  Board  plans  to  do 
if  the  Mayor  does  not  make  those  tough  decisions?  Could  you 
please  be  specific,  and  could  you  tell  us  how  we  might  be  able 
to  help  you  in  whatever  actions  you  may  need  to  take  to  get 
the  District's  budget  under  control? 

7.  You  also  expressed  concern  in  your  May  8,  1996  report  (p. 13) 
"about  determining  the  appropriate  level  of  revenue  needed  to 
run  the  District."   Could  you  elaborate  on  that  for  us? 

8.  You  expressed  concern  again  in  your  May  8,  1996  report  (13.) 
that  recommendations  made  in  previous  reports  have  not  been 
addressed.  What  action  is  the  Control  Board  expecting  to  take 
to  remedy  this  condition?  Is  more  power  needed  by  the  Control 
Board  to  take  whatever  actions  it  needs?  Please  let  us  know 
what  the  Congress  can  do  to  assist  you  in  getting  action  from 
the  District  government.   Should  we  all  have  a  meeting  with 

,  ■  the  Mayor  and  City  Administrator?  Should  something  be  enacted 
into  law?  Should  Rep.  Tom  Davis  become  involved  with  this 
problem? 
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9.  The  District's  Chief  Financial  Officer,  at  our  hearing  last 
week  testified  that  36%  of  the  District's  appropriated  budget 
had  been  obligated  during  the  first  six  months  of  fiscal  year 
1996.  If  that  rate  is  extrapolated  for  the  remainder  of  the 
year,  the  District  could  end  the  year  with  a  spending  level 
lower  than  that  approved  by  Congress,  say  90  to  95  %,  which 
could  lead  to  a  budget  surplus  as  well  as  a  cash  surplus  for 
the  year  which  could  be  used  to  pay  down  the  unpaid  bills 
carried  over  from  last  year  -  is  that  correct? 

Also,  shouldn't  the  District  government  be  disciplining  itself 
to  stay  within  90  to  95%  of  the  appropriation  for  FY  1996? 
Aren't  revenues  coming  in  at  a  lower  rate  than  forecasted,  so 
that  if  the  District  controls  its  spending  at  the  90%  level  it 
will  more  closely  match  the  level  of  revenues  coming  in  and 
therefore  not  incur  a  cash  deficit  for  FY  1996? 

10.  The  Control  Board  is  recommending  a  deficit  of  $99.1  million 
for  FY  1997  with  expenditures  totaling  $5,135  billion,  which 
is  $141  million  more  (3%)  than  the  $4,994  billion  set  by  the 
Congress  for  FY  1996.  (The  FY  1996  budget  originally  approved 
by  the  House  was  $256  million  below  the  Control  Board's 
recommendation  and  provided  a  surplus  of  $106  million  based  on 
the  District's  revenue  projection  at  the  time  that  budget  was 
submitted. ) 

We  are  concerned  that  the  District's  budget  continues  to 
increase  while  revenues  are  decreasing.  What  is  being  done  to 
reduce  expenditures  given  the  numerous  reports  about  the  waste 
in  the  District  government ' s  operations?  Have  the  Rivlin 
Commission  and  the  Mayor's  Transition  Team  been  contacted  by 
the  Control  Board  to  discuss  their  previous  recommendations  to 
reduce  the  District's  budget  by  hundreds  of  millions  of 
dollars? 

11.  You  mention  on  p.  14  of  your  May  8,  1996  report  that  the 
Control  Board  is  disapproving  the  Mayor's  revised  budget 
request,  and  several  reasons  are  stated.  We  understand  that 
this  budget  along  with  recommendations  is  being  sent  to  the 
City  Council.  What  is  the  next  step  after  the  City  Council 
deliberates  some  more  on  this  budget?  Congress  will  get  the 
Control  Board's  final  recommended  District  FY  1997  budget  by 
June  15,  1996  -  correct? 

12.  On  p.  14  of  your  May  8,  1996  report  it  states  that  "the 
rescission  of  a  substantial  number  of  capital  projects  is  a 
major  step  in  controlling  funds  allocated  for  capital 
expenditures."  Why  is  that  a  good  thing?  We  thought  that  one 
of  the  reasons  that  the  District  has  so  many  problems  is  that 
not  enough  was  being  spent  on  infrastructure  needs  like 
repairing  roads  and  schools.  Recommendation  #15  in  the  report 
is  looking  for  a  capital  plan  from  the  District  but  what  is 
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the  delay?   Hasn't  the  District  prepared  a  plan  before? 

In  recommendation  #15  of  the  report  a  listing  of  all  District 
owned  and  leased  space  is  also  being  requested,  with  a  due 
date  of  August  31,  1996.  Didn't  you  request  this  from  the 
District  months  ago?   What  is  the  delay? 

13.  On  p.  16  of  the  report  it  states  that  agencies  will  be 
transferred  off  the  budget.  Does  this  mean  that  these  agency 
functions  will  no  longer  be  a  part  of  the  District  government 
and  will  not  require  any  further  appropriation  of  expenditures 
from  the  Congress  annually?  Where  or  what  will  they  be 
transferred  to?  Will  these  no  longer  be  government  functions? 
How  will  they  be  funded,  i.e.  how  will  they  raise  revenue  to 
sustain  their  operations? 

14.  In  reading  your  May  8,  1996,  report,  on  page  19  you  state  that 
"The  Authority  is  concerned  that  the  Financial  Plan  and  Budget 
workforce  reduction  initiative  may  not  achieve  the  level  of 

savings  indicated  in  the  Mayor's  Response Unless  these 

targets  are  reached,  not  only  are  the  fiscal  year  1996  FTE  and 
budget  targets  in  jeopardy,  but  the  fiscal  year  1997  saving 
targets  will  also  not  be  achieved.  As  noted  above,  the 
District  has  made  little  progress  in  reducing  FTEs  this  year." 
You  also  indicate  on  that  same  page  that  it  is  difficult  to 
determine  the  viability  of  any  savings  and  that  accountability 
for  the  reductions  has  not  been  established. 

In  expressing  all  of  your  concerns  that  the  District  is  not 
responding  to  the  Authority's  recommendations,  is  it  possible 
that  the  District  will  incur  a  huge  deficit  in  fiscal  year 
1997  and  if  so  will  that  be  the  straw  that  breaks  the  camels 's 
back  and  puts  the  District  into  receivership?  Could  that 
happen  in  fiscal  year  1996? 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 


O^FST'^ONS  FOR  THE  RECORD 

rnmmittee  on  Appropriations 

Subcommittee  on  the  District  of  Columbia 

U.S.  House  of  Representatives 

MAY  17, 1996 


1.  Public  Law  104-8,  the  enabling  legislation  which  set  up  the  Authority,  states  in 
sec.  224  that  "not  later  than  30  days  after  the  last  day  of  each  fiscal  year  which 
is  a  control  year,  the  Authority  shall  submit  a  report  to  Congress  describing  (1) 
the  progress  made  by  the  District  government  in  meeting  the  objectives  of  the 
Act,  (2)  the  assistance  provided  by  the  Authority  to  the  District  in  meeting  the 
purposes  of  the  Act,  and  (3)  any  other  activities  of  the  Authority  during  the 
fiscal  year."  Has  the  Authority  prepared  such  a  report  and  submitted  it  to 
Congress?  If  not,  when  might  the  Congress  expect  to  receive  the  report? 

Section  224  requires  a  report  by  the  Authority  within  30  days  after  the  last  day  of 
each  fiscal  year  which  is  a  control  year.  The  first  control  year  began  October  1,  1995 
and  will  end  September  30,  1996.  The  first  report  by  the  Authority  is  therefore  due 
October  30,  1996. 

2.  What  is  the  status  of  preparing  the  Authority's  strategic  plan?  Does  the  plan 

include  a  mission  statement,  specific  measurable  objectives,  with  timetables  for 
completion,  and  procedures  to  measure  the  performance  of  the  Authority's 
executive  director  and  staff? 

a.  Are  there  objectives  or  goals  which  the  Authority  wants  to  achieve 
immediately,  some  in  the  near-term,  while  others  may  be  accomplished  in 
the  longer  term? 

b.  Does  the  Authority  have  a  list  of  "must",  "should",  and  "nice  to  do"  type 
issues  with  timetables  for  each  of  them  developed  yet? 

Authority  staff  and  Board  Members  are  currently  developing  a  strategic  plan  and 
annual  report,  which  will  be  shared  with  the  Congress  and  the  public  upon  their 
completion.  The  documents  will  include  a  mission  statement,  measurable  goals 
and  objectives,  and  timetables  for  the  expected  completion  of  certain  goals.  The 
document  will  further  provide  an  assessment  of  short-term  and  long-term 
objectives  and  a  discussion  of  the  Authority's  overall  priorities. 
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3.    From  the  budget  submitted  by  the  Authority  for  its  operations  during  fiscal 
year  1997,  amounting  to  $3.4  million,  it  appears  that  the  Authority  envisions 
that  the  funds  are  to  be  derived  from  interest  earned  on  monies  held  in  escrow 
in  the  Authority's  bank  account.  At  an  assumed  interest  rate  of  5%  this  means 
the  Authority  will  have  an  average  daily  balance  of  approximately  $70  million 
in  the  bank. 

a.  Why  is  such  a  large  amount  of  money  sitting  in  the  bank  when  vendors  are 
waiting  to  be  paid? 

Any  long  term  borrowing  would  be  held  in  escrow,  as  required  by  P.L.  104-8. 
Any  long-term  financing  would  need  to  cover  seasonal  cash  flow  needs.  Thus, 
not  all  borrowing  proceeds  would  be  forwarded  to  the  District  by  the  Authority 
immediately  upon  receipt. 

b.  What  is  the  source  of  the  $70  million? 

As  required  by  P.L.  104-8,  the  Authority  receives  the  federal  payment  upon 
appropriation  by  Congress.  Once  an  appropriation  is  made,  the  Authority 
disburses  funds  in  accordance  with  the  CFO's  cash  management  plan,  which  uses 
the  funds  over  a  longer  period  of  time.  Therefore,  interest  equal  to  the 
Authority's  budget  is  not  predicated  on  holding  $70  million  dollars  for  365  days, 
but  is  instead  based  on  holding  much  larger  sums  for  shorter  periods.  The  CFO 
has  stated  that  he  would  expect  the  Authority  to  ensure  that  funds  are  properly 
authorized  before  being  released  to  the  District.  Based  on  having  seasonal  cash 
flow  on  hand  for  longer  periods,  escrow  funds  from  any  long-term  borrowing,  as 
well  as  short  term  interest  on  the  federal  payment,  the  Authority  determined  that 
interest  sufficient  to  ftrnd  our  1 997  budget  would  be  earned  on  these  proceeds. 

c.  Why  isn't  the  interest  deposited  into  the  District's  general  fund  and  the 
Authority's  budget  funded  from  general  fund  revenues  similar  to  how  other 
agency  budgets  are  funded? 

The  Authority  is  not  an  agency  of  the  District  government.  As  required  by  P.L. 
104-8,  interest  earned  on  the  source  cited  above  £u-e  to  be  used  specifically  to 
fund  the  Authority's  operations.  Even  if  appropriations  are  used,  the  funds  are 
authorized  to  be  transferred  to  the  Authority  on  the  first  day  of  the  fiscal  year. 
Of  course,  interest  earnings  in  excess  of  our  budget  are  available  for  use  by  the 
District  in  accordance  with  the  requirements  of  P.L.  104-8. 
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d.    Has  the  Authority  obligated  or  in  any  way  used  any  ''excess  funds"  pursuant 
to  section  213  (a)  (3)  (B)  of  Public  Law  104-8?  If  so,  please  explain  and 
provide  a  more  complete  explanation  for  the  record. 

To  date,  the  Authority  has  no  "excess  funds"  as  described  in  section  2 1 3  (a)  (3) 
(B)  of  P.L.I  04-8  because  no  there  has  been  no  issuance  of  bonds  on  which  a  debt 
reserve  fund  would  be  established  . 

Concern  is  expressed  in  the  Authority's  report  of  May  8,  1996  on  the  District's 
FY  1997  budget  (p.7)  about  the  necessary  management  decisions  that  the 
District  will  need  to  make  to  execute  the  budget.  Please  inform  the  Congress  as 
to  what  the  Authority  plans  to  do  if  the  mayor  does  not  make  those  tough 
decisions?  Please  be  specific. 

The  Authority  expects  that  the  both  the  Council  and  Mayor  will  ftilly  cooperate  in 
execution  the  consensus  budget.  In  the  unlikely  event  that  cooperation  is  not 
forthcoming  the  Authority  will  use  its  authority  under  Section  207  of  its  enabling 
legislation,  P.L.  104-8,  to  make  recommendations  to  the  Mayor,  Council,  President, 
and  Congress  on  actions  taken  to  ensure  compliance  with  the  financial  plan  and 
budget,  and  to  otherwise  promote  the  financial  stability,  management  responsibility, 
and  service  delivery  efficiency  of  the  District  government.  If  the  Mayor  does  nt)t  act 
to  adopt  any  such  recommendations  within  90  days,  the  Authority  will  by  a  majority 
vote  take  appropriate  action  concerning  the  recommendation.  As  required  by  statute, 
the  Authority  will  consult  with  the  Committee  on  Government  Reform  and  Oversight 
of  the  House  of  Representatives  and  the  Committee  oh  Goverrunental  Affairs  of  the 
Senate  prior  to  taking  action  on  any  such  recommendation. 

Concern  was  again  expressed  in  the  Authority's  May  8,  1996  report  (p.  13)  that 
recommendations  made  in  previous  reports  have  not  been  addressed.  What 
action  is  the  Authority  expecting  to  take  to  remedy  this  situation?  Is  more 
power  needed  by  the  Authority  to  take  whatever  actions  it  needs? 

Section  207  of  Public  Law  104-8  gives  the  Authority  broad  power  to  make 
recommendations  to  the  District  government,  and  to  enact  and  implement  such 
recommendations  itself  if  the  District  government  does  not  do  so.  The  Authority 
expects  to  exercise  its  powers  under  Section  207  vigorously. 

The  Authority  is  recommending  a  deficit  of  S99.1  million  for  FY  1997  with 
expenditures  totaling  S5.135  billion,  which  is  $141  million  more  (3%)  than  the 
S4.994  billion  set  by  the  Congress  for  FY  1996. 

a.     What  is  being  done  to  reduce  expenditures  given  the  numerous  reports 
about  the  waste  in  the  District  government's  operations? 
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Apportionment  levels  were  established  for  agencies  in  February  1996  and  were 
updated  based  upon  the  Authority's  allocations  of  funds  to  agencies  in  Maich, 
1996.  Also,  agency  controllers  were  brought  under  the  direct  control  of  the  CFO 
and  were  provided  guidance  on  their  duties  and  accountability  under  the  Anti- 
Deficiency  Act.  The  agency  controllers  are  required  to  perform  due  diligence 
checks  before  obligating  funds  in  the  financial  management  system,  and  must 
timely  enter  obligations  into  the  system.  Also,  the  CFO  has  organized  two  teams 
to  monitor  and  control  spending. 

First,  a  budget  execution  team  has  been  established  in  the  budget  office  to  (1) 
monitor  agency  spending  and  revenue  collections;  (2)  develop  useful  financial 
management  reports  that  compare  spending  and  current  appportionments  with 
projected  spending;  and  (3)  alert  District  officials  of  potential  overspending  and 
work  with  agencies  to  develop  options  to  resolve  potential  overspending. 

Secondly,  a  certification  team  has  been  established  in  the  Controller's  office  to 
(1)  review  and  certify  all  obligating  documents  prior  to  acceptance  into  the 
financial  management  system;  and  (2)  review  all  vouchers  prior  to  payment. 
This  is  to  assure  that  only  proper  obligations  are  incurred  and  that  actual 
payments  are  appropriate  in  accordance  with  obligating  documents.  Requests  for 
items  that  are  not  consistent  with  the  agency's  mission  will  be  reflected  and 
sanctions  imposed  on  the  spending  authority  of  the  agency.  Violations  of  the 
District's  contracting/procurement  regulations,  such  as  splitting  procurements 
into  smaller  contracts  to  avoid  exceeding  contracting  limits  and  issuance  of 
contracts  or  purchase  orders  before  the  approval  df  obligating  documents  are 
unacceptable. 

Finally,  the  CFO  has  directed  agencies  to  work  continuously  on  developing  and 
monitoring  spending  plans  for  their  respective  operations,  providing  much  more 
detail  in  support  of  planned  spending. 

Please  explain  what  reductions  could  be  made  to  achieve  a  balanced  budget 
and  avoid  a  possible  deficiency  in  FY  1997  since  the  projected  deficit  of 
S99.1  million  is  less  than  2  percent  of  the  total  budget  of  $5,135  billion. 

The  Authority's  reductions  to  the  Mayor's  budget  are  reflected  in  our  May  8, 
1996,  report.  Our  concern  with  the  mayor's  budget  was  that  it  understated  costs 
the  District  will  incur.  Our  budget  actually  addresses  long  term  structural  issues 
that  were  previously  ignored,  and  specific  initiatives  were  also  evaluated  to 
ensure  that  the  true  costs  of  operations  were  considered. 

It  is  important  to  remember  that  structural  change  is  also  imbedded  in  this 
document.  The  budget  includes  changes  to  how  the  prisons  are  funded,  and  how 
health  care  services  are  provided  and  funded.  Moreover,  it  anticipates  a  redesign 
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of  procurement,  which  will  save  costs  and  improve  services.  Like  most  structural 
changes  to  budgets,  savings  do  not  always  occur  in  the  first  year,  and  the 
Authority  has  remained  conservative  in  its  views  about  the  value  of  such  savings 
in  this  budget  document.  We  expect  additional  savings  in  the  coming  years. 

7.  Section  103  of  the  Fiscal  Year  1996  Appropriations  act  states  that  amounts 
appropriated  are  the  maximum  amount  to  be  expended  and  are  not  amounts 
that  are  set  apart  to  be  spent.  Public  law  104-8  charges  the  Chief  Financial 
Officer  to  apportion  all  appropriations  and  funds  for  obligations  "^so  as  to 
prevent  obligation  or  expenditure  in  a  manner  which  would  result  in  a 
deficiency  or  a  need  for  supplemental  appropriations..."  What  is  the  Authority 
doing  to  bridge  the  gap  between  the  level  of  authority  provided  in  the 
Appropriations  Act  and  actual  revenues  which  are  below  the  level  on  which  the 
congressionally-approved  budget  for  fisc?'  year  1996  was  based  so  that  there  is 
neither  a  cash  nor  budget  deficit? 

See  attached  letter  to  Chairman  Walsh,  dated  June  13,  1996. 
(See  pages  388-392,  this  volume  for  letter  and  attachments.) 

8.  On  p.  14  of  the  Authority's  May  8,  1996  report  it  states  that  "the  rescission  of  a 
substantial  number  of  capital  projects  is  a  major  step  in  controlling  funds 
allocated  for  capital  expenditures."  Why  is  that  a  good  thing?  Isn't  one  of  the 
reasons  that  the  District  has  so  many  problems  is  that  not  enough  was  spent  on 
infrastructure  needs  like  repairing  roads  and  schools?  Recommendation  #15  in 
the  Authority's  report  Is  looking  for  a  capital  plan  from  the  District  but  what  is 
the  delay?  Hasn't  the  District  prepared  a  plan  before? 

Since  1980,  the  District  has  authorized  budget  aulhorily  in  its  appropriated  capital 
budget  for  projects  of  $4.2  billion.  Of  this  amount,  $1 .3  billion  remains  unfinanced. 
As  part  of  the  FY  1997  capital  budgeting  process,  an  assessment  of  the  capital  needs 
for  all  District  agencies  was  made,  and  it  revealed  an  additional  $1.7  billion  of 
unfinanced  requests.  Unfortunately,  the  District's  current  ability  to  finance  its  capital 
needs  is  sorely  limited.  The  District  estimates  that,  as  a  result  of  its  financial 
situation  and  credit  rating  downgrades,  the  appropriated  capital  budget  will  be 
limited  to  $900  million  over  the  six  year  planning  period,  or  approximately  $1 50 
million  a  year. 

Prior  to  this  year,  the  District's  capital  budgeting  process  allowed  budget  authority  to 
be  given  to  projects  without  regard  to  the  District's  ability  to  finance  such 
obligations.  This  practice  of  approving  projects  on  an  authority  basis  has  a  number 
of  drawbacks.  It  provides  an  overly  optimistic  view  of  the  Distnct's  actual  ability  to 
implement  its  capital  borrowing  plan.   Project  managers  cannot  efficiently  manage 
their  financial  resources  because  of  the  uncertainty  as  to  the  availability  of  financing 
balances.  The  practice  also  facilitates  spending  a  disproportionate  amount  of 
resources  on  the  design  phase  for  projects  which  ultimately  never  get  financing 
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Historically,  the  District  has  played  catch-up  by  financing  projects  and/or  agencies' 
negative  finance  balances  by  financing  these  negative  balances  in  the  ensuing  capital 
borrowing.  In  light  of  the  District's  limited  access  to  capital,  the  city  does  not  have 
the  ability  to  allow  unplanned  spending  to  proceed. 

To  correct  this  situation  and  to  develop  a  realistic  capital  plan,  the  District  conducted 
a  review  of  its  capital  program  and  approved  only  those  projects  that  could  be 
completed  within  the  $900  million  and  could  meet  at  least  one  of  the  following 
criteria: 

•  current  conditions  impede  agency  operations 

•  health  and  safety  issues 

•  major  equipment  purchase  to  support  operations 

•  revenue  producing  initiatives 

•  court  order  or  legal  mandate 

•  self-sufficient  initiative 

•  binding  agreements 

Budget  authority  for  all  of  the  projects  that  were  not  selected  was  either  allocated  to 
approved  projects  or  rescinded.  This  reallocation  and  rescission  will  close  the  gap 
between  outstanding  budget  authority  and  financing  capability  by  committing  budget 
authority  to  only  those  projects  for  which  financing  is  available.  While  limiting 
spending  to  the  money  available  is  a  significant  departure  fi-om  the  present  process,  it 
will  provide  a  more  orderly  and  efficient  capital  budgeting  process. 

We  recognize  that  this  change  in  process  is  in  direct  conflict  with  requests  for 
significant  increase  in  capital  spending  for  existing  capital  facilities  with  extreme 
cases  of  deferred  maintenance,  repair,  and  reconstruction.  However,  until  alternative 
financing  vehicles  can  be  found  to  finance  these  requests,  they  must  be  defeired. 
Providing  budget  authority  without  the  corresponding  financing  will  not  resolve 
these  infi-astructure  problems,  but  only  continue  the  past  problems  described  above. 

ThojDistrict  has  prepared  capital  budget  plans  since  Home  Rule  began.  However, 
the  Authority  provided  the  District  with  guidance  on  preparing  the  capital  budget  that 
produced  major  changes  in  the  city's  formulation  of  the  a  capital  budget  plan.  These 
changes,  one  of  which  was  the  comprehensive  review  of  projects  described  above, 
have  been  time  consuming.  As  a  consequence,  the  initial  capital  budget  plan,  which 
was  submitted  to  the  Authority,  lacked  some  requested  information. 

One  of  the  missing  components  was  a  complete  inventory  of  the  District's  owned 
and  leased  real  estate  assets  with  an  assessment  of  the  condition  of  the  assets.  This 
information  had  been  requested  before,  but  had  been  found  to  be  incomplete  and 
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inaccurate.  District  officials  have  told  us  that  they  are  conducting  a  comprehensive 
identification  and  review  of  all  real  estate  assets. 

9.  On  p.  16  of  the  report  it  states  that  agencies  will  be  transferred  off  the  budget. 
Does  this  mean  that  these  agency  functions  will  no  longer  be  a  part  of  the 
District  government  and  will  not  require  any  further  appropriations  of 
expenditures  from  the  Congress  annually?  Where  or  what  will  they  be 
transferred  to?  Will  these  no  longer  be  government  functions?  How  will  they 
be  funded,  i.e.  how  will  they  raise  revenue  to  sustain  their  operations? 

Page  16  of  the  May  8,  1996  report  should  be  more  precise  -  Full-Time  Equivalent 
(FTE)  positions  for  the  organizations  will  no  longer  be  counted  as  District  FTE 
positions.  The  agencies  and  the  reasons  for  the  non-inclusion  in  the  FTE  budget  are 
as  follows: 

•  The  Department  of  Public  and  Assisted  Housing  is  under  receivership  and  all 
employees  who  are  funded  with  other  than  local  ftmds  (five  locally-funded 
employees  remain  in  District  positions)  are  removed  from  D.C.  personnel  rolls. 

•  The  Sports  Commission  is  an  independent  agency  that  utilizes  no  local  funds. 

•  The  District  has  proposed  to  form  a  Public  Benefits  Corporation  to  take  over 
functions  of  D.C.  General  Hospital  and  some  Department  of  Human  Services 
clinics.  These  employees  will  no  longer  be  District  employees. 

•  The  District  has  proposed  that  a  regional  water  and  sewer  commission  be  formed. 
WASUA  employees  will  be  transferred  to  this  regional  agency. 

10.  The  May  8,  1996  report  states  on  page  19  that  "The  Authority  is  concerned 
that  the  Financial  Plan  and  Budget  workforce  reduction  initiative  may  not 

achieve  the  level  of  savings  indicated  in  the  [Vfayor's  Response Unless  these 

targets  are  reached,  not  only  are  the  fiscal  year  1996  FTE  and  budget  targets 
in  jeopardy,  but  the  fiscal  year  1997  saving  targets  will  also  not  be  achieved. 
As  noted  above,  the  District  has  made  little  progress  in  reducing  FTEs  this 
year."  it  also  states  on  that  same  page  that  it  is  difficult  to  determine  the 
viability  of  any  savings  and  that  accountability  for  the  reductions  has  not  been 
established. 

In  expressing  all  of  these  concerns  that  the  District  is  not  responding  to  the 
Authority's  recommendations,  it  is  possible  that  the  District  will  incur  a  huge 
deficit  in  fiscal  year  1997  and  if  so  will  that  be  the  straw  that  breaks  the 
camel's  back  and  puts  the  District  into  receivership?  Could  that  happen  in 
fiscal  year  1996? 

The  actions  taken  by  the  Chief  Financial  Officer,  such  as  the  apportionments,  the 
budget  execution  team  and  certification  team,  should  help  preclude  a  surprise  in  the 
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form  of  a  "huge  deficit"  for  fiscal  year  1996  or  fiscal  year  1997.  Unfortunately, 
fiscal  year  1996  has  been  problematic  because  of  the  delay  in  enacting  an 
appropriation  for  the  District,  combined  with  the  delay  in  receipt  of  the  Federal 
payment,  which  exacerbated  the  fiscal  problems  of  the  city.  This  situation  helped 
to  create  greater  problems  in  such  areas  as  cash  shortages,  the  size  of  the  deficit, 
vendor  payments,  dwindling  revenues,  and  decaying  infrastructure.  Equally 
critical  was  the  delay,  and  even  some  reversal,  of  the  progress  the  District  had 
made  toward  stabilizing  its  financial  condition.  Moreover,  the  absent  Federal 
payment  also  raised  the  costs  to  the  District  through  increased  interest  charges. 
Nevertheless,  it  is  unlikely  that  a  'huge  deficit"  will  occur  or  that  such  a  deficit,  by 
itself,  would  put  the  District  into  receivership.  The  emphasis  must  remain  on 
enacting  a  credible  financial  plan  and  budget  that  leads  the  District  toward  financial 
stability  under  the  timetable  established  by  the  statute. 
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8Haa1)mgton.  QC  20515-3225 


May   22,     1996 


Mr.  Anthony  A.  Williams 
Chief  Financial  Officer 
The  District  of  Columbia 
441  4th  Street,  N.W. 
Suite  1150  North 
Washington,  D.C.  20001 

Dear  Mr.  Williams: 

At  our  two  most  recent  hearings  the  issue  of  a  projected 
deficit  for  fiscal  year  1996  has  come  up  and  I  am  deeply 
concerned  that  every  effort  must  be  made  to  insure  that  the 
City  not  spend  more  thaui  it  receives.  Public  Law  104-8 
charges  the  Chief  Financial  Officer  to  apportion  "all 
appropriations  and  funds  made  available  for  the  year  for 
obligations  so  as  to  prevent  obligation  or  expenditure  in  a 
manner  which  would  result  in  a  deficiency  or  a  need  for 
supplemental  appropriations....".  This  disciplined 
apportionment  process  is  Jibsolutely  essential  in  the 
financial  management  of  the  District  at  all  times  so  that 
there  is  neither  a  cash  nor  budget  deficiency  at  year  end. 

Section  103  of  the  D.C.  Appropriations  Act  for  fiscal  year 
1996  also  states  that  amounts  appropriated  are  the  maximum 
amounts  to  be  expended  rather  than  the  amounts  that  must  be 
spent .  The  purpose  of  section  103  is  to  allow  the  District 
to  manage  its  programs  within  available  funds  --  not  just 
within  available  budget  authority  --so  that  overspending  in 
budget  authority  or  cash  does  not  occur.  For  example,  the 
District  predicated  its  FY  1996  budget  of  $5,148  billion  on 
a  certain  level  of  revenues.  Our  subcommittee  was  concerned 
as  far  back  as  early  last  year  that  the  District's  revenue 
projections  were  overly  optimistic  so  we  recommended  a  budget 
of  S4.867  billion.  That  amount  was  increased  to  $4,994 
billion  in  our  conference  with  the  Senate.  The  Congress  made 
no  change  to  the  District's  revenues.  Therefore  the  same 
level  of  revenues  that  the  District  government  planned  to  use 
to  finance  its  requested  $5,148  billion  budget  was  left  in 
place  to  fund  the  $4,994  billion  budget.  This  lower  spending 
level  should  produce  a  budget  balanced  in  both  cash  and 
budget  authority. 
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Anthony  A.  Williams 
May  22,  1996 
Page  2 


At  our  hearing  on  May  9,  1996,  you  testified  that  the 
District  is  "...  now  looking  at  a  revenue  shortfall  for  the 
year  of  around  $116  million."  The  Committee  is  confident 
that  you,  as  the  Chief  Finamcial  Officer  are  exercising  your 
apportionment  authority  and  reducing  agency  budgets 
accordingly  to  reflect  reduced  revenue  levels.  The  $4,994 
billion  number  approved  by  Congress  was  not  scientifically 
determined  and  is  not  the  level  that  the  District  is  required 
to  spend.  If  that  were  the  case,  section  103  would  not  have 
been  included  in  the  bill.  Spending  must  be  controlled  and 
must  have  a  direct  auid  realistic  relationship  to  revenues. 
The  sooner  this  fact  is  realized  and  the  necessary  actions 
are  taken  to  achieve  that  balamce,  the  better  it  will  be  for 
all  concerned,  especially  District  residents  and  taxpayers. 

Continued  deficit  spending,  while  satisfying  short-term 
demands,  threatens  the  District's  long  term  financial 
stability  by  requiring  the  District  to  borrow  additional 
funds  to  pay  current  operating  expenses.  An  alternative 
course  to  deficit  spending  is  to  reduce  the  budget  at  this 
point  in  time,  whether  it  be  a  reduction  of  2,  3  or  6 
percent,  to  match  revised  revenue  projections  rather  than 
exacerbate  the  District's  financial  condition  by  spending  at 
a  higher  level  that  cannot  be  supported  by  revenues  in  this 
year  let  alone  future  years.  Dr.  Andrew  Brimmer  in  his 
testimony  before  the  Subcommittee  last  Wednesday  stated  that 
the  Authority  sees  "revenues  being  stagrant  over  the  next 
several  years".  With  the  outlook  for  revenues  through  the 
year  2000  being  relatively  flat,  the  urgency  for  taking  quick 
action  to  make  reductions  early  is  all  the  more  crucial.  At 
that  same  hearing,  John  Hill,  the  Authority's  Executive 
Director,  further  illustrated  the  need  to  achieve  savings  in 
fiscal  year  1996  when  he  stated  that  "What  is  at  risk  is,  if 
you  start  at  1997  with  a  higher  number,  then  you  will  not  be 
able  to  get  the  savings  that  you're  counting  on  in  1997.". 

The  Committee  continues  to  be  greatly  concerned  about  the 
District's  finances  and  urges  you,  as  the  Chief  Financial 
Officer,  to  execute  whatever  procedures  are  necessary  to 
reduce  spending  so  that  spending  does  not  exceed  revenues  and 
at  the  same  time  maintain  essential  services  at  an  adequate 
level.  The  entire  structure  of  the  District  government  must 
be  factored  into  all  authorizations  for  the  expenditure  of 
funds.  I  cannot  overemphasize  that  the  District  is  in  a 
financial  crisis  and  cannot  continue  business  as  usual . 
Budget  reductions  of  2,  3  or  6  percent  should  be  achievable 
immediately  through  closer  program  scrutiny.   Those 
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reductions  are  a  small  price  to  pay  in  return  for  the 
District  government  achieving  some  semblance  of  financial 
solvency  and  credibility  in  the  financial  community. 

The  Committee  would  appreciate  your  response  as  to  what 
procedures  are  in  place  or  are  being  planned  to  insure  that 
the  District  government  does  not  incur  a  cash  or  budget 
deficiency  for  fiscal  year  1996  in  any  of  its  funds  and  that 
there  is  complifuice  with  the  intent  of  the  provisions  of  the 
FY  1996  D.C.  Appropriations  Act  and  Public  Law  104-8  cited 
earlier. 


-LdULi. 


Jimes  T.  Walsh 

fiairman 
Subcommittee  on  District 

of  Columbia  Appropriations 
Committee  on  Appropriations 
U.S.  House  of  Representaives 

cc:   Dr.  Andrew  P.  Brimmer 

Honorable  Marion  Barry,  Jr. 
HonoreU>le  David  A.  Clarke 
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no^  fifSf ^f!!!2.T?~^^^*"''^  *^^  foUowing  letter,  the  Committee  has  received 
no  further  information  or  communication  from  the  control  board  as  to  "whether  a 
variance  exists  between  results  to  date  and  the  financial  plan  and  budget"  (3rd 
paragraph  of  Dr.  Brimmer's  June  13,  1996  letter  to  the  Committee).  The  Committee 
nlil'^f  informed  by  District  government  staff  that  Mayor  Barry  responded^y  tele 

flt^nn?  ?'">?r"^^o'  '^T^  12,  1996  letter.  The  Coiimittee  was  not  appriid  of 
the  content  of  Mayor  Barry's  response.]  oHPxi&eu  oi 

District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority 

Washington,  D.C. 


June  13, 1996 

Honorable  James  T.  Walsh 

Chainnan 

D.C.  Subcommittee  on  Appropriations 

1330  Longworth  House  Office  Building 

Washington,  D.C.     20515 

Dear  Chariman  Walsh: 

This  is  in  response  to  your  May  22,  1996,  leQer  to  the  Chief  Financial  Officer 
concemmg  a  potential  revenue  shortfell  and  the  impact  that  it  will  have  on  the  District 
The  D.C.  Financial  Responsibility  and:Management  Assistance  Authority  (Authority)  has 
requested  additional  information  fidta  Mayor  Barry  as  part  of  the  review  of  the  second 
quarter  fmancial  status  report  of  D.C.  for  fiscal  year  1996.  Attached  for  your  review  is  a 
copy  of  the  June  12,  1996,  letter  that  the  Authority  sent  to  the  Mayor  requesting 
additional  informatiorL 

As  outlined  in  P.L.  104-8  Section  206,  the  Authority  is  required  to  review 
quarterly  reports  of  the  actual  revenues  obtained  and  expenditures  made.  Based  upon  a 
review  of  this  report,  the  Authority  determined  there  "was  a  need  for  additional 
information  related  to  revenues  and  expenditures.  Additionally,  the  Authority  wiU 
evaluate  the  report  for  consistency  vwth  the  financial  plan  and  budget  for  fiscal  year  1996. 

Upon  analysis  of  the  addition^  information  that  was  requested,  the  Authority  will 
determine  whether  a  variance  exists  between  results  to  date  and  the  financial  plan  and 
budget  In  the  event  of  a  variance,  the  Authority  will  woric  with  the  Mayor  to  develop  a 
plan  to  address  the  variance. 


Sincerely  yours, 

Andrew  F.  Brimmer  ^ 

Chairman 

Enclosure 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C, 


June  12, 1996 


The  Honorable  Marion  Barry,  Jr. 
Mayor,  District  of  Columbia 
441  Fourth  Street,  N.W. 
Suite  1 120 
Washington,  D.C.  20001 

Dear  Mayor  Barry: 

As  you  know,  PX.  104-8  Sectioa  206  requires  the  Authority  to  review  quarteriy  reports 
describing  the  actual  revenues  obtained  oad  expeoditures  made  by  the  District  Further, 
section  206  (b)  states  that  y^ 

"If  the  Autfaorily  detcnnines,  based  on  rqx>rts  submitted  by  the  May<»'  -^ 
indq)eodent  audits,  or  sudi  other  information  as  the  Authority  may  obtain,  that 
the  revenues  or  eaqieodituies  of  the  District  government  during  a  control  year  are 
not  consistent  widi  the  fi™*"""'  plan  and  budg^  for  tiie  year,  the  Authority  shall 
require  the  Mayor  to  provide  such  additional  information  as  the  Audiority 
detennines  to  be  necessary  to  explain  the  iiKonsistency^" 

Accordingly,  upcm  review  of  the  "Financial  Status  Report:  Second  Quarter  Fiscal  Year 
1996",  the  Authority  has  detennined  the  need  for  additional  information  related  to  the 
revenues  and  expenditures  and  the  consistency  with  the  financial  plan  and  budget  for 
fiscal  year  1996.  Specifically,  the  following  information  is  requested: 

I.  EXECUnVE  SUMMARY 

1 .  Provide  a  comparison  of  estimated  revenues  with  actual  revenues  for  the  first  half  of 
the  fiscal  year  and  discuss  any  plans  to  address  a  variance  if  a  variance  exists.  (Refer  to 
page  1,  paragrajA  3  of  the  report) 

2.  Provide  details  of  how  miscellaneous  disbursements  will  be  held  to  an  average 
approximately  50%  less  than  the  monthly  average  for  the  first  half  of  the  fiscal  year. 
(Refer  to  page  1,  last  paragraph  of  the  report) 

3.  Provide  information  on  the  accounts  and  amounts  of  revenues  and  expenditures  that 
were  not  posted  to  an  FMS  account  before  the  end  of  the  quarter.  (Refer  to  page  3, 
panigraph  1  of  the  report) 
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The  Honorable  Marion  Barry 
June  12,  1996 
Page  2 

n.  COMPARATTVP  GENERAL  FUND  REPQRT- 

nSCALYRAR  1996. 

CASH  RECEIPTS  AND  DTSBURSEMENTS 

1 .  Provide  the  basis  for  (a)  2nd  quarter  estimates,  (b)  ytd  estimates,  and  (c)  full  year  cash 
estimate. 

2.  Provide  discussion  or  details  on  the  net  adjustments.  Also  indicate  the  period  for 
wiliich  the  net  adjustments  were  made. 

3.  For  Federal  grants,  provide  details  on  the  grants  not  included  and  details  on  the  grants' 
disallowance  that  would  of^t  against  this  line. 

m.  CONSOLIDATED  CASH  FLOW  REPORT 

STATEMENT-FISCAL  YEAR  1996  WITH 

ACTUALS  THROUtJH  THE  SECOND  OIJARTF.R 

1.  For  payroll  disbursements,  provide  an  e^laoation  for  the  decrease  in  June  to  $1 19.5 
miUion,  increase  in  July  to  $150.8  miUion,  and  decreases  in  August  ($129  J  miUion)  and 
September  ($107  million). 

2.  Provide  an  explanation  for  lowered  average  disbursements  for  private  and  other  non- 
appropriated fund's  from  May  to  S^tember. 

3.  Provide  an  explanation  for  the  increased  Medicaid  payments  during  April  through 
September. 

4.  Provide  an  explanation  for  the  increased  disbursements  for  Water  and  Sewer/Aqueduct 
Other  Than  Personnel  Services  disbursements  from  April  through  September. 

5.  Provide  an  explanation  for  the  variations  from  month  to  month  from  March  through 
September  for  Rents  and  Utilities  disbursements. 

6.  Provide  an  explanation  for  the  decreased  miscellaneous  disbursements  during  May 
through  September. 


IV.  COMPARATIVE  SCHEDULE  OF  CASH  FLOWS 

FOR  THE  PERIODS  ENDED 

MARCH  31.  1996  AND  SEPTEMBER  30.  1995 

1 .  Consider  deleting  this  schedule,  since  comparing  two  unlike  periods  does  not  provide 
any  useful  information. 
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The  Honorable  Nifarion  Baiiy 
June  12,  1996 
Page  3 


V.  COMPARISON  OF  THE  SECOND  QUARTER  ADJUSTMENT 
rAPRIL  1996^  TO  THE  REVISED  ESTIMATE  (JANUARY  1 99<r> 

1.  A  comparison  is  needed  to  tbe  original  budget  rather  than  the  January  1996  estimate. 

VI.  TAXES  RECEIVABLE  AGING 

1 .  Provide  an  explanation  of  the  basis  for  the  reserves. 

2.  Provide  an  e}q)lanation  of  the  note  references  for  the  columns  with  numbers  in 
parenthesis. 

Vn.  YEAR-TO-DATE  OBLIGATION  SUMMARIES: 
ALL  FUNDS  AND  REVENUE  SOURCES 

1 .  Provide  a  column  with  the  projected  spending  for  the  remainder  of  the  fiscal  year  to 
determine  any  potential  ovei!^)ending.  This  information  should  take  into  consideration 
the  latest  spending  plan  devel<^)ed  by  the  agencies. 

2.  Provide  an  expIanati<mof  the  amounts  reported  under  the  column  FY  1996  E>CFRA 
Budget  Recommendation.  The  amounts  currently  reported  are  not  ^  amounts  presented 
in  the  Report  on  Final  Allocations  of  die  District  of  Columbia's  FY  1996  Budget 

3.  Provide  information  on  die  grants  not  included  in  the  allocations  made. 

4.  For  any  agency  with  over  SO  %  of  its  fiinds  utilized,  provide  a  discussion  of  how  the 
agency  will  not  overspend  its  allocation'for  the  year. 

5.  For  any  agency  with  35%  or  less  of  its  funds  utilized,  provide  a  justification  for  not 
reducing  the  funds  a[vailabie  for  the  agency  for  the  remainder  of  the  fiscal  year. 

6.  For  UnempIoymcfltCompensation^v  provide  an  explanation  of  the  negative 
expenditures  reported  for  the  fiscal  year-to-date. 

7.  Provide  infonnation  on  tbe  contracts  not  recorded  in  FMS  for  all  agencies,  particularly 
the  Department  of  Himian  Services. 

8.  Provide  information  on  the  actual  and  projected  overtime  costs  for  the  Department  of 
Corrections. 

9.  Provide  information  on  the  actions  to  address  potential  overspending  recently 
disclosed  in  the  Mid- Year  Expenditure  Review  Report  for  the  following  agencies: 
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The  Honorable  Marion  Barry 
June  12,  1996 
Page  4 

—  Public  Worics 

—  UDC 

—  Unemployment  Compensation 

—  Employment  Services 

—  Energy 

—  Department  of  Administrative  Services 

—  Pretrial  Services 

—  Personnel 

—  Library 

—  National  Guard 


Vm.  FULL-TIME  EQUIVALENT  POSITIONS  (ALL  FUNDS^ 

1.  Correct  the  schedule  that  currently  identifies  "FY  1996  DCRFA  Budget 
Recommendations"  by  agency.  The  Authority  did  not  Identify  FTE's  by  ^ency,  these 
numbers  were  allocated  by  the  Dis&ialiased  on  the  Authority  total  FTE  ceiling. 

2.  Provide  detailed  plans  of  how  agencies  that  are  over  the  District  allocated  FTE 
ceilings  will  attain  the  FTE  target  to  enable  the  District  to  meet  the  Authority's  total 
ceiling  by  September  30,  1996. 


If  you  have  any  questions  please  let  us  know.  Thank  you  for  your  assistance. 

Sincerely  yours, 

Andrew  F.  Brimmer 
Chairman 

cc:  Michael  Rogers,  City  Administrator 

Anthony  Williams,.  Chief  Financial  Officer 
Larry  King,  Director  of  Personnel 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority 

Washington,  D.C. 


Additional  Questions  for  the  Record 

House  Appropriations  Committee 

Subcommittee  on  the  District  of  Columbia 

May  28.  1996 

In  connection  with  question  3  re:  Public  Law  104-8,  sections  106(a),  106(c)(2), 
204(b)(1)(A).  and  213  (b)(3). 

Please  provide  for  the  record  an  analysis  of  the  sources  of  fimds  the  Authority  has 
received  or  been  in  control  of  since  its  inception.  Please  include  in  your  analysis  the 
following: 

( 1 )  A  description  of  the  nature  and  source  of  firnds 

Descnption  of  nature  and  source  of  funds  Receipts 

8/16/95  Transferl  995  budget  Authonty  950,000.00 

10/6/95    Federal  payment  authorized  from  first  continuing  292,240.000  00 

Received  net  of  Treasury  loan  of  146.700,000  00 

and  interest  of  2.188.611  27 

10/6/95    Net  proceeds  received  143,351,388.73 

10/6/95    Proceeds  of  Treasury  Capital  loan  96,000,000.00 

11/22/95    Second  federal  pay nnent  under  continuing  75,974,785.76 

1/12796    Receipt  of  short  term  operating  loan  from  283,000,000.00 

1/25/96    Third  federal  payment  under  continuing  72,600,000.00 

4/2796    Final  Federal  payment  received  under  continuing  219,184,984.00 

6/14/96  Receipt  of  Police  grant  (maintained  in  separate 

account)  15,000,000.00 

(2)  how  the  funds  are  recorded  within  the  Authority's  books  and  records,  i.e.  into  what 
segregated  accounts  are  the  amounts  deposited. 

All  proceeds  are  deposited  in  separate  interest  bearing  accounts.  Only  the  Authority's 
budget  authority  is  included  in  the  Authority's  monthly  financial  statements.  The 
authority  acts  only  as  a  trustee  for  the  District  funds.  See  response  to  question  four 
regarding  the  accounts. 

(3)  When  the  fluids  were  received. 

The  table  above  outlines  the  dates  funds  were  received  into  the  Authority's  escrow 
accounts  from  appropriated  federal  agency. 

(4)  What  amounts  have  been  eamed  in  the  segregated  accounts  from  the  fimds  being 
deposited  in  interest  bearing  accounts  (from  the  date  of  inception  to  the  date  of  the 
Authority's  response  to  this  question). 
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For  funds  held  for  the  District  the  Authority  has  earned  $3,033,936  from  inception  to 
June  21,  1996. 

(5)  what  the  funds  have  been  used  for,  if  disbursed,  with  dates  amounts  and  payees  of 
each  disbursement 

10/5/95  Disbursement  to  District  -45,000,000.00 

10/6/95  Disbursement  to  WMATA  for  capital  -45,000,000.00 

11/27/95  Disbursement  to  District  -57,300,000.00 

11/27/95  Disbursement  to  Treasury  for  long  term  -15,000,000.00 

12/12/95  Disbursement  to  Distnct  -46,000,000.00 

1/12/96  Disbursement  to  District  -212,800,000.00 

1/26/96  Disbursement  to  District  -33,000,000.00 

3/11/96  Disbursement  to  District  -60,000,000.00 

4/2/96  Disbursement  to  District  -150,000,000.00 

5/21/96  Disbursement  to  District  -82.400,000.00 

6/25/96  Disbursement  to  Distnct  -26,866,468.00 


(6)  The  disposition  of  earnings  from  the  funds  while  on  account. 

The  funds  remain  on  deposit  in  the  interest  earning  escrow  account.  (See  response  to 
question  four.)  All  interest  up  to  the  authority's  budget  will  be  used  for  the  Authority's 
budget  in  accordance  with  P.L  104-8. 

8r.     In  connection  with  question  8  concerning  a  listing  of  all  District-owned  and 
leased  space,  when  and  from  whom  did  the  Authority  request  this  report? 

Tlie  Authority  has  made  several  requests  for  this  information.  The  first  request  was 
made  on  August  28.  1995,  to  the  City  Administrator's  office;  the  second  was  on 
September  27,  1995,  to  the  same  office;  and  the  third  was  as  part  of  an  overall 
request  to  develop  a  strategic  plan  for  the  District's  real  estate  which  was  made  on 
October  19,  1995,  to  the  Mayor.  The  last  request  was  made  in  November  as  part  of 
the  Authority's  budget  guidance  in  preparing  the  capital  plan  and  budget. 

11.     Regarding  the  need  to  borrow:  is  the  Authority  considering  borrowing  from 
the  U.S.  Treasury  long  term  for  capital  construction  projects  since  that  is  what 
the  District  did  before  they  went  to  the  capital  markets  in  the  mid-1980s? 

In  the  our  report  issued  May  8,  1 996,  we  addressed  long-term  borrowing  and  the 
Authority's  views  on  a  Treasury  borrowing  are  included  in  that  report.  In  our  report 
that  accompanied  the  financial  plan  and  budget  the  Authority  stated  that: 

"(T)he  Authority  concurs  with  the  need  for  borrowing,  both  for  the  deficit,  as  well 
as  for  capital  needs.  The  previous  section  outlined  the  need  for  capital  borrowings. 
The  District  has  proposed  a  legislative  change  that  would  permit  the  issuance  of 
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deficit  bonds.  The  plan  calls  for  $500  million  of  1 5-year  maturity  bonds  from  the 
U.S.  Treasury. 

With  regard  to  the  timing  of  a  long  term  financing,  the  Authority  agrees  with  the 
District  that  the  borrowing  should  occur  in  fiscal  year  1997.  A  post-fiscal  year 
1996  financing  wuuld  allow  time  for  achieving  results  and  assessing  progress. 
Also,  this  timetable  could  be  supported  by  continuing  to  borrow  short  term  from  the 
Treasury  or  other  sources.  The  Authority,  therefore  recommends  that  the  District 
prepare  for  a  long  term  financing  in  fiscal  year  1997. 

P.L.  104-8  contemplates  long  term  fmancing  for  the  District.  While  some  financing 
methods,  specifically  a  capital  market  borrowing  by  the  Authority  for  the  District, 
have  already  been  authorized  by  P.L.  104-8,  the  Authority  believes  all  interested 
parties  will  require  specific  Congressional  Authorization  for  any  future  capital 
market  borrowing. 

The  Authority  believes  that  (1)  Congress  should  authorize  the  District  to  borrow 
long  term  up  to  a  maximum  amount  during  fiscal  year  1997.  (2)  The  Authority 
should  be  given  power  to  decide  the  following:  (a)  when  the  District  can  borrow,  (b) 
the  specific  amount  of  the  borrowing,  (c)  the  terms  and  conditions  of  the  borrowing, 
(d)  the  collateral  to  be  pledged  for  security,  and  (e)  the  specific  uses  of  the  proceeds 
from  the  borrowing. 

The  above  changes  are  needed  whether  (1)  the  District  borrows  —  on  its  own 
account  ~  from  the  US  Treasury  or  in  the  private  capital  market,  or  (2)  whether  the 
Authority  borrows  in  the  private  capital  market  on  behalf  of  the  District." 

12.  Regarding  Dr.  Brimmer's  statement  before  the  House  Subcommittee  on  the 
District  of  Columbia,  Committee  on  Government  Reform  and  Oversight  on 
March  28, 1996, 

(a)    Please   provide   for   the   record   the   supporting   documentation    for   the 
following      statement      made      by      Dr.      Brimmer:  "These      steps 

included:...Obtaining  some  $225  million  in  additional  budgetary  authority 
through  the  transfer  of  funds  from  the  Water  and  Sewer  Authority  to  the 
operating  budget."  Please  include  in  the  documentation  each  transfer  of 
funds,  the  amounts,  dates  and  the  name  of  the  person(s)  on  both  sides  of  the 
transfers  who  can  be  contacted  for  further  information,  if  needed. 

This  statement  was  corrected  for  the  record  to  identify  that  the  transfers  referred 
to  were  not  just  from  the  Water  &  Sewer  fimd.  In  fiscal  year  1992,  $28  million 
was  transferred  from  the  Water  &  Sewer  fund  to  the  general  fimd  and  the  District 
recorded  $23  million  in  WMATA  expenditures  as  nonappropriated  when  Metro 
subsidies  were  previously  accounted  for  as  appropriated  expenditures..  In  fiscal 
year  1993,  the  property  tax  year  was  changed,  which  transferred  $174  million 
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from  fiscal  year  1994.  GAO's  briefing  report  FINANCIAL  STATUS:  District  of 
Columbia  Finances.  June  1994  (GAO/AIMD/GGD-94-172BR)  contains  a  more 
detailed  discussion  of  these  transfers.  G  AO,  not  the  Authority,  has  the 
documentation  available  relating  to  these  transactions  as  a  part  of  their 
workpapers. 


(b)  Dr.  Brimmer  also  stated:  ''A  change  in  the  legal  deflnition  of  the  property 
tax  year,  which  allowed  the  District  to  obtain  cash  without  a  commensurate 
increase  in  revenue."  Please  explain  how  the  District  obtained  cash  without 
a  commensurate  increase  in  revenue. 

This  statement  was  corrected  for  the  record  to  reflect  that  the  change  allowed  the 
District  to  record  additional  revenues  in  fiscal  year  1993  to  balance  its  budget, 
but  did  not  provide  additional  cash.  GAO's  briefing  report  FINANCIAL 
STATUS:  District  of  Columbia  Finances.  June  1994  (GAO/AIMD/GGD-94- 
172BR)  contains  a  more  detailed  discussion  of  the  change  in  the  legal  defmition 
of  the  property  tax  year. 
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13.  Please  provide  for  the  record  a  listing  of  all  contracts  awarded  by  the  Authority 
on  behalf  of  itself  for  any  and  all  goods  and  services  requested  by  the  Authority 
Board  members  and  staff  personnel  since  its  inception.  Include  in  the  listing  at 
a  minimum: 

(a)  the  name  and  address  of  the  contractor 

(b)  the  amount  of  the  contract 

(c)  the  scope  of  work  and/or  deliverables 

(d)  whether  the  contract  was  awarded  on  a  competitive  basis  or  sole  source 

(e)  the  source  of  funds  used  to  pay  for  the  goods  or  services,  i.e.  whether  the 
funds  used  were  from  the  General  Fund  appropriation  or  from  other 
sources  earned  by  the  Authority. 

•  FRA  No.  2 

1 .    Thompson,  Cobb,  Brazilio  &  Associates,  P.C. 
1101  15th  Street,  NW  #400 
Washington,  DC  20005 

2.  $23,392.00 

3.  Purpose  of  the  contract  is  to  audit  the  Authority's  1995  financial 
statements 

4.  Competitive  procedures  were  utilized 

5.  Source  of  funding  -  appropriated  funds 

•  FRA  No.  3 

1 .  The  Greater  Washington  Research  Center 
1717  Massachusetts  Avenue,  NW 
Washington,  D.C.  20036 

2.  Maximum  of  $165,000 

3.  Perform  analysis  of  service  delivery  by  the  D.C.  Government 

4.  Sole  source 

5.  Appropriated  funds. 
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[See  "Clerk's  Note"  on  page  120,  this  volume.] 
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Honorable  Charles  A.  Bowsher 
Comptroller  General  of  the  United  States 
U.S.  General  Accounting  Office 
Washington,  DC  20548 

Dear  Mr.  Bowsher: 

The  District  of  Columbia  Appropriations  Act  for  fiscal  year  1995 
(PL  103-334)  requires  the  Mayor  of  the  District  of  Columbia  to 
submit  to  the  Congress  certain  financial  information  regarding 
the  District's  financial  position.   In  connection  with  these 
requirements,  we  met  with  John  W.  Hill,  Jr.  and  Edward  H. 
Stephenson  of  your  staff  on  Septemlser  28,  1994  to  discuss  the 
importance  of  providing  the  Congress  as  well  as  the  new  Mayor 
with  reliable  and  accurate  data  on  the  District's  financial 
condition. 

The  following  is  the  Committee's  understanding  of  the  services 
the  General  Accounting  Office  will  perform: 

•  We  discussed  the  need  for  a  GAO  audit  of  the  District's 
financial  results  for  fiscal  year  1994  so  that  Congress  and 
the  new  administration  would  have  a  clear  knowledge  of  the 
District's  financial  condition  at  the  end  of  fiscal  year 
1994  based  on  reliable  data. 

Mr.  Hill  suggested  that  rather  than  have  GAO  do  the  audit, 
it  would  probably  work  out  better  if  GAO  closely  monitored 
the  work  of  the  independent  auditors  to  ascertain  the 
accuracy  and  reliability  of  their  work.   The  Committee 
concurs  with  that  approach  and  assumes  this  Is  being  done. 

•  We  also  discussed  the  Importance  of  GAO  reviewing  the 
District's  FV  1995  supplemental  request  and  FY  1996  regular 
budget  to  determine  whether  the  revenue  and  expenditure  data 
are  financially  sound  and  are  based  on  reliable  information 
and  assumptions. 
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•    The  third  issue  we  discussed  was  the  need  to  monitor  the 
District's  cash  flow  information  and  supporting 
documentation  at  least  monthly.   However,  based  on  the 
financial  condition  of  the  District,  this  monitoring  should 
probably  be  done  on  a  more  frequent  basis  with  GAO  acquiring 
a  better  understanding  of  the  city's  cash  management  system. 

The  Committee  anticipates  using  this  information  as  we  prepare 
for  the  District's  FY  1995  supplemental  and  FY  1996 
appropriations  hearings. 


Dixon  I 


ilian 
District  of  Columbia  Subcommittee 
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[SEE  "CLERK'S  NOTE"  ON  PAGE  120,  THIS  VOLUME.] 

[CLERK'S  NOTE.--  As  of  October  24,  1996,  the  Committee  had  not 
received  responses  to  the  following  questions  for  the  record 
submitted  to  GAO  relating  to  their  monitoring  procedures  of  the 
independent  auditor's  FY  1994  audit  of  the  District's  financial 
statements.  For  testimony  presented  at  the  Committee's  hearing  on 
February  24,  1995,  by  officials  of  Coopers  &  Lybrand  (the 
independent  auditors)  and  GAO  on  the  audit  results  for  FY  1994,  see 
part  1,  FY  1996  hearings  before  the  House  Subcommittee  on  D.C. 
Appropriations . ] 


UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  APPROPRIATIONS 
SUBCOMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA 

HEARING 

February  24,  1995 
Questions  for  GAO 

The  following  questions  pertain  to  the  results  of  GAO's  monitoring 
efforts  of  the  Coopers  &  Lybrand  FY  1994  audit: 

1.  Why  did  C&L  issue  a  clean  opinion  in  the  District's  FY  1994 
CAFR  (page  15)  when  the  financial  statements  show  that  the 
District  is  technically  insolvent,  i.e.  there  is  only  $772 
million  of  General  Fund  current  assets  to  satisfy  $1,144 
million  of  current  liabilities  (pages  16  and  17)?   Shouldn't 
the  reader  of  the  CAFR  been  notified  of  this  condition 
somehow? 

2.  Did  the  FY  1994  CAFR  give  any  indication  that  there  would  be  a 
cash  problem  in  FY  1995? 

3.  Did  you  look  at  the  quality  of  those  current  assets 
considering  what  C&L  reported  in  their  FY  1993  management 
letter  (ML) ?   It  looks  like  cash  and  investments  may  not  be  an 
accurate  number.   Did  you  notice  anything?   (Note:  C&L's  ML 
noted  numerous  serious  deficiencies  in  the  cash  and  investment 
accounts  maintained  in  the  Treasurer's  office.) 

4.  Do  you  think  any  assets  are  overstated?  Any  liabilities 
understated?  Are  you  satisfied  with  C&L's  work  in  this  area? 
What  level  of  detail  did  you  go  into  in  these  areas  when  you 
monitored  C&L's  work,  i.e.  did  you  do  any  independent  testing 
of  assets  and  liabilities? 
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5.  What  was  the  FY  1994  "budget"  deficit  reported  in  the  CAFR 

(page  19,  third  to  the  last  line  on  Exhibit  3),  $116  million 
or  $335  million?   It  appears  that  the  "budget"  deficit  (in  the 
"Appropriated  Actual"  column  on  Exhibit  3)  from  the  budget  we 
saw  and  approved  in  Congress  for  FY  1994  is  $116  million, 
while  the  $219  million  difference  is  due  to  nonappropriated 
revenue  and  expenses,  i.e.  "non-budgeted"  items  (in  the 
"Nonappropriated  Actual"  column  on  Exhibit  3)?   We  know  about 
the  grants  we  made  to  the  District,  but  what  are  the  other 
nonappropriated  revenue  and  expenses?   Should  these  be 
appropriated  in  the  District ' s  annual  budget  submitted  to  us? 
Are  these  other  nonappropriated  items  causing  a  cash  drain 
too,  or  are  there  non-cash  items  in  these  deficit  numbers? 

6.  What  adjustments  did  C&L  make  to  the  District's  accounting 
records  to  make  the  financial  statements  "fairly  present"  the 
financial  condition  of  the  District,  and  thereby  allow  C&L  to 
give  them  a  clean  opinion?   Can  you  give  us  any  examples? 

7.  What  was  C&L's  materiality  level  used  on  this  audit,  i.e.  at 
what  dollar  level  was  C&L  willing  to  let  the  District's  books 
remain  in  error  without  making  an  adjustment  to  the  financial 
statements?   Do  you  think  this  level  of  materiality  is 
acceptable,  given  the  current  financial  crisis?   Did  they 
waive  any  adjustments?   Do  you  have  any  examples  of  some 
significant  ones?   Any  relate  to  the  year  end  cash  balance? 

8.  What  do  you  think  of  the  auditing  procedures  used  by  C&L,  i.e. 
were  they  adequate?  very  good  -  comprehensive?  detailed?  well 
documented?  (Note:  last  year,  neither  the  District  nor  the 
auditors  could  show  support  for  the  grant  receivable  selected 
at  random.)  or  did  you  find  them  deficient  in  any  way,  e.g. 
bad  sampling  or  poor  explanations  documented  from  inquiries 
made  with  District  personnel  to  support  any  assertions  made  by 
those  people? 

9.  Has  the  District  received  a  management  letter  from  Coopers  & 
Lybrand  resulting  from  its  FY  1994  audit?  The  letter  for  FY 
1993  showed  numerous  serious  problems  in  their  cash  receipts 
and  disbursements  systems. 

10.  Did  you  become  familiar  with  the  District's  cash  receipts  and 
disbursements  systems,  and  its  budget  control  system?   If  yes, 
are  they  adequate?   If  not,  what  is  being  done  to  improve 
them?   If  there  are  weaknesses  in  these  systems,  are  they  the 
cause  of  some  or  most  of  their  cash  problem? 

11.  Did  you  look  at  whether  or  not  the  District  is  using  the 
capital  asset  account  to  charge  normal  maintenance  expenses 
during  the  year  and  then  writing  them  off  at  year  end,  when 
they  should  have  been  charged  to  the  General  Fund  during  the 
year? 
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12.  How  conservative  or  aggressive  would  you  say  the  District  and 
C&L  interrupted  generally  accepted  accounting  principles 
(GAAP)  in  keeping  the  books  and  records,  and  preparing  these 
financial  statements?   (Note:  depending  on  whether  a 
conservative  or  liberal  interpretation  is  made  of  GAAP,  there 
could  be  either  a  deficit  or  a  surplus  position  shown  at  year 
end  from  operations.) 

13.  Do  you  believe  there  is  adequate  disclosure  of  all  pertinent 
information  for  the  readers,  such  as  ourselves  in  the 
Congress? 

14.  Were  there  any  related  party  transactions  disclosed  in  the 
financial  statements,  e.g.  contracts  with  present  employees 
who  may  have  a  side  business  or  through  a  relative  ,  or 
advances  to  employees?   Do  you  know  how  C&L  tested  for  that? 

15.  What  do  you  think  of  C&L's  tests  of  transactions  to  support 
the  account  balances? 

16.  Did  C&L  use  statistical  sampling?   If  so,  did  they  project  the 
results  of  the  sample  to  determine  the  dollar  magnitude  of  the 
errors  found?   Were  any  adjustments  made  based  on  these 
projections?   Do  you  have  any  examples  for  us? 

17.  What  kind  of  work  did  C&L  do  relating  to  contracts,  i.e.  did 
they  see  that  the  District  did  the  right  things  to  solicit, 
approve,  monitor  and  record  the  contracts  correctly,  like  use 
normal  government  obligation  accounting?  (Note:  we  were  told 
by  C&L's  partner  that  "the  District  does  not,  by  and  large, 
use  obligation  accounting  throughout  their  accounting  systems 
at  the  various  agencies.") 

18.  What  do  you  think  about  the  District's  cash  receipts  and 
disbursement  system  based  on  your  monitoring  of  C&L's  work? 
What  do  you  think  about  their  FMS?   Do  these  systems  need 
improvement?   Did  you  test  any  of  these  systems  for 
weaknesses? 

19.  Was  C&L  able  to  adequately  age  the  accounts  receivable  and 
payable?  Did  they  confirm  the  significant  ones?  Did  they 
provide  adequate  reserves  for  uncollectible  receivables? 

20.  What  is  in  those  accrued  liabilities  of  $408  million  in  the  FY 
1994  CAFR  (page  17)?   Do  you  agree  with  this  amount  based  on 
your  monitoring  of  C&L's  work?   How  did  they  test  that  amount? 
What  are  some  examples? 
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21.  Do  you  think  that  C&L  did  a  good,  bad  or  average  job  at 
reviewing  the  District ' s  system  of  internal  controls?   Do  you 
agree  with  their  assessment  that  there  are  no  material 
weaknesses  nor  any  "reportable  conditions"  (Note:  reportable 
conditions  are  significant  deficiencies  in  the  design  or 
operation  of  internal  controls,  which  could  affect  the 
District's  ability  to  record,  process,  summarize  and  report 
financial  data  consistent  with  the  assertions  and 
representations  of  management  made  in  the  financial 
statements.   These  assertions  and  representations  are:  that 
assets  and  liabilities  exist,  all  transactions  are  recorded, 
the  District  has  all  rights  to  the  assets  and  the  liabilities 
are  theirs,  amounts  reported  are  at  an  appropriate  value,  be 
it  current  or  historical  as  is  required  by  GAAP,  and  that  all 
necessary  disclosures  have  been  made.) 

22.  How  much  of  taxes  receivable  were  written-off  in  FY  1994?   Was 
there  a  schedule  in  their  workpapers  which  would  have  shown 
how  much  was  written-off  in  the  past  5  years?   What  were  the 
reasons  for  the  write-offs,  and  in  what  categories? 

23.  What  kind  of  work  did  C&L  do  to  detect  fraud  or  illegal  acts? 
Do  you  think  it  was  adequate?   What  would  you  have  done 
differently? 

24 .  Did  C&L  use  or  refer  to  any  of  the  work  done  by  the  District ' s 
Inspector  General  or  City  Auditor  as  noted  in  their  many 
reports?   If  not,  why  not?   Did  GAO  review  these  reports?   If 
yes,  then  what  was  your  assessment  of  the  results  reported? 

Do  you  agree  that  there  may  be  serious  problems  in  the 
District's  contract  procurement  and  control  procedures,  as 
reported  by  these  auditors? 
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25.  Does  the  District  have  an  audit  committee  we  could  talk  to? 
If  there  is  no  audit  committee,  do  you  think  there  should  be 
one?   Would  such  a  committee  be  useful  to  us  in  our  oversight 
role?   Do  other  cities  or  states  have  an  audit  committee? 

26.  When  will  C&L  issue  their  management  letter  (ML)  for  FY  1994? 
Will  that  letter  contain  similar  comments  as  the  FY  1993 
letter? 

27.  Were  there  any  improvements  to  the  District's  accounting  and 
financial  management  systems  in  FY  1994  based  on  C&L's  ML  for 
FY  1993,  or  was  the  latter  ML  received  too  late  to  be  of  any 
usefulness  to  the  District? 

28.  The  District  had  derivative  financial  instruments  during  FY 
1991  and  1992,  as  was  noted  in  their  CAFR  for  those  years,  but 
there  was  no  mention  of  them  in  the  FY  1993  or  1994  CAFRs .   Do 
they  still  have  derivatives,  and  if  so,  why  are  they  not 
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disclosed  in  the  CAFR?   Are  they  being  accounted  for 
correctly?  What  are  the  risks  of  these  derivatives  to  the 
District,  i.e.  how  much  does  the  District  stand  to  lose  from 
these  financial  instruments? 

29.   As  a  result  of  the  above  work,  what  do  you  consider  the  most 
important  items  this  Subcommittee  should  address  to  insure 
that  Congressional  members  will  feel  assured  that  the  District 
is  under  financial  control  in  at  least  the  near  term  to 
warrant  passage  of  a  1996  appropriations  bill? 

The  following  questions  pertain  to  GAO's  work  in  other  areas: 

1.  When  will  we  ever  know  the  real  numbers  re:  FY  1994 's  deficit 
and  FY  1995 's  projected  book  deficit  and  real  cash  need? 

2.  What  is  the  District  doing,  substantively,  to  control  spending 
and  insure  that  all  cash  due  the  City  is  collected  in  FY  1995? 
Are  they  making  the  $140  million  cuts,  and  reducing  FTE's  by 
2,000  positions,  as  required  by  the  1995  Appropriations  Act 
(P.L.  103-334)? 

3.  What  is  the  Mayor's  new  spending  plan  for  the  remainder  of  FY 
1995?   What  is  your  opinion  of  the  likelihood  of  the  plan 
being  implemented  and  meeting  the  goal  to  control  spending? 

4.  How  do  the  District's  first  quarter  results  look,  i.e.  are 
trends  in  revenue  collections  and  spending  on  target?  Are 
these  interim  numbers  reliable? 

5.  What  is  GAO  doing  regarding  the  second  quarter  results?   Is 
GAO  working  with  the  District  to  improve  the  form  and  content 
of  the  future  quarterly  reports? 

6.  What  is  your  analysis  of  the  Medicaid  problem  re:  the  accrual 
and  real  estimates  of  future  costs  in  FY  1995? 

7.  What  work  is  GAO  doing  on  the  FY  1995  supplemental  budget  and 
the  FY  1996  budget?   Are  the  estimates  in  these  documents 
being  reviewed  by  GAO  to  insure  that  they  are  not  over 
estimating  revenue  and  under  estimating  expenses? 

8.  What  is  GAO's  view  of  the  District's  ability  to  get  out  of  its 
financial  management  crisis  in  the  short  and  long  term?   If 
they  don't  have  the  ability,  either  because  of  money 
management  problems  or  program  management  problems,  what  do 
you  think  needs  to  be  done  to  make  them  able? 

9.  From  your  perspective,  will  the  District  be  able  to  go  to  the 
bond  market  for  operating  cash  needs?   How  about  to  build  a 
new  Sports  Arena  and/or  a  new  Convention  Center? 
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[CLESK'S  NOTE.--  Regarding  the  following  QUESTIONS  FOR  THE 
RECORD  addressed  to  Jeffrey  C.  Steinhoff  of  GAO,  the  Committee 
staff  made  nvimerous  follow-up  requests,  but  as  of  October  24,  1996 
(15  months  after  the  questions  were  sent  to  GAO)  ,  the  GAO  has 
failed  to  provide  responses  to  the  questions.] 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA 

COMMITTEE  ON  APPROPRIATIONS 

QUESTIONS  FOR  THE  RECORD 

HEARING:  D.C.  FINANCES  -  AN  UPDATE 

JUNE  21,  1995 

WITNESS:  JEFFREY  C.  STEINHOFF 
(STATEMENT  PROVIDED  IN  GAO/T-AIMD- 95- 176 ) 


Page  2,  paragraph  1  of  the  above  statement  makes  reference  to 
GAO's  "continuing  assessment  of  the  District's  financial 
situation."  Please  provide:  when  the  assessment  began,  what 
areas  were  assessed,  the  number  of  personnel  (FTEs)  assigned 
to  each  assessment  activity,  the  hours  expended,  a  summary  by 
area  of  the  findings  and  recommendations  made  to  this 
Subcommittee,  and  a  status  report  of  the  current  level  of  FTE 
staffing  and  plans  for  further  assessment  activities. 

Related  to  the  above,  please  provide  details  of  meetings  with 
District  officials,  the  City  Auditor,  the  D.C.  Inspector 
General,  Coopers  &  Lybrand  (C&L)  and  other  auditors.  Please 
provide  names,  dates,  etc.,  especially  with  regard  to  GAO's 
monitoring  efforts  of  the  fiscal  year  1994  audit  performed  by 
Coopers  &  Lybrand  (C&L)  .  With  regard  to  the  latter.  Rep. 
Julian  Dixon  requested  in  his  letter  to  Charles  Bowsher, 
Comptroller  General,  on  November  22,  1994  that  GAO  monitor  the 
work  of  the  independent  auditors  to  ascertain  the  accuracy  and 
reliability  of  their  work.  With  respect  to  that  request, 
please  provide  the  following: 

(a)  Was  there  anything  in  the  fiscal  year  1994  Comprehensive 
Annual  Financial  Report  (CAFR)  that  gave  any  indication  there 
would  be  a  cash  problem  in  fiscal  year  1995? 

(b)  Did  GAO  notify  C&L  of  any  disagreement  with  C&L's 
unqualified  opinion  on  the  District's  fiscal  year  1994 
financial  statements  presented  in  its  Comprehensive  Annual 
Financial  Report  (CAFR)?   What  was  C&L's  response? 

(c)  Did  GAO  look  at  the  quality  of  the  District's  current 
assets  considering  what  C&L  reported  in  their  fiscal  year  1993 
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management  letter  (ML)?  C&L's  ML  noted  numerous  serious 
deficiencies  in  the  cash  and  investment  accounts  maintained  in 
the  Treasurer's  office.  Based  on  what  C&L  reported  in  that  ML 
it  appears  that  cash  and  investments  may  not  have  been 
reported  accurately.  Did  GAO  notice  anything  during  the 
monitoring  of  the  audit  to  indicate  otherwise? 

(d)  Does  GAO  think  any  assets  are  overstated?  Any  liabilities 
understated?  Is  GAO  satisfied  with  C&L's  work  in  theses  area? 
What  level  of  detail  did  GAO  go  into  in  these  areas  when 
monitoring  C&L's  work,  i.e.  did  GAO  do  any  independent  testing 
of  assets  and  liabilities? 

(e)  What  adjustments  did  C&L  make  to  the  District's  accounting 
records  to  make  the  financial  statements  "fairly  present"  the 
financial  condition  of  the  District,  and  thereby  allow  C&L  to 
give  them  a  clean  opinion?   Please  provide  examples. 

(f)  What  was  the  materiality  level  used  by  C&L's  on  this 
audit,  i.e.  at  what  dollar  level  was  C&L  willing  to  let  the 
District's  books  remain  in  error  without  making  an  adjustment 
to  the  financial  statements?  Does  GAO  think  this  level  of 
materiality  is  acceptable,  given  the  current  financial  crisis? 
Did  C&L  waive  any  adjustments?  Please  provide  examples  of 
some  significant  ones.  Any  relate  to  the  year-end  cash 
balance? 

(g)  What  does  GAO  think  of  the  auditing  procedures  used  by 
C&L,  i.e.  were  they  adequate?  very  good  -  comprehensive? 
detailed?  well  documented?  Or  did  GAO  find  them  deficient  in 
any  way,  e.g.  bad  sampling  or  poor  explanations  documented 
from  inquiries  made  with  District  personnel  to  support  any 
assertions  made  by  those  interviewed? 

(h)  Did  GAO  become  familiar  with  the  District's  cash  receipts 
and  disbursements  systems,  and  its  budget  control  system?  If 
yes,  are  they  adequate?  If  not,  what  is  being  done  to  improve 
them?  If  there  are  weaknesses  in  these  systems,  are  they  the 
cause  of  some  or  most  of  their  cash  problem? 

(i)  Did  GAO  look  at  whether  or  not  the  District  is  using  the 
capital  asset  account  to  charge  normal  maintenance  expenses 
during  the  year  and  then  writing  them  off  at  year  end,  when 
they  should  have  been  charged  to  the  General  Fund  during  the 
year? 

(j)  Can  GAO  evaluate  how  conservative  or  aggressive  the 
District  and  C&L  interpreted  generally  accepted  accounting 
principles  (GAAP)  in  keeping  the  books  and  records,  and 
preparing  these  financial  statements?  A  study  indicated  that 
depending  on  whether  a  conservative  or  liberal  interpretation 
is  made  of  GAAP,  there  could  be  either  a  deficit  or  a  surplus 
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position  shown  at  year  end  from  operations. 

(k)  Does  GAO  believe  there  is  adequate  disclosure  of  all 
pertinent  information  for  the  readers/users  (such  as  our 
Subcommittee)  in  the  fiscal  year  1994  CAFR? 

(1)  Were  there  any  related  party  transactions  disclosed  in  the 
financial  statements,  e.g.  contracts  with  present  employees 
who  may  have  a  side  business  or  through  a  relative  ,  or 
advances  to  employees?  Does  GAO  know  how  C&L  tested  for  that 
part  of  the  audit? 

(m)  What  is  GAO's  evaluation  of  C&L's  tests  of  transactions  to 
support  the  account  balances  in  the  1994  CAFR? 

(n)  Did  C&L  use  statistical  sampling?  If  so,  did  they  project 
the  results  of  the  sample  to  determine  the  dollar  magnitude  of 
the  errors  found?  Were  any  adjustments  made  based  on  these 
projections?   Does  GAO  have  any  examples  for  us? 

(o)  What  kind  of  work  did  C&L  do  relating  to  contracts,  i.e. 
did  the  District  follow  proper  procedures  to  solicit,  approve, 
monitor  and  record  the  contracts  correctly,  like  use  normal 
government  obligation  accounting?  Does  the  District  use 
obligation  accounting  throughout  their  accounting  systems  at 
the  various  agencies? 

(p)  What  is  GAO's  evaluation  of  the  District's  cash  receipts 
and  disbursement  system  based  on  the  monitoring  of  C&L's  work? 
What  is  GAO's  evaluation  of  the  District's  EMS?  Do  these 
systems  need  improvement?  Did  GAO  test  any  of  these  systems 
for  weaknesses? 

(q)  Was  GAO  ever  involved  with  evaluating  the  EMS  in  prior 
years?   If  yes,  please  provide  a  copy  of  that  evaluation. 

(r)  Was  C&L  able  to  adequately  age  the  accounts  receivable  and 
payable?  Did  they  confirm  the  significant  ones?  Did  they 
provide  adequate  reserves  for  uncollectible  receivables? 

(s)  What  is  in  the  accrued  liabilities  of  $408  million  in  the 
fiscal  year  1994  CAFR  (page  17)?  Does  GAO  agree  with  this 
amount  based  on  the  monitoring  of  C&L's  work?  How  did  GAO 
test  that  amount?   What  are  some  examples? 

(t)  Does  GAO  think  that  C&L  did  a  good,  bad  or  average  job  at 
reviewing  the  District's  system  of  internal  controls?  Does 
GAO  agree  with  their  assessment  that  there  are  no  material 
weaknesses  nor  any  "reportable  conditions"  (Note:  reportable 
conditions  are  significant  deficiencies  in  the  design  or 
operation  of  internal  controls,  which  could  affect  the 
District's  ability  to  record,  process,  summarize  and  report 
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financial  data  consistent  with  the  assertions  and 
representations  of  management  made  in  the  financial 
statements.  These  assertions  and  representations  are:  that 
assets  and  liabilities  exist,  all  transactions  are  recorded, 
the  District  has  all  rights  to  the  assets  and  the  liabilities 
are  theirs,  amounts  reported  are  at  an  appropriate  value,  be 
it  current  or  historical  as  is  required  by  GAAP,  and  that  all 
necessary  disclosures  have  been  made.) 

(u)  How  much  of  taxes  receivable  were  written-off  in  fiscal 
year  1994?  Was  there  a  schedule  in  C&L's  workpapers  which 
would  have  shown  how  much  was  written-off  in  the  past  5  years? 
What  were  the  reasons  for  the  write-offs,  and  in  what 
categories? 

(v)  What  kind  of  work  did  C&L  do  to  detect  fraud  or  illegal 
acts?  In  GAO's  opinion,  was  that  work  adequate?  What  would 
GAO  have  done  differently? 

(w)  Did  C&L  use  or  refer  to  any  of  the  work  done  by  the 
District's  Inspector  General  or  City  Auditor  as  noted  in  their 
many  reports?  If  not,  why  not?  Did  GAO  review  these  reports? 
If  yes,  what  was  GAO's  assessment  of  the  results  reported? 
Does  GAO  agree  that  there  may  be  serious  problems  in  the 
District's  contract  procurement  and  control  procedures,  as 
reported  by  these  auditors? 

(x)  Does  the  District  have  an  audit  committee  we  could  talk 
to'  If  there  is  no  audit  committee,  does  GAO  think  there 
should  be  one?  Would  such  a  committee  be  useful  to  us  in  our 
oversight  role?  Do  other  cities  or  states  have  an  audit 
committee? 

(y)  Were  there  any  improvements  to  the  District's  accounting 
and  financial  management  systems  in  fiscal  year  1994  based  on 
C&L's  ML  for  fiscal  year  1993,  or  was  the  latter  ML  received 
too  late  to  be  of  any  usefulness  to  the  District? 

(z)  The  District  had  derivative  financial  instruments  during 
fiscal  year  1991  and  1992,  as  was  noted  in  their  CAFR  for 
those  years,  but  there  was  no  mention  of  them  in  the  fiscal 
year  1993  or  1994  CAFRs .  Do  they  still  have  derivatives,  and 
if  so  why  are  they  not  disclosed  in  the  CAFR?  Are  they  being 
accounted  for  correctly?  What  are  the  risks  of  these 
derivatives  to  the  District,  i.e.  how  much  does  the  District 
stand  to  lose  from  these  financial  instruments? 

(aa)  As  a  result  of  the  above  work,  what  does  GAO  consider  the 
most  important  items  this  Subcommittee  should  address  to 
insure  that  Congressional  members  will  feel  assured  that  the 
District  is  under  financial  control  in  at  least  the  near  term 
to  warrant  passage  of  a  1996  appropriations  bill? 
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3.  Will  the  District  be  in  violation  of  the  Anti-Deficiency  Act 
if  it  overspends  the  Congressionally  mandated  cap  on  fiscal 
year  1995  of  $3,254  billion?  If  yes,  what  can  be  done  to 
enforce  the  penalty  provisions? 

4.  What  is  GAO's  analysis  of  the  Medicaid  problem  re:  the  accrual 
and  real  estimates  of  future  costs  in  fiscal  year  1995?  Was 
the  estimate  provided  earlier  in  1995  overstated  or  is  the 
current  estimate  now  understated?  What  has  GAO  done  to  verify 
the  current  lower  estimate?  Will  the  Congress  again  be 
surprised  later  to  find  that  the  current  estimate  was  too  low 
when  the  actual  amounts  become  known?  Is  the  District  using 
reasonable  assumptions  in  calculating  their  current  estimate? 

5.  On  page  5  of  the  above  statement,  in  the  first  paragraph,  it 
states  that  the  Medicaid  estimate  for  fiscal  year  1995  was 
revised  downward  from  $550  million  to  $397  million.  This  is 
a  decrease  of  $153  million.  On  pages  10  and  11  of  the 
statement,  the  amount  of  the  decrease  is  noted  as  $133 
million.   What  is  the  cause  for  the  difference  of  $20  million 

($153  million  verses  $133  million)? 

6.  On  page  11  of  the  above  statement,  the  top  paragraph,  it 
states  there  is  a  cash  impact  of  $39  million  for  the  $133 
million  decrease  in  the  Medicaid  estimate?  Does  that  mean  the 
District's  cash  need  is  reduced  by  $39  million? 

7.  The  District  has  calculated  a  $146.7  million  cash  need  from 
Treasury;  could  they  have  realistically  calculated  a  higher 
amount  to  borrow  from  Treasury?  If  yes,  then  how  much  could 
they  have  requested?  What  amounts  used  in  the  District '  s 
calculations  are  estimates  which  could  have  been  reported  as 
different,  yet  reasonable  amounts? 

8.  How  reliable  is  the  $146.7  million  that  the  District 
requested?   Should  it  have  been  more  or  less?   Why? 

9.  What  is  the  basis  of  the  $3,386.7  million  "spending  plan  used 
to  justify  borrowing  for  fiscal  year  1995?"  Is  it  strictly  an 
estimate  or  is  it  based  on  mostly  actual  expenditures?  Could 
that  amount  be  higher  or  lower  based  on  someone  else's 
estimate?  Could  it  have  been  estimated  to  be  $3,254.9  million 
so  that  no  deduction  would  have  to  be  made  in  the  calculation? 
If  not,  why?  What  is  GAO's  estimate  of  what  it  should  be? 
What  did  GAO  do  to  support  the  estimate?  If  GAO  would  not 
offer  an  estimate,  then  explain  why  not.  What  does  GAO 
recommend  the  Subcommittee  do  if  the  District  overspends  the 
$3,254.9  million  cap?  Can  the  District  meet  this  cap  if  they 
tried?  If  yes,  then  how?  If  no,  why  not?  The  Rivlin 
Commission  Report  II  noted  additional  savings  of  approximately 
$660  million,  if  the  District  would  implement  them.  Does  GAO 
agree  with  their  findings  and  recommendations?   If  not,  why 
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not?  Should  the  District  follow  GAO's  reaction  to  this 
report?  Should  the  District  discount  or  ignore  the  report's 
findings  and  recommendations?   Explain. 

10  What  is  the  basis  of  the  $336  million  "cash  need  identified  by 
District"  on  page  12  of  the  above  statement?  Has  GAO  audited 
this  amount?  Is  this  too  just  an  estimate?  Is  it  supported 
by  any  detail?  If  yes,  did  GAO  audit  that  detail?  What  is 
the  effect  of  over  estimating  this  amount?  Does  GAO  have  a 
different  estimate?  If  not,  then  does  GAO  agree  with  the 
District's  estimate?  If  yes,  on  what  basis  does  GAO  agree? 
Has  the  District  supplied  GAO  with  a  cash  forecast  with  actual 
expenditure  amounts  through  May?   If  not,  why  not? 

11  Presented  in  table  3  on  page  12  of  the  above  statement  is  an 
amount  of  $132  million  captioned:  Amounts  that  are  expected  to 
exceed  FY  1995  congressionally  approved  budget.  Is  this  the 
difference  between  the  Congressional  cap  of  $3,254  billion  and 
the  District's  spending  plan  estimate  of  $3,386  billion?  If 
yes,  then  why  is  this  amount,  which  is  an  accrual  basis 
estimate,  being  subtracted  from  a  cash  basis  estimate  to 
arrive  at  a  cash  need  for  the  District?  Have  accrual  amounts 
in  the  $132  million  estimate  been  removed  to  put  it  on  a  cash 
basis  consistent  with  the  intent  of  the  calculation,  which  is 
to  request  cash  needed  to  pay  bills  in  fiscal  year  1995?  Is 
there  a  cross  walk  between  the  $3,386  billion  and  the  $336 
million  requested  as  the  cash  need  identified  by  the  District? 

12  Were  any  of  the  amounts  which  appear  in  table  3  on  page  12  of 
the  above  statement  audited  by  GAO?  Did  GAO  offer  any 
different  amounts  than  those  supplied  by  the  District  in  the 
table?  If  not,  does  GAO  agree  with  the  District's  numbers? 
If  not,  why  not,  and  what  amounts  would  GAO  offer  as 
alternatives? 

13.  On  April  7,  1995,  Rep.  James  Walsh  and  Senator  James  Jeffords 
sent  a  letter  to  Mayor  Marion  Barry  requesting  that  the 
District  government  coordinate  with  GAO  an  effort  to  establish 
a  base-line  at  April  30,  1995  for  the  cash  position  and 
related  obligations,  accounts  payable  and  all  other 
liabilities.  We  understand  this  effort  has  not  yet  begun. 
Please  explain  why  not?  Also,  please  explain  how  GAO  was  able 
to  certify  to  the  amounts  presented  in  table  3  on  page  12  of 
the  above  statement  without  performing  any  base-line  study? 

14  Given  GAO's  statements  about  the  FMS  on  pages  16  through  18, 
how  can  GAO  certify  that  the  amounts  reported  in  table  3  on 
page  12  of  the  above  statement  are  acceptable  and  that  the 
U.S.  Treasury  can  lend  money  to  the  District,  which  appears 
not  to  know  what  it  owes  nor  how  much  money  it  really  needs? 
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Congressional  Testimony  on  Privatization 
and  Competitive  Contracting 


Presented  to  the  U.S.  House  of  Representatives  Committee  on  Appropriations, 
Subcommittee  on  the  Distria  of  Columbia,  June  28,  1995.  Presented  by  John 
O'Leary,  Deputy  Direaor  of  the  Privatization  Center  of  the  Reason  Foundation, 
Los  Angeles,  California.  (310)391-2245. 


Thank  you  for  the  opportunity  to  express  my  views  on  privatization  and  competitive  contracting. 

The  essence  of  my  position  is  simple:  If  government  can  provide  better  service  for  less  money 
by  contracting  with  a  private  firm,  it  should  do  so.  The  historical  evidence  on  privatization  is 
overwhelmingly  positive.  In  most  cases,  competitive  contracting  can  accomplish  a  needed  at 
lower  cost  and  higher  quality  than  a  public  monopoly. 

Contracting  is  not  appropriate  in  every  instance,  but  where  it  can  provide  better  services  at  lower 
cost,  it  should  be  pursued.  Government,  after  all,  exists  to  serve  citizens  and  taxpayers— not 
public  employees.  Of  course,  public  employees  deserve  fair  treatment.  But  government's  first 
duty  is  to  taxpayers  and  citizens,  diose  who  pay  for  and  receive  public  services.  In  any  case,  the 
record  shows  that  strategies  exist  that  can  minimize  any  negative  impact  of  privatization  on 
public  employees. 


\r, 


Research  conducted  by  the  Reason  Foundation  and  others  has  found  overwhelming  evidence  that 
in  a  wide  spectrum  of  activities  contracting  can  generate  savings  of  20-50  percent,  often  with 
improved  quality.  ' 
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Unfortunately,  when  it  comes  to  privatization,  the  District  is  way  behind  the  curve.  The  District 
still  relies  very  heavily  on  the  traditional  approach  of  using  bureaucratic,  monopolistic  public 
departments  to  provide  public  services.  While  the  rest  of  the  country,  and,  indeed,  the  rest  of 
the  world,  is  moving  toward  competitive  markets,  the  district  remains  mired  in  the  past. 

It  is  true  that  contracting  out  is  not  always  the  best  option,  but  that  should  be  the  decision  of 
public  managers  on  a  case  by  case  basis.  Contracting  out,  which  can  balance  budgets  without 
raising  taxes,  has  emerged  as  a  leading  policy  option  for  streamlining  government.  Privatization 
should  be  a  vital  component  of  any  government  streamlining  strategy.  Privatizaation  is  a  tool  for 
public  managers,  and  public  managers  must  be  freed  to  use  it  when  appropriate.  Contracting 
simply  means  using  the  private  sector  to  provide  a  public  services.  Contracting  out  is  just 
another  option  for  managers,  an  innovative  way  to  "get  the  job  done." 

Privatization  is  a  management  tool  for  government,  and  like  any  tool,  it  is  well  suited  to  certain 
tasks  and  ill-suited  for  others.  Moreover,  some  privatizations  just  plain  fail.  They  fail  because 
a  competitive  market  did  not  exist;  service  requirements  and/or  in-house  costs  were  not  fully 
understood  or  documented;  or  the  necessary  contract  administration  and  quality  assurance 
systems  were  not  in  place  from  the  outset.  Contracting  is  not  magic. 

The  main  group  opposed  to  competition  is  public  employees  and  their  unions.  This  is 
understandable,  for  right  now  they  enjoy  a  monopoly.  Whether  they  do  a  job  well  or  not  they 
will  always  have  a  job.  No  doubt  it  is  a  comfortable  position.  But  government  does  not  exist  for 
the  pleasure  of  public  employees.  Government  runs  on  the  hard-earned  taxes  of  hard-working 
citizens.  Public  officials  should  try  to  get  the  best  deal  possible  when  spending  that  money. 

In  our  daily  lives,  the  bulk  of  our  needs  are  supplied  by  profit-making  fums  in  a  competitive 
market.  Our  shoes,  food,  and  clothing  are  all  provided  by  firms  that  seek  to  win  our  business. 
Competition  spurs  these  companies  to  provide  the  best  for  the  customer  at  the  lowest  possible 
cost.  A  business  that  fails  to  serve  its  customers  goes  out  of  business. 
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In  a  public  monopoly,  there  are  no  such  incentives.  In  fact,  bureaucratic  barriers  often  frustrate 
the  efforts  of  employees  to  improve  operations.  Privatization  can  unleash  the  creative  potential 
of  government  workers.  This  was  true  in  Phoenix,  where  garbage  collection  was  competitively 
contracted.  Initially,  private  providers  won  virtually  all  the  contracts.  But  competition  soon 
spurred  the  public  department  to  innovate  and  reduce  the  number  of  workers  per  truck,  and  they 
now  win  a  healthy  share  of  the  contracts. 

Likewise  in  Indianapolis,  when  road  maintenance  was  competitively  contracted  the 
Transportation  Department  won  the  job.  In  the  process,  said  Mayor  Stephen  Goldsmith,  "We 
found  out  that  a  pothole  can  be  repaired  with  four  city  workers  instead  of  eight. "  Competition 
is  the  key  to  successful  privatization. 

Healthy  competition  often  leads  to  improvements  in  the  organizational  structures,  management 
systems,  and  job  classifications  diat  now  characterize  most  governments.  The  present  systems 
are  archaic:  elaborate  controls  and  inflexible  bureaucracies;  thousands  of  job  classifications;  rigid 
hiring  and  firing  procedures;  layers  and  layers  of  middle  management;  stifling  bureaucratic  rules 
and  regulations;  and  myriad  procedures  that  virtually  ensure  that  no  employee,  no  matter  how 
incompetent,  will  ever  be  fired.  >  ;       -       % 

Myriad  job  classifications  and  work  rules  in  the  public  sector  severely  constrain  the  ability  of 
managers  to  manage  creatively  and  flexibly.  Work  rules,  job  classifications,  and  regulations 
sustain  antiquated  positions  and  inefficient  work  processes  for  years.  ,, 

This  needs  to  end.  In  the  rapidly  changing  marketplace  that  local  governments  now  operate 
within,  public  sector  jobs  and  employees  need  to  be  constantly  evolving,  and  this  is  best  done 
by  injecting  competition  into  public  services  According  to  Indianapolis  Mayor  Stephen 
Goldsmith,  "Opening  up  city  hall  to  the  competitive  process  must  be  approached  as  the 
fundamental  aspect  of  change  in  order  for  a  city  that  is  successful  to  stay  successful." 
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It  can  also  help  cities  that  are  facing  financial  hardship.  When  Ed  Rendell,  a  Democrat,  became 
the  mayor  of  Philadelphia  in  1992,  he  found  a  situation  much  like  the  one  facing  the  District 
today.  His  city  suffered  from  a  $200  million  dollar  deficit,  a  dwindling  population,  and 
inefficient  public  services. 

As  part  of  his  effort  to  turn  the  city  around.  Mayor  Rendell  embarked  on  a  widespread 
competition  imtiative.  Since  1992,  Philadelphia  has  subjected  close  to  30  functions  to 
competition.  Savings  are  estimated  at  more  than  $22  million  annually.  Philadelphia  now 
contracts  for  everything  from  parking  operations  to  museum  security. 

In  addition,  competition  has  had  a  ripple  affect,  prompting  public  departments  to  become  more 
efficient.  In  1993,  Philadelphia's  sludge  processing  plant  was  put  on  the  list  to  be  considered  for 
contracting.  In  response,  the  plant's  managers,  working  with  the  union,  developed  a  plan  to 
streamline  operations.  The  plan  reduced  the  number  of  workers  from  214  to  135,  cut  costs  by 
one-third,  and  is  saving  Philadelphia  $8  million  dollars  a  year.  The  work  has  stayed  in  house, 
but  thanks  to  competitive  incentives,  the  public  department  changed  for  the  better. 

Notes  Mayor  Rendell:  "The  knowledge  that  your  department  can  be  bid  out  is  an  enormous 
motivating  factor.  Ironically,  privatization  is  the  most  effective  way  we  know  to  restore 
productivity  and  the  taxpayer's  faith  in  government." 

Today,  Philadelphia  is  on  its  way  to  fiscal  health,  thanks  in  large  part  to  Mayor  Rendell's 
commitment  to  competition. 

Introducing  markets  and  competition  into  city  government  wherever  possible  is  a  vital  reform 
for  overhauling  public  management  and  personnel  systems.  Absent  enduring  competitive 
pressures,  other  elements  of  a  reinventing  program  are  likely  to  fall  prey  to  the  powerful  weight 
of  bureaucratic  inertia. 
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Under  Democratic  Mayor  Richard  Daley,  Chicago  has  also  embarked  on  a  city-wide  competition 
program.  Since  1989,  Chicago  contracted  for  over  30  functions,  including  custodial  services, 
abandoned  vehicle  towing,  and  traffic  signal  construction.  According  to  Mayor  Daley,  "The 
annual  savings  of  our  privatization  initiative  totals  tens  of  millions  of  dollars." 

During  the  privatization  process,  Chicago  has  worked  to  assure  that  public  employees  suffered 
no  undue  hardship.  By  working  within  the  rate  of  attrition,  assigning  workers  to  other  city  jobs, 
and  encouraging  contractors  to  hire  city  workers,  the  city  has  largely  avoided  layoffs.  For 
example,  in  custodial  services  over  280  positions  have  been  trimmed  from  the  city  payroll 
without  a  single  layoff. 

With  no  negative  consequences  for  failing  to  achieve  desired  outcomes,  the  public  sector  has 
little  incentive  to  institute  the  fundamental  changes  required  to  dramatically  cut  costs  and 
increase  efficiency.  The  result:  a  lack  of  iimovation  and  continually  rising  public-sector  costs. 

The  evidence  that  competition  in  public  services  can  spur  lower  delivery  costs  is  overwhelming. 
Hundreds  of  cities  and  counties  testify  to  the  power  of  competition.  Dozens  of  independent 
governmental  and  academic  studies  looking  at  the  effect  of  competition  on  service  delivery  have 
found  it  to  frequently  generate  cost  savings  in  the  range  of  20  percent  to  50  percent. 

Savings  of  this  magnitude  are  prompting  public  officials  throughout  the  country  to  expose  city 
hall  to  the  light  of  competition  through  a  variety  of  methods: 

Competition  between  in-house  units  and  private  providers. 

Competition  limited  to  private  providers. 

Currently,  the  most  comprehensive  competition  program  of  any  large  city  in  America  exists  in 
Indianapolis.   Since  taking  office  in  January   1992,  the  administration  of  Mayor  Stephen 
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Goldsmith  has  identified  over  150  competition  opportunities,  and  over  50  government  services 
have  already  been  shifted  into  the  marketplace. 

Already,  this  competitive  process  is  resulting  in  about  $20  million  annual  cost  savings  to  the 
city.  Savings  have  even  averaged  25  percent  in  the  half-dozen  cases  when  city  units  beat  out 
private  firms  in  the  bidding  process.  Services  opened  up  to  competition  include  trash  collection, 
printing,  equipment  maintenance,  municipal  golf  courses,  street  repair,  and  wastewater  treatment 
operation. 

Recent  years  have  seen  a  virtual  revolution  in  the  thinking  of  state  and  local  officials  with 
respect  to  privatization.  Public  officials  formerly  viewed  privatization  and  competition  with  some 
hesitancy.  Today,  however,  the  productive  power  of  competition  is  widely  aknowledged,  by 
elected  officials  of  both  parties,  to  be  a  powerful  tool  in  better  serving  their  constituency.  In  the 
words  of  Cleveland's  Democratic  Mayor  Michael  White,  "As  a  matter  of  common  sense,  the 
government  cannot  remain  as  a  monopoly  that  constantly  borrows  against  our  children's 
futures...  [0]ne  of  the  things  cities  have  to  do  is  embrace  the  notion  of  competition." 

For  decades.  New  York  City  has  been  synonymous  with  inefficient  municipal  government, 
bureaucratic  bloat,  and  soaring  taxes.  Under  Republican  Mayor  Rudolf  Giuliani,  New  York  City 
appears  poised  to  become  one  of  the  country's  leaders  in  moving  services  and  assets  from  the 
public  to  private  sector. 

"We're  trying  to  bring  the  city  govenmient  into  the  21st  century— kicking  and  screaming,  1  must 
say,"  General  Services  Commissioner  William  Diamond  told  the  New  York  Times.  Within  a  few 
years,  the  city  intends  to  be  competitively  contracting  out  more  work  (in  dollar  terms)  than  the 
next  ten  largest  cities  combined  and  have  plans  to  privatize  a  number  of  major  assets,  according 
to  city  officials. 

The  city-owned  United  Nation's  Plaza  Hotel  is  expected  to  be  sold  by  Fall  1995.  Other  future 
asset  sale  possibilities  include:  the  city's  television  and  radio  licenses,  $50  million  of  city-owned 
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real  estate,  thirteen  parking  garages,  three  sewage  treatment  plants,  Kennedy  and  U  Guardia 
airports,  and  the  Off-Track  Betting  Corporation. 

In  December  of  1994,  the  city  launched  competition  pUot  projects  in  a  number  of  service  areas 
such  as  park  upkeep,  buUding  maintenance,  fleet  maintenance,  street  repaying,  traffic-  sign 
making,  running  homeless  shelters  and  custodial  services.  Assuming  the  pilot  projects  are 
successful,  these  services  will  be  opened  up  to  competition  city-wide  in  late  1995  or  early  1996. 
"We're  eliminating  monopolistic  service  delivery,"  says  Richard  Schwartz,  who  directs  the  city's 
competitive  contracting  program.  "No  one  has  a  lock  on  the  right  to  deliver  better  services  to 
the  public. " 

The  pilot  program  for  park  maintenance  in  southwestern  Queens  was  already  producing  results 
by  early  1995.  The  private  contractor's  bid  was  23  percent  less  than  the  city's  in-house  costs. 
"We're  trying  to  learn  from  empirical  experience  whether  the  private  sector  can  do  this  well," 
says  Schwartz.  The  city  plans  to  bid  out  all  59  park  districts  by  the  end  of  1995. 

The  pressure  of  competition  from  outside  vendors  is  also  prompting  municipal  unions  to  increase 
their  productivity.  Recent  union  contracts  with  public  school  custodians  and  solid  waste  haulers 
have  included  important  productivity  concessions,  in  part  because  the  unions  are  keenly  aware 
that  inefficient  operations  are  subject  to  contracting  out. 

The  city  is  also  exploring  contracting  out  die  operation  of  its  nine  wastewater  treatment  plants 
in  its  upstate  watershed  and  at  least  two  of  its  eleven  hospitals.  "This  year  will  see  a  rapid 
acceleration  of  privatization  and  other  downsizing  initiatives  at  H.H.C.  (Health  and  Hospital 
Corporation),"  said  Mayor  Giuliani  in  the  introduction  to  his  FY  1996  financial  plan. 

Schwartz  believes  that  competitive  bidding  will  eventually  result  not  only  in  massive  cost  savings 
but  also  in  a  better  city  work  force:  "In  the  long  term  we  will  have  a  more  energized  work  force 
because  they  will  feel  the  pressure,  challenge  and  exhilaration  of  winning  bids." 
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Smaller  cities  are  also  using  privatizaiton.  According  to  "The  City  of  Fort  Worth's  Privatization 
Report,"  Fort  Worth  has  used  competitive  contracting  over  the  past  several  years  to  save 
hundreds  of  thousands  of  dollars.  Between  1990  and  1994,  the  city  privatized  the  mowing  of 
parks,  medians,  and  the  grounds  around  city  facilities,  saving  over  $360,000  and  reducing  staff 
by  eleven  positions.  The  city  also  reported  saving  over  $400,000  by  privatizing  two  city  golf 
courses. 

Privatization  is  a  political  process.  Public  officials  often  face  strong  opposition  to  privatization 
and  competitive  contracting  from  public  employees  and  their  unions.  But  experience  in  the 
United  States  and  overseas  has  demonstrated  that  making  privatization  need  not  be  a  disaster  for 
public  employees. 

The  best  way  to  reduce  opposition  is  to  communicate  tG  workers  a  commitment  to  fair  treatment. 
Truth  is,  privatization  need  not  be  catastrophic  for  current  workers;  much  anxiety  can  be  avoided 
simply  by  expressing  a  firm  committment  to  deal  justly  with  employees.  Most  privatizations 
occur  with  few  or  no  layoffs.  And  a  variety  of  techniques  are  available  to  public  officials  that 
reduce  the  negative  impact  for  current  workers  and  assist  employees  in  making  the  transition  to 
a  competitive  environment  with  minimum  disruption.  Public  managers  should  make  every 
reasonable  effort  to  see  that  current  employees  do  not  needlessly  take  the  brunt  of  a 
privatization.  Techniques  that  can  attenuate  the  impact  on  current  workers  include: 

working  within  the  rate  of  natural  attrition; 
encouraging  or  requiring  first  consideration  by  contractors; 
offering  early  retirement  incentives;  and 
allowing  public  departments  to  bid  for  contracts. 

Perhaps  the  easiest  method  to  reduce  the  negative  impact  on  public  employees  is  to  schedule  the 
privatization  of  functions  within  the  normal  rate  of  attrition.  Workers  on  a  given  function 
targeted  for  privatization  are  simply  shifted  to  other  government  work,  avoiding  any  need  for 
layoffs. 
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An  extensive  privatization  effort  can  be  accompiislied  without  unduly  impacting  the  current 
public  workforce.  The  strong  resistance  to  privatization  results  partly  from  the  mistaken  notion 
that  privatization  entails  massive  layoffs.  A  major  national  study  has  confirmed  that  privatization 
seldom  results  in  widespread  layoffs.  In  1989  the  National  Commission  on  Employment  Policy 
(NCEP),  a  research  arm  of  the  U.S.  Labor  Department,  released  a  pioneering  study  tided  "The 
Long-Term  Employment  Implications  of  Privatization. "  The  study  reviewed  the  effect  on  public 
employees  in  34  city  and  county  privatizations.  The  study  examined  a  wide  range  of 
privatizations  involving  2,213  government  workers,  finding  that  only  7  percent  of  all  impacted 
workers  were  laid  off;  58  percent  found  employment  with  the  contractor;  24  percent  found  other 
government  employment;  and  a  small  fraction  retired.  The  study  concluded  that  "In  the  majority 
of  cases,  cities  and  counties  have  done  a  commendable  job  of  protecting  the  jobs  of  public 
employees. " 

Government  officials  typically  make  a  strong  effort  to  provide  for  current  public  workers  even 
when  embarking  on  extensive  privatization  programs.  Between  1982  and  1986,  for  example,  Los 
Angeles  County  privatized  functions  that  affected  1,300  workers,  yet  only  36  permanent 
employees  were  laid  off  due  to  the  contracting  out  program. 

San  Diego  also  introduced  large-scale  privatization  gradually  to  avoid  layoffs.  Beginning  in 
1979,  San  Diego  began  to  increase  its  use  of  competitive  contracting  for  transit  services.  San 
Diego  currently  engages  in  more  competitive  contracting  for  bus  service  than  any  city  in  the 
country  of  comparable  size,  with  60  percent  of  its  bus  routes  served  by  six  private  providers, 
and  22  percent  of  all  passengers  carried  by  the  private  sector.  Despite  the  large  shift  from  public 
to  private,  increasing  the  amount  of  contracted  service  by  about  3  percent  per  year— well  within 
the  normal  turnover  rate— enabled  San  Diego  to  achieve  its  bus  privatization  without  layoffs  of 
public  employees. 

A  common  strategy  to  reduce  current  employee  impact  involves  encouraging  or  requiring  a 
contractor  to  offer  first  consideration  for  employment  openings  to  all  qualified  public  workers. 
Private  contractors  are  usually  quite  happy  to  have  access  to  an  experienced  labor  pool.  In 
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adopting  this  policy,  however,  government  officials  should  be  careful  not  to  constrain  contractors 
with  burdensome  mandates. 

Public  officials  should  avoid  restrictions  that  mandate  wage  or  benefit  levels  for  contractors. 
Requiring  private  providers  to  match  public-sector  wages  and  benefits  in  perpetuity  can  reduce 
the  potential  cost  savings  from  privatization.  Contractors  should  be  allowed  maximum  flexibility 
to  perform  the  given  function  in  the  most  cost-effective  fashion  possible.  In  many  cases  this  will 
result  in  the  job  being  performed  by  fewer  workers.  Also  tending  to  diminish  the  attractiveness 
of  contracting  out  are  state  and  local  laws  and  civil  service  regulations  diat  prohibit  contractors 
performing  public  functions  from  paying  their  employees  less  than  what  government  workers 
receive  for  the  same  work— a  form  of  prevailing- wage  legislation. 

Public  officials  should  consider  other,  less  burdensome  approaches  to  ensure  that  current 
workers  are  given  fair  treatment,  such  as: 

1)  Require  contractors  to  guarantee  public  employees  jobs  at  their  current 
compensation,  but  allow  all  future  employees  to  be  hired  at  market  wages. 
Though  this  can  reduce  short-term  savings,  it  may  be  worthwhile  to  enable  a 
privatization  that  would  have  otherwise  been  politically  impossible. 

2)  Encourage  the  contractor  to  offer  employment  to  current  public  employees  at 
market  rates.  Most  contractors  are  happy  to  offer  qualified  experienced  workers 
a  position  with  dieir  company. 

In  1984,  Hamilton  County,  Tennessee  contracted  out  a  medium-security  detention 
center  to  Corrections  Corporation  of  America  (CCA).  Of  the  60 
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affected  county  employees,  58  were  hired  by  CCA,  one  left  the  area,  and  one 
remained  with  the  county  government.  All  of  the  workers  who  went  to  work  for 
CCA  received  a  pay  increase  and  enjoyed  comparable  fringe  benefits,  though  die 
pension  benefits  were  lower  than  those  offered  by  the  county. 

3)  Incorporate  a  contractor's  offer  to  current  employees  into  the  contract  award 
decision.  In  Los  Angeles  County,  bonus  points  are  awarded  to  bidders  who 
provide  public  employee  accommodation  plans.  This  approach  allows  flexibility 
in  the  packages  that  contractors  can  offer,  yet  allows  treatment  of  current 
employees  to  be  given  consideration  in  choosing  a  contractor. 

Given  that  privatization  often  entails  a  reduction  in  the  overall  labor  force,  another  strategy  for 
avoiding  layoffs  is  enticing  public  workers  to  voluntarily  leave  government  employment  by 
offering  them  early  retirement  incentives.  Such  programs  can  be  cost-effective  if  they  enable 
governments  to  adopt  otherwise  politically  unattainable  cost-saving  privatization  measures,  but 
early  retirement  programs  are  in  no  sense  guaranteed  to  save  money. 

Because  it  reduces  opposition  to  privatization,  allowing  public  employee  units  to  compete  for 
contracts  makes  good  political  sense.  It  also  makes  good  economic  sense.  Cost  savings  from 
privatization  arise  from  die  efficient  operating  practices  that  a  competitive  market  promotes.  The 
difference  is  not  one  of  public  versus  private,  but  of  monopoly  versus  competition.  Experience 
shows  that  when  faced  with  competition,  public  departments  can  gready  improve  their  operating 
efficiency. 

One  strategy  to  enhance  the  chances  of  successful  bidding  by  public  departments  is  to  train  the 
managers  and  workers  in  productivity,  cost-saving  strategies,  and  customer  service.  Workers  and 
managers  may  require  new  skills  to  excel  in  a  competitive  environment.  Training  can  provide 
them  with  the  tools  needed  to  make  the  transition  as  painlessly  as  possible,  and  increase  the 
awareness  of  the  need  for  continuous  improvement  and  productive  efficiency. 
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Coral  Springs.  Florida,  for  example,  is  offering  training  for  their  employees  to  excel  in  a 
competitive  market.  Having  decided  to  competitively  contract  for  vehicle  maintenance.  Coral 
Springs  wants  to  give  public  workers  every  opportunity  to  effectively  compete.  "We're  asking 
our  employees  to  go  head-to-head  against  the  competition,"  said  Assistant  City  Manager  Mike 
Levenson,  "so  we  are  giving  our  employees  an  opportunity  to  bid,  and  we  are  working  with  our 
employees  in  structuring  that  bid."  According  to  Levinson,  Coral  Springs  is  committed  to 
offering  public  workers  a  fair  shot  at  winning:  "We  just  didn't  say,  'You  have  to  bid.'  We 
offered  all  the  support  they  needed  to  structure  their  bid,  to  come  up  with  their  business  plan, 
and  put  the  bid  package  together.  We're  helping  them  develop  unit  costs  and  unit  revenues  so 
they  can  better  understand  the  economics  of  the  service  that  they  have  historically  provided." 

There  is  no  reason  why  a  motivated  public  department  cannot  provide  cost-effective  service. 
Comparing  the  full  cost  of  in-house  and  contracted  service  provision  can  be  difficult,  however; 
cost  analysis  should  be  conducted  by  an  impartial  third  party  using  accepted  accounting 
procedures. 

Phoenix  sanitation  workers  have  demonstrated  the  same  sort  of  entrepreneurial  spirit.  In  1978, 
the  City  CouncU  announced  diat  garbage  collection  would  be  open  to  competitive  contracting. 
Initially,  private  trash  haulers  were  able  to  win  a  majority  of  the  contracts  by  underbidding  the 
public  works  department.  The  public  works  department  took  several  years  before  it  learned 
enough  to  be  competitive  and  began  winning  contracts.  But  competition  brought  about  changes. 
A  new  accounting  system  was  brought  into  track  costs,  new  trucks  purchased  to  reduce  crew 
size,  and  a  suggestion  program  implemented  offering  up  to  $2,000  for  cost-saving  ideas. 
Workers  also  suggested  changes  to  the  routes  to  increase  efficiency.  By  the  early  1980s, 
municipal  workers  were  winning  contracts  and  saving  taxpayers  money-a  total  of  $25  mUlion 
since  the  program  began,  according  to  Public  Works  Director  Ron  Jensen. 

Any  government  that  is  serious  about  restructuring  wUl,  to  paraphrase  Mayor  Marion  Barry, 
give  privatization  a  serious  look.  Unfortunately,  since  1993  the  District  has  had  one  of  the  most 
restrictive  privatization  laws  in  the  nation.  This  law  should  be  removed  or  dramatically  altered. 
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For  the  past  year,  the  Reason  Foundation  has  worked  with  officials  in  the  City  Administrators 
Office,  working  on  ways  to  improve  service  delivery.  No  doubt,  competition  and  contracting 
could  help  the  District.  But  as  long  as  this  law  remains  in  place,  officials  in  the  District  have 
their  hands  tied. 

It  is  time  for  the  District  of  Columbia  to  get  up  to  speed  with  the  rest  of  the  nation.  Privatization 
has  an  outstanding  track  record,  and,  when  carefully  implemented,  can  generate  cost  savings, 
quality  improvements,  and  consider  the  situation  of  public  employees. 

In  the  words  of  Al  Gore's  National  Performance  Review,  "The  best  way  to  deal  with  monopoly 
is  to  expose  it  to  competition."  Thank  you  very  much. 

John  O'Leary  is  the  Deputy  Director  of  the  Privatization  Center  at  the  Reason  Foundation  a 
nonprofit,  nonpartisan  public-policy  think  tank  based  in  Los  Angeles. 


H  it  if 


13 


Wednesday,  June  5,  1996. 
MANAGEMENT  AND  SERVICE  DELIVERY  PROBLEMS 

WITNESSES 

RICHARD  GREENE,  INDEPENDENT  FINANCIAL  RESEARCH  WRITER, 
AUTHOR  OF  FINANCIAL  WORLD'S  "CITY  AND  STATE  RANKINGS" 

JO  A.  WRIGHT,  EXECUTIVE  DIRECTOR,  PUBLIC  EMPLOYEES  ROUND- 
TABLE 

Chairman  Walsh's  Opening  Remarks 

Mr.  Walsh.  The  subcommittee  will  come  to  order. 

I  would  like  to  welcome  everyone  here  this  afternoon. 

The  purpose  of  this  afternoon's  hearing  is  to  try  to  get  to  some 
of  the  good  news  as  to  what  we  might  expect  in  the  fiscal  year  1997 
budget  when  it  is  submitted  to  us  on  June  15. 

The  District  needs  an  appropriations  bill  that  includes  programs 
aimed  at  improving  the  delivery  of  services  in  the  city  while  hold- 
ing down  costs. 

D.C.  RANKED  LAST  IN  COMPARISON  TO  30  OTHER  U.S.  CITIES 

I  understand  each  of  our  subcommittee  Members  received  mate- 
rial that  was  sent  around  by  our  staff,  which  includes  an  article 
from  the  "Financial  World"  magazine.  The  article  ranks  the  man- 
agement of  30  U.S.  cities  in  four  categories:  financial  management, 
performance  measurement  and  evaluation,  infrastructure  mainte- 
nance and  information  technology.  I  guess  it  is  no  surprise  that  the 
District  of  Columbia  ranked  dead  last. 

HEARING  OBJECTIVE:  WHAT  IS  IN  D.C.  FISCAL  YEAR  1997  BUDGET  TO 
MAKE  D.C.  BETTER? 

We  hope  to  learn  what  those  cities  that  received  high  marks 
have  done  to  earn  those  high  marks.  We  want  the  Nation's  Capital 
to  be  acclaimed  the  same  way  these  other  high-ranking  American 
cities  are.  So  we  would  like  to  see  what  is  in  the  1997  budget  that 
will  help  accomplish  this  objective. 

D.C.  CONTROL  BOARD  TO  HELP  IN  EFFORT  TO  IMPROVE  D.C. 

We  now  have  a  Control  Board  to  help  in  this  effort.  One  of  the 
responsibilities  given  the  Control  Board  by  the  enabling  legislation 
is  to  recommend  management  initiatives  to  promote  productivity, 
improve  the  delivery  of  services  and  realize  cost  savings. 
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FIRST  PURPOSE  OF  D.C.  CONTROL  BOARD 

The  very  first  purpose  of  the  Control  Board  that  is  Hsted  in  Pub- 
he  Law  104-8  is,  and  I  quote:  "To  ehminate  the  budget  deficits  and 
cash  shortages  of  the  District  of  Columbia  through  visionary  finan- 
cial planning,  sound  budgeting,  accurate  revenue  forecasts  and 
careful  spending." 

The  Act  further  states:  "During  fiscal  years  1996,  1997  and  1998, 
the  District  government  shall  make  continuous,  substantial 
progress  towards  equalizing  the  expenditures  and  revenues  of  the 
District  government  for  such  fiscal  years  .   .  ." 

RIVLIN  COMMISSION  STAFF  LEADER/CONFLICT  OF  INTEREST 

We  had  intended  to  start  this  hearing  by  looking  at 
unimplemented  cost-cutting  ideas  that  were  recommended  by  the 
Rivlin  Commission  and  are  listed  in  their  December  1994  update 
report.  But  the  lead  staff  person  we  spoke  with  said  he  would  be 
unable  to  testify  because  he  feels  he  is  no  longer  independent  of  the 
city,  because  he  now  has  contracts  with  the  District  or  is  doing 
business  with  it,  so  there  could  be  a  conflict  of  interest. 

TOO  MANY  STUDIES  ALREADY-ACTION  NEEDED 

We  have  heard  too  often  that  the  District's  problems  have  been 
studied,  and  studied,  and  studied,  but  no  action  or  very  little  action 
is  taken.  We  don't  need  more  studies  or  plans.  What  we  need  is  ac- 
tion now,  not  later. 

TOO  MUCH  BAD  NEWS  ABOUT  D.C.  SERVICES/TIME  FOR  CHANGE. 

We  keep  hearing  bad  news  about  the  District's  operations, 
whether  it  is  snow  removal  or  the  morgue  or  foster  care.  We  are 
here  today  to  hear  about  how  other  cities  and  States  have  been 
able  to  get  high  marks  for  their  good  government  management  per- 
formance and  how  they  earn  awards  for  outstanding  effective  pro- 
grams that  deliver  excellent  service  at  a  reduced  cost  to  their  tax- 
paying  constituents. 

WHAT  ARE  D.C.  OFFICIALS  DOING  TO  IMPROVE  SERVICES? 

We  then  want  to  hear  from  District  officials  as  to  what  they  are 
going  to  do  to  deliver  the  services  they  should  be  delivering  more 
effectively  and  more  efficiently.  The  citizens  of  the  Nation's  Capital 
deserve  no  less.  The  taxpayers  of  this  country  deserve  no  less. 

INTRODUCTION  OF  PANELS  AND  WITNESSES 

We  have  two  panels  today.  On  our  first  panel  we  have  two  wit- 
nesses; Richard  Greene,  who  is  an  independent  financial  research 
writer  and  author  of  Financial  World's  "City  and  State  Rankings." 
And  Ms.  Jo  Wright,  who  is  the  Executive  Director  of  the  Public 
Employees  Roundtable. 

And  on  the  second  panel  we  have  three  witnesses.  Michael  Rog- 
ers, the  District's  City  Administrator;  Anthony  Williams,  the  Dis- 
trict's Chief  Financial  Officer;  and  John  Hill,  Jr.,  Executive  Direc- 
tor of  the  Financial  Control  Board. 
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WITNESSES  SWORN  IN 

Before  I  swear  in  the  witnesses,  I  would  like  to  ask  our  Ranking 
Member,  Mr.  Dixon,  if  he  has  any  opening  remarks? 

Mr.  DixON.  I  have  no  opening  statement,  Mr.  Chairman. 

Mr.  Walsh.  Thank  you. 

Then  following  our  standard  procedure,  I  would  ask  the  wit- 
nesses, Mr.  Greene  and  Ms.  Wright,  to  come  forward. 

Welcome. 

Before  you  are  seated,  I  will  swear  you  in. 

[Witnesses  sworn.] 

Mr.  Walsh.  Please  be  seated. 

Again,  welcome. 

Mr.  Greene,  we  would  be  happy  to  hear  your  testimony  at  this 
time. 

Mr.  Greene.  Thank  you. 

I  will  keep  my  preliminary  testimony  very  brief  and  let  you  ask 
the  good  questions. 

Mr.  Walsh.  Okay. 

Opening  Statement  of  Richard  Greene 

Mr.  Greene.  For  the  last  10  years,  I  have  been  a  freelance  writer 
following  a  stint  of  about  8  years  at  Forbes  Magazine  and  have 
over  the  course  of  the  last  5  years,  in  collaboration  with  my  wife 
and  partner  in  all  things,  Katherine  Barrett,  contributed  a  series 
of  special  sections  to  "Financial  World,"  one  of  which  I  know  that 
you  have  seen. 

SUBJECT  OF  MR.  GREENE'S  ARTICLES 

In  each  case  we  attempted  to  analyze  and  evaluate  the  manage- 
ment skills  of,  in  one  set  of  articles,  America's  30  Largest  Cities. 
Another  series  of  articles  we  looked  at  the  50  States,  and  yet  an- 
other series  we  looked  at  Federal  agencies. 

The  criteria  which  we  looked  at  were  developed  through  hun- 
dreds and  hundreds  of  interviews  with  elected  and  appointed  offi- 
cials of  the  States  and  the  cities,  and  the  agencies,  academics,  rep- 
resentatives of  the  bond-rating  agencies,  citizen  tax  groups,  other 
governmental  agencies  and  basically  anyone  else  we  could  get  our 
hands  on  who  had  reasonable  expertise  in  what  made  a  good  city 
and  what  made  a  city  bad  from  the  standpoint  of  management. 

BASIS  OF  MR.  GREENE'S  RESEARCH 

The  basis  of  our  reporting  in  all  cases  was  an  exhaustive  survey, 
which  we  asked  each  governmental  entity  to  fill  out  for  us.  In  the 
last  year,  we  were  delighted  to  get  cooperation  on  that  from  all  30 
of  the  cities  and  from  49  of  the  50  States. 

After  receiving  these  survey  instruments  back,  we  embarked  on 
an  equally  exhaustive  program  with  interviews  with  a  number  of 
people  both  inside  and  outside  each  governmental  entity,  because 
there  are  a  number  of  problems  with  taking  any  kind  of  undigested 
and  uninterpreted  data,  not  the  least  of  which  is  that  a  great  many 
of  the  entities  don't  understand  the  questions,  particularly  the  less- 
well  managed  ones,  and  a  great  many  of  the  entities  find  it  in  their 
self-interest  to  try   to  persuade   us,   even  through   answers  that 
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might  verge  on  deceit,  that  they  are  doing  better  than  they  are.  So 
we  try  and  follow  through,  and  essentially  we  have  always  prided 
ourselves  in  running  what  is  basically  a  journalistic  exercise  as  op- 
posed to  a  more  academic  exercise. 

CRITERIA  FOR  RANKING  CITIES 

One  element  in  the  final  published  report  has  been  a  ranking  of 
the  States  and  cities  in  which  we  ordered  them  from  best  to  worst. 
And  I  would  like  to  make  note  that  both  Katherine  and  I  have  al- 
ways had  troubles  with  the  very  concept  of  ranking  cities  and 
States.  There  are  a  great  many  problems  and  issues  that  anyone 
who  is  involved  in  State  or  city  government  can  and  do  find  with 
that. 

The  reason  we  have  done  that  is  simply  because  we  felt  that 
looking  at  management  is  an  area  that's  almost  inevitably  over- 
looked by  the  press  and,  in  fact,  often  by  government.  And  that  the 
only  way  to  get  the  crucial  issues  of  management,  financial  man- 
agement, infrastructure  management,  accounting  and  systems  such 
as  those,  the  kind  of  public  attention  we  thought  they  merited,  was 
through  doing  a  ranking,  which  in  turn  received  a  fair  amount  of 
pick-up  and  focus. 

FOUR  CATEGORIES  RESEARCHED  FOR  RANKINGS 

The  four  categories  we  looked  at,  which  aggregated  hundreds  and 
hundreds  of  integral  criteria,  were  the  four  you  mentioned  earlier: 
financial  management;  managing  for  results,  by  which  we  mean 
looking  at  performance,  measurement  and  performance  criteria;  in- 
frastructure management  and  technology. 

POLICY  DECISIONS  NOT  EVALUATED;  ONLY  EFFECTIVENESS  AND 
EFFICIENCY  OF  IMPLEMENTING  THOSE  DECISIONS 

In  every  case  I  stress  we  did  not  evaluate  policy  decisions. 

As  far  as  we  were  concerned,  policy  decisions  belonged  in  the  po- 
litical framework  in  which  they  find  themselves.  We  were  con- 
cerned with  how  effectively  and  efficiently  the  entities  took  the  pol- 
icy decisions  that  they  determined  were  rational  and  implemented 
them. 

All  that  mattered  to  us,  for  example,  in  budgeting,  was  that  the 
budgeting  was  honestly  undertaken,  not  that  it  was  a  low-tax,  low- 
service  area  or  a  high-tax,  high-service  area.  Those  were  decisions 
that  we  decided  we  would  not  enter  into  the  analysis  or  interpreta- 
tion of. 

The  work  has  achieved  a  growing  visibility  over  the  last  5  years. 
I  won't  pat  ourselves  on  the  back  over  much,  but  the  proudest  mo- 
ments have  been  when  cities  and  States  themselves  have  come  to 
us  and  told  us  that  they  have  used  our  work,  which  has  happened 
in  a  number  of  instances,  in  order  to  benchmark  on  other  better- 
run  cities  and  States,  or  even  in  the  case  of  the  best-run,  to  bench- 
mark upon  the  criteria  that  we  set  forth  for  the  best-run. 

D.C.  EVALUATED  AS  A  CITY,  NOT  A  STATE 

I  would  like  to  indicate  at  the  outset  that  comparing  Washington, 
D.C.  to  other  cities,  as  you  well  know,  is  a  hazardous  task  at  best. 
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There  have  been  experts  who  have  argued  all  along  that  Washing- 
ton, D.C.  should  not  even  have  been  compared  to  29  other  cities  but 
rather  have  been  listed  as  the  51st  State,  inasmuch  as  so  many  of 
the  functions  that  the  District  fulfills  are  State  functions  as  op- 
posed to  municipal  functions. 

All  the  cities,  or  at  least  all  the  cities  unhappy  with  what  we 
have  said  about  them,  have  argued  to  us  that  they  could  not  be 
analyzed  in  the  way  we  do  because  they  are  unique. 

D.C.  TRULY  UNIQUE 

Everyone  is  unique.  However,  Washington,  D.C,  if  you  will  per- 
mit the  phrase,  is  truly  unique  and  perhaps  the  only  one  of  the 
cities  justified  in  saying  that. 

Mr.  Walsh.  Right. 

Mr.  Greene.  The  relationship  with  Congress,  which  doesn't  exist 
for  any  other  city,  creates  a  whole  different  set  of  issues. 

D.C.  RANKED  DEAD  LAST 

As  the  Washington  Post  reported,  and  as  you  mentioned,  when 
we  last  looked  at  the  30  cities,  we  placed  D.C.  dead  last.  In  years 
past,  that  position  had  been  held  reliably  by  Detroit.  Sadly  for 
D.C,  and  happily  for  Detroit,  when  we  last  took  a  look,  Detroit 
seemed  to  be  on  the  upward  ebb  and  D.C.  didn't  seem  to  be  getting 
worse,  but  didn't  ^eem  to  us  to  be  getting  a  great  deal  better. 

The  grades  we  gave  D.C.  at  the  time  were  D-minus  in  financial 
management;  a  D  in  its  work  on  performance  measurement  and 
evaluation;  a  D-plus  in  infrastructure  maintenance;  and  a  C-minus 
on  information  technology. 

There  are  three  other  quick  notes  and  then  I  will — and  then  I 
will  stop  talking  for  the  moment. 

First  I  need  to  stress  that  although  the  Washington  Post  just 
picked  up  our  ranking  a  few  weeks  ago,  the  work  we  did  appeared 
in  March  of  1995.  And  so  as  a  result,  I  cannot  speak  with  any  ex- 
pertise whatsoever  about  an3^hing  that's  happened  since  March  of 
1995.  My  expertise  and  knowledge  of  the  city  ends  there. 

The  grades  that  I  just  commented  on  were  as  of  that  point  in 
time.  Whatever  changes  have  taken  place  since  then,  I  know  no 
more  about  than  someone  who  reads  the  newspapers. 

Second,  I  want  to  restate  that  the — that  the  basis  of  our  work  is 
management  as  opposed  to  policy  decisions.  And  I  will  in  all  cases 
beg  off  questions  involving  policies. 

MR.  GREENE  TRIED  TO  TELL  "GOOD  NEWS"  IN  RANKINGS 

And,  third,  primary  among  our  efforts  has  really  been  to  tell  the 
good  news  of  the  cities  and  States  that  are  doing  a  terrific  job. 
That's  really  been  the,  not  only  the  most  enjoyable,  but  the  most 
productive  part  of  our  work.  And  I  think  that  the  kind  of  things 
to  which  I  can  address  myself  most  effectively  are  the  cities  and 
the  missions  upon  which  better  cities  are  run,  upon  which  D.C. 
could  hopefully  benchmark  itself. 
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Thank  you  for  inviting  me  to  appear  here  today.  I  hope  my  an- 
swers will  be  of  some  use  to  you. 

PREPARED  STATEMENT  OF  RICHARD  GREENE 

[The  prepared  statement  referred  to  follows:] 
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TESTIMONY  TO  THE  COMMITTEE  ON  APPROPRIATIONS 
STTwrOMMITTEE  ON  THE  DISTRirT  OF  COLUMBIA 

June  5,  1996 


Good  afternoon.  My  name  is  Richard  Greene,  and  I  have  been  a  free-lance  wnter 
for  the  last  ten  years  --  in  collaboration  with  my  wife,  Katherine  Barrett  -- 
following  eight  years  as  a  writer  and  editor  at  Forbes  Magazine. 

Over  the  course  of  the  last  five  years,  we  have  contributed  a  series  of  special 
sections  to  Financial  World  in  which  we  attempted  to  analyze  and  evaluate  the 
management  skills  in  the  fifty  states  and  America's  30  largest  cities,  as  measured 
by  population.  The  criteria  which  we  used  were  developed  through  hundreds  of 
interviews  with  elected  and  appointed  officials  of  the  states  and  cities,  academics, 
the  bond  rating  agencies,  citizen  tax  groups,  other  governmental  agencies  and 
others. 

The  basis  of  our  reporting  has  been  an  exhaustive  survey,  which  we  ask  each 
governmental  entity  to  fill  out  for  us.  In  the  last  year,  we  had  cooperation  from  all 
thirty  cities  and  forty  nine  of  the  fifty  states.  After  receiving  these  survey 
instruments,  we  embark  on  equally  exhaustive  interviews  with  a  number  of  people 
both  inside  and  outside  the  governments  in  an  effort  to  truly  understand  how 
skillftxlly  they  are  managed. 

One  element  of  the  final  published  report  has  been  a  ranking  of  the  states  and 
cities  in  which  we  ordered  them  from  best  to  worst.  I  will  admit  that  we  have 
always  had  troubles  with  the  concept  of  ranking  states  and  cities.  But  we  always 
felt  that  paying  attention  to  government  management  -  as  opposed  to  policy  and 
politics  -  was  a  crucial  endeavor,  one  rarely  undertaken  by  the  press.  And  we  felt 
That  the  only  way  to  get  attention  for  this  kind  of  work  was  by  introducing  the 
element  of  a  ranking. 

Although  we  examined  hundreds  of  individual  criteria,  they  fell  neatly  into  four 
major  categories:  Financial  Management;  Managing  for  results;  Infrastructure 
Management  and  Technology.  In  every  case,  I  stress,  we  did  not  concern  ourselves 
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with  evaluating  policy  decisions,  but  rather  management-related  issues.  So,  it  did 
not  effect  our  analysis  whatsoever  whether  a  city  decided  to  raise  taxes  and 
increase  services  or  cut  taxes  and  cut  services.  All  that  mattered  to  us  was  that  the 
budgeting  was  honestly  undertaken  and  genuinely  balanced  without  smoke  or 


Over  the  course  of  the  five  years,  this  work  achieved  every  growing  visibility,  and 
has  been  frequently  picked  up  by  the  local  and  national  press.  More  important,  the 
states  and  cities  themselves  have  increasingly  taken  the  work  seriously.  A  number 
of  states  and  cities  have  utilized  our  work  to  benchmark  themselves  against  other 
governmental  entities,  in  an  effort  to  improve  their  management.  We  have  been 
called  upon  to  speak  to  many  of  these  states  and  cities  ~  and  have  always  done  so 
pro  bono. 

Several  months  ago,  Financial  World  magazine  was  sold.  Its  new  ownership  felt 
that  this  very  labor-intensive  work  was  simply  too  expensive  to  support.  We  are 
now,  however,  in  the  final  stages  of  discussions  which  we  are  confident  will 
permit  us  to  continue  this  kind  of  work  ~  in  an  improved  and  expanded  format  ~ 
for  other  publications. 

I  know  that  your  interest  today  is  in  cities;  and  more  specifically  Washington  D.C. 
and  the  ways  it  compares  to  other  cities  in  the  United  States.  I  am  most  happy  to 
attempt  to  answer  any  questions  you  may  have. 

However,  I  would  like  to  first  indicate  that  comparing  Washington  D.C.  to  other 
cities  is,  at  best,  a  hazardous  task.  In  fact,  there  were  some  experts  who  argued, 
when  we  began  our  work,  that  Washington  D.C.  should  be  listed  with  the  states 
and  not  the  cities.  While  most  cities  argue  that  they  are  in  some  way  unique, 
Washington  D.C.  genuinely  is.  I  know  I  do  not  have  to  explain  to  anyone  in  this 
room  the  fact  that  D.C.  functions  without  the  backstop  of  a  state  government,  or  a 
county  government,  and  that  combination  gives  it  a  particularly  difficult  burden. 
What's  more,  of  course,  issues  involving  the  relationship  -  for  good  or  for  bad  - 
that  D.C.  has  had  with  Congress  are  not  even  remotely  similar  to  those  in  any 
other  city. 

As  the  Washington  Post  reported  a  few  weeks  ago,  when  we  last  looked  at  the 
nafion's  largest  cities,  we  indicated  that  Washington  D.C.  was  the  worst  managed 
of  them.  This  was  not  a  hard  call.  In  years  past,  Detroit  had  held  that  dubious 
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distinction,  but  even  Detroit  seemed  to  be  making  efforts  to  improve  its 
management,  while  D.C.  remained  mired  at  the  bottom. 

We  gave  D.C.  a  D-  in  financial  management;  a  D  in  its  work  on  performance 
measurement  and  evaluation;  a  D+  in  infrastructure  maintenance  and  a  C-  in 
information  technology. 

Having  said  that,  I  would  like  to  read  a  brief  excerpt  from  our  Washington  D.C. 
report  card:  "A  number  of  observers  believe  that  the  only  way  for  the  city  to 
change  its  errant  ways'is  to  hit  bottom.  Well,  that's  where  it  is  now.  Whether 
Mayor  Barry,  the  city  council  and  Congress  are  up  to  fixing  the  mess  remains  to 
be  seen.  .  .  Things  are  bad  enough  in  D.C.  to  have  gotten  congressional  attention. 
If  positive  change  is  ever  going  to  happen  in  this  city,  it  will  happen  now." 

Three  other  quick  notes:  First,  although  the  Post  picked  up  our  work  just  recently, 
the  fact  is  that  the  last  special  issue  about  the  cities  appeared  in  March  of  1995.  As 
a  result,  I  cannot  speak  with  any  expertise  about  the  events  of  the  last  year  or  so. 

Second,  I  would  like  to  restate  the  fact  that  our  research  has  been  in  issues  of 
management;  and  as  such  I  do  not  believe  I  will  be  a  useful  witness  for  you  on 
questions  of  policy. 

Third,  one  of  the  primary  efforts  of  our  work  has  been  to  identify  and  report  about 
the  "best  efforts"  among  cities  to  manage  well.  I  believe  that,  if  you'd  like,  I  can 
address  myself  to  elements  of  good  management  we  have  seen  in  other  cities 
which  can  be  usefully  brought  to  bear  here. 

Thank  you  for  the  invitation  to  appear  here  today.  It  is  an  honor,  and  I  hope  I  can 
be  of  help  to  you. 
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Mr.  Walsh.  We  will  hopefully  be  right  back  to  you  with  hopefully 
some  of  those  good  questions. 
Ms.  Wright. 

Opening  Statement  by  Ms.  Jo  Wright 

Ms.  Wright.  Mr.  Chairman,  and  Members  of  the  subcommittee, 
it  is  an  honor  to  appear  before  you  today  and  to  have  the  oppor- 
tunity to  use  the  words  "goods  news"  and  "government  programs" 
in  the  same  sentence. 

I  am  Jo  Wright,  Executive  Director  of  Public  Employees  Round- 
table.  I  have  submitted  my  full  statement  to  the  committee  which 
I  ask  be  made  part  of  the  hearing  record,  and  I  will  now  give  a 
brief  statement. 

Public  Employees  Roundtable  was  founded  in  1982  as  a  non- 
profit, nonpartisan  coalition  of  management  and  professional  asso- 
ciations. Today  we  have  37  member  associations  representing  more 
than  1  million  public  employees  and  retirees.  Our  mission  is  simple 
and  clear:  to  inform  Americans  about  the  quality  of  public  employ- 
ees and  the  services  they  provide;  to  promote  excellence  and  esprit 
de  corps  within  government;  and  to  encourage  an  interest  in  public 
service  careers. 

In  1985  the  seed  was  planted  for  our  Public  Service  Excellence 
Award  Program.  Contrary  to  popular  rhetoric,  we  believed  that 
good  government  did  exist.  This  belief  in  good  government  has  been 
affirmed  each  year  as  the  number  of  nominations  for  our  awards 
program  has  increased.  Through  our  awards  program  and  others 
like  it,  we  are  able  to  make  the  invisible  visible,  to  focus  the  spot- 
light, however  briefly,  on  government  programs  that  work  and  ordi- 
nary public  employees  who  do  the  extraordinary  and  say,  "I'm  just 
doing  my  job." 

EXCELLENCE  AWARDS  FOCUS  ON  PROGRAMS  NOT  INDIVIDUALS 

Our  Excellence  Awards  focus  on  programs  and  not  individual 
achievement.  We  wanted  to  show  that  good  government  is  the  re- 
sult of  people  working  together.  We  believe  the  winners  of  our  Ex- 
cellence Awards  represent  government  at  its  best.  They  are  chosen 
for  their  innovative  approach  to  solving  problems,  for  their  efficient 
use  of  resources  and  for  their  success  in  building  partnerships  with 
other  public  and  private  sector  groups. 

Mr.  Chairman,  I  am  here  today  to  share  with  you  information 
about  five  government  programs  that  were  winners  of  our  1995  and 
1996  Excellence  Awards.  These  programs  are  proven  examples  of 
what  ordinary  public  employees  can  do.  Because  these  programs 
are  effective  by  their  very  design  and  are  not  dependent  on  individ- 
ual employees  who  carry  them  out,  we  believe  these  programs  can 
be  replicated  by  other  communities  facing  similar  challenges. 

ONE  EXAMPLE:  COMMUNITY  ACTIVIST  POLICING  PROGRAM  TO  REDUCE 

CRIME 

Our  first  example,  Mr.  Chairman,  is  the  1996  winner  for  City 
Government.  The  Community  Activist  Policing  program,  or  CAP 
program  in  Monrovia,  California.  Monrovia  is  a  city  of  38,000  in 
Los  Angeles  County,  which  was  faced  with  many  of  the  same  inner- 
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city  issues  which  has  plagued  other  cities:  crime,  drugs,  gangs,  van- 
daUsm,  graffiti  and  blighted  neighborhoods. 

The  Community  Activist  Policing  program  combats  these  pro- 
grams with  the  joint  forces  of  the  police  department,  code  enforce- 
ment officers,  building  inspectors,  fire  services,  recreation  staff,  so- 
cial service  agencies,  churches,  schools,  businesses  and  volunteer 
groups.  It  is  one  program  that  approaches  problems  from  multiple 
angles  and  seeks  to  identify  and  resolve  the  root  cause  of  problems 
rather  than  masking  them  with  a  Band-Aid  approach. 

The  results  of  this  all-out  effort  are  impressive.  In  6  years,  seri- 
ous crime  in  Monrovia  has  dropped  32  percent;  the  student  dropout 
rate  fell  57  percent;  graffiti  anywhere  in  the  city  is  eliminated 
within  48  hours.  Thanks  to  the  CAP  philosophy,  many  long-fester- 
ing problems  in  Monrovia  are  now  a  thing  of  the  past. 

ANOTHER  example:  PROVIDING  HEALTH  CARE  TO  POOR 

The  second  example,  Mr.  Chairman,  addresses  the  need  to  pro- 
vide health  care  to  poor,  uninsured  citizens.  One  excellent  model 
comes  from  a  county  hospital  in  Dallas  County,  Texas. 

The  challenges  in  Dallas  County  mirror  the  challenges  of  inner 
cities  around  the  country.  The  teen  pregnancy  rate  was  high;  many 
of  the  elderly  had  no  transportation  to  hospitals;  homelessness  \vas 
a  significant  health  care  issue;  and  there  was  a  large  non-English 
speaking  population. 

In  1987   patients  were  waiting  for  up  to  12  hours  to  see  a  doctor 
in  the  Ambulatory  Care  Clinic  at  Parkland  Hospital,  and  prescrip- 
tions took  more  than  6  hours  to  fill.  It  was  "standing  room  only 
7  days  a  week.  .         .  ,  ,  ^ 

Dallas  redesigned  health  care  delivery  by  opening  eight  Commu- 
nity Oriented  Primary  Care  sites  in  underserved  areas  to  focus  on 
primary  and  preventive  care.  The  health  centers  are  co-located 
with  other  social  services  to  make  access  easier  for  patients.  Other 
staff  work  out  of  specially  equipped  mobile  vans  that  provide  medi- 
cal care  to  the  homeless  and  shut-ins.  They  also  work  in  medical 
teams  in  16  school-based  clinics.  Parkland's  program  is  unique  in 
providing  all  of  these  different  approaches  simultaneously. 

Not  only  is  the  program  effective  but  it's  saving  the  county 
money.  It  costs  $125  every  time  a  patient  comes  to  the  hospital 
emergency  room  and  only  $77  to  treat  a  patient  at  a  neighborhood 
clinic. 

[CLERK'S  NOTE.— See  pages  600-600,  this  volume,  for  article  "D.C.  Neighbor- 
hood's Plans  for  Health  Clinic  Derailed".] 

ANOTHER  EXAMPLE:  IMPROVED  CONTRACTING  PROCEDURES 

Mr.  Chairman,  the  third  example  addresses  a  contracting  proce- 
dure that  results  in  quick,  cost-effective  road  repair.  The  New  York 
State  Department  of  Transportation  adopted  a  road  construction 
contracting  program  called  "A-i-B  Bidding,"  which  drives  down  the 
cost  of  road  repairs  and  ensures  that  the  repairs  are  done  as  effi- 
ciently as  possible.  Contractor  bids  are  now  based  on  two  elements, 
labor  and  materials,  and  the  time  to  complete  the  project.  When 
the  repairs  take  longer  than  they  should,  it's  the  contractor  who 
pays,  not  the  people. 
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While  the  concept  is  not  new,  the  New  York  Department  of 
Transportation  reduced  construction  time  by  30  percent  and  saved 
taxpayers  $26  milHon  by  using  this  contracting  method  as  a  stand- 
ard operating  procedure. 

ANOTHER  EXAMPLE:  TRASH  RECYCLING  PROGRAM 

The  fourth  example,  Mr.  Chairman,  is  the  1995  City  winner, 
Newark,  New  Jersey's  recycling  program.  Building  on  an  existing 
infrastructure,  Newark  made  recycling  a  viable  industry.  They  ap- 
proached recycling  from  two  directions. 

First,  they  worked  with  citizens,  businesses  and  government 
agencies  to  bring  about  the  highest  degree  of  active  recycling  pos- 
sible. Second,  they  worked  at  attracting  corporations  who  use  recy- 
clable goods  in  their  manufacturing  process,  creating  their  own 
market  for  the  goods  they  recycle  as  a  community. 

Newark  effectively  recycles  more  than  50  percent  of  its  goods  and 
attracted  nearly  80  recycling  firms  to  the  city.  A  curbside  recycling 
program  increased  collections  from  100  tons  to  1,000  tons  each 
month.  And  by  contracting  out  the  recycling  services,  Newark  has 
reaped  huge  savings. 

RECYCLING  IS  PROFITABLE 

Recycling  has  become  so  profitable  in  the  City  of  Newark  that 
this  past  year  the  city  council  imposed  stiff  penalties  for  unauthor- 
ized removal  of  curbside  recycling. 

FINAL  EXAMPLE:  PREVENTION  OF  WELFARE  FRAUD 

Our  final  example  demonstrates  the  marriage  of  technology  and 
compassion  to  better  serve  citizens.  Faced  with  a  growing  homeless 
population  and  increasing  levels  of  welfare  fraud,  the  Los  Angeles 
County  Department  of  Public  Social  Services  worked  with  Elec- 
tronic Data  Systems  Corporation  to  design  a  fingerprint-imaging 
system  to  be  used  as  part  of  the  application  process  for  their  Gen- 
eral Relief  clients.  It  is  known  as  AFIRM — ^Automated  Fingerprint 
Image  Reporting  and  Match,  and  it  was  the  first  system  of  its  kind 
in  the  Nation. 

It  was  so  successful  that  it  was  expanded  in  a  few  short  months 
to  include  Aid  to  Families  with  Dependent  Children  program,  and 
was  implemented  by  several  other  California  counties.  Today,  the 
more  than  the  31,000  people  who  apply  for  AFDC  and  General  Re- 
lief benefits  each  month  at  the  32  district  offices  in  Los  Angeles 
County  have  their  fingerprint  imaged  as  part  of  the  application 
process.  In  only  minutes,  the  print  is  automatically  compared  with 
all  others  in  the  database  and  the  AFIRM  system  reports  back  on 
the  eligibility  of  the  applicant. 

By  the  end  of  January  1995,  gross  savings  from  the  General  Re- 
lief program  were  more  than  $15  million;  projected  gross  savings 
for  the  AFDC  project  were  $116  million. 

The  program  effectively  deters  fraud,  eliminates  duplicating  pay- 
ments and  ensures  that  benefits  are  issued  only  to  eligible  clients. 
It  also  benefits  eligible  clients  by  speeding  up  their  approval  proc- 
ess and  allowing  them  to  receive  their  benefits  more  quickly. 
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CONCLUSION 


In  conclusion,  Mr.  Chairman,  I  would  like  to  reiterate  that  I  have 
identified  five  programs  that  will  bring  us  our  Public  Service  Excel- 
lence Award.  These  programs  are  representative  of  the  many  pro- 
grams nominated  each  year.  We  believe  these  programs  and  others 
can  be  replicated  in  total  or  in  part  by  other  people  facing  similar 
challenges. 

The  programs  are  proven  examples  of  what  ordinary  public  em- 
ployees can  do  to  help  their  communities  when  faced  with  dwin- 
dling budgets  and  entrenched  problems  of  urban  life. 

Mr.  Chairman,  this  concludes  my  remarks. 

31  WINNERS  OF  PUBLIC  SERVICE  EXCELLENCE  AWARD 

I  ask  that  the  descriptions  of  our  thirty-one  1995  and  1996  Public 
Service  Excellence  Award  winners  and  Special  Recognition  pro- 
grams be  entered  into  the  record  along  with  my  formal  statement. 

I  am  happy  to  respond  to  any  questions  you  or  other  Members 
of  the  subcommittee  may  have. 

Mr.  Walsh.  Without  objection,  that  will  be  done. 

PREPARED  STATEMENT  OF  MS.  JO  WRIGHT 

[The  prepared  statement  referred  to  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

It  is  an  honor  to  appear  before  you  today  and  to  have  the 
opportunity  to  use  the  words  "^ood  news"  and  "government  programs"  in 
the  same  sentence.  Based  on  our  Public  Service  Excellence  Award 
program,  we  know  for  certain  that  tested,  proven  examples  of  government 
at  its  best  do  exist. 

Public  Employees  Roundtable  was  founded  in  1982  as  a  non-profit, 
non-partisan  coalition  of  management  and  professional  associations.  Today, 
we  have  37  member  associations  representing  more  than  one  million  public 
employees  and  retirees.  Our  mission  is  simple  and  clear: 

■  to  inform  Americans  about  the  quality  of  public  employees  and 
about  the  services  they  provide; 

■  to  promote  excellence  and  esprit  de  corps  within  government;  and 

■  to  encourage  an  interest  in  public  service  careers. 

Our  best  known  event  is  Public  Service  Recognition  Week 
celebrated  annually  since  1985  during  the  first  full  week  in  May. 

In  1985,  the  seed  also  was  planted  for  our  Public  Service  Excellence 
Award  program.  Contrary  to  popular  rhetoric,  we  believed  that  good 
government  did  exist.  Our  belief  in  good  government  has  been  reaffirmed 
each  year  as  the  number  of  nominations  has  steadily  increased.  Through 
our  awards  program  and  others  like  it,  we  are  able  to  make  the  invisible 
visible;  to  focus  the  spotlight  however  briefly  on  government  programs 
that  work  and  ordinary  public  employees  who  do  the  extraordinary  and  say 
"F  m  just  doing  my  job." 

Our  Excellence  Awards  focus  on  programs  and  not  individual 
achievement.  We  wanted  to  show  that  good  govenmient  is  the  result  of 
people  working  together.  We  believe  the  winners  of  our  Excellence 
Awards  represent  government  at  its  best.  They  are  chosen  for  their 
innovative  approach  to  solving  problems,  for  their  efficient  use  of 
resources  and  for  their  success  in  building  partnerships  with  other  public 
and  private  sector  groups  who  can  help  in  an  effort  to  build  better 
communities. 

Mr.  Chairman,  I  am  here  today  to  share  with  you  information  about 
five  government  programs  that  were  winners  of  our  1995  and  1996 
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Excellence  Awards.  We  believe  these  programs  can  be  replicated  by  other 
communities  facing  similar  challenges.  These  programs  are  tried  and 
proven  examples  of  what  ordinary  public  employees  facing  dwindling 
budgets  and  the  entrenched  problems  of  urban  life  have  done  to  turn  their 
communities  around.  These  programs  are  effective  by  their  very  design, 
and  are  not  merely  dependent  on  the  individual  employees  who  carry  them 
out. 

Our  first  example,  Mr.  Chairman,  is  the  1996  wiimer  for  City 
government,  the  Community  Activist  Policing  Program,  or  CAP  program, 
in  Monrovia,  California.  Monrovia,  a  city  of  38,000  in  Los  Angeles 
county,  faced  many  of  the  same  inner-city  issues  which  plague  other  cities- 
-crime,  drugs,  gangs,  vandalism,  graffiti  and  blighted  neighborhoods.  The 
Community  Activist  Policing  program  combats  these  problems  with  the 
joint  forces  of  the  police  department,  code  enforcement  offices,  building 
inspectors,  fire  services,  recreation  staff,  social  service  agencies,  churches, 
schools,  businesses  and  volunteer  groups.  It  is  one  program  that 
approaches  problems  from  multiple  angles  and  seeks  to  identify  and 
resolve  the  root  cause  of  problems  rather  that  masking  them  with  the  band- 
aid  approach. 

A  special  police  team,  for  instance,  targets  gangs  and  drugs.  A  bicycle 
patrol  puts  officers  in  closer  touch  with  the  neighborhood  citizens.  The 
first  and  most  aggressive  drug  loitering  ordinance  in  the  state  gives  the 
police  an  important  tool  in  curbing  drug  and  gang  activity.  Monrovia 
recently  passed  a  truancy  ordinance  which  is  the  first  of  its  kind  in  the 
nation.  An  expanded  DARE  anti-drug  program  reaches  children  from 
elementary  through  high  school.  A  Neighborhood  Recreation  Program 
brings  opportunities  to  low-income  children  each  summer  and  involves 
residents  in  planning  and  carrying  out  the  program.  Parenting  workshops 
teach  parents  effective  communication  skills,  drug  abuse  prevention 
strategies  and  how  to  recognize  signs  of  peer  pressure. 

The  results  of  this  all-out  effort  are  impressive.  In  six  years,  serious 
crimes  in  Monrovia  dropped  32  percent.  The  student  dropout  rate  fell  57 
percent.  Graffiti  anywhere  in  the  city  is  eliminated  within  48  hours. 
Thanks  to  the  CAP  philosophy  of  policing,  many  long-festering  problems 
in  Monrovia  are  now  a  thing  of  the  past. 
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The  second  example,  Mr.  Chairman,  addresses  the  need  to  provide 
health  care  to  poor,  uninsured  citizens.  One  excellent  model  comes  from 
the  county  hospital  in  Dallas  County,  Texas.  The  challenges  in  Dallas 
County  mirror  the  challenges  of  inner  cities  across  the  country.  The  teen 
pregnancy  rate  was  high.  Many  of  the  elderly  poor  have  no  transportation 
to  hospitals.  Homelessness  is  a  significant  health  care  issue  and  there  is  a 
large  non-English  speaking  population.  In  1987,  patients  were  waiting  up 
to  12  hours  to  see  a  doctor  in  the  Ambulatory  Care  Clinic  at  Parkland 
Hospital,  and  prescriptions  took  more  than  six  hours  to  fill.  It  was 
"standing  room  only"  seven  days  a  week. 

Dallas  redesigned  health  care  delivery  by  opening  eight  Community 
Oriented  Primary  Care  sites  in  underserved  areas.  Their  focus  is  on 
primary  care  and  preventative  care.  Each  clinic  is  different,  serving  the 
unique  needs  of  that  neighborhood.  Staff  members  work  with  the 
community  to  tackle  the  cultural  and  socio-economic  issues  that  could 
keep  the  clinics  from  reaching  those  in  need.  The  health  centers  also  are 
located  in  the  same  building  with  other  social  services  to  make  access 
easier  for  patients. 

In  addition  to  the  eight  community  clinics,  hospital  staff  work  out  of 
specially-equipped  mobile  vans  that  provide  medical  care  to  the  homeless 
and  shut-ins.  They  also  work  in  medical  teams  at  16  school-based  clinics. 
Parkland's  program  is  unique  in  providing  all  of  these  different  approaches 
simultaneously. 

Not  only  is  the  program  effective,  but  it's  saving  the  county  money.  It 
costs  the  county  $125  each  time  a  patient  comes  to  the  hospital  emergency 
room  and  only  $77  to  treat  a  patient  at  a  neighborhood  clinic.  Students  at 
schools  served  by  Adolescent  Health  Teams  are  100  percent  immunized, 
report  nine  percent  fewer  days  missed  due  to  illness  and  show  a  significant 
decline  in  those  who  admit  to  being  sexually  active.  Hospital  staff  also 
worked  with  volunteers  to  develop  literacy  programs  for  children  in  the 
waiting  rooms  and  to  raise  fiinds  for  building  renovation  and  equipment 
purchases.  The  Community  Oriented  Primary  Care  program  has  provided 
health  care  to  325,000  individuals  who  otherwise  might  not  have  had 
access  to  quality  health  care,  regardless  of  their  ability  to  pay. 

Mr.  Chairman,  the  third  example  addresses  a  contracting  procedure  that 
results  in  quick,  cost  effective  road  repair.  The  New  York  State 
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Department  of  Transportation  adopted  a  road  construction  contracting 
program  called  A+B  Bidding  which  drives  down  the  cost  of  road  repairs 
and  ensures  that  the  repairs  are  done  as  efficiently  as  possible^  When  the 
repairs  take  longer  than  they  should,  it's  the  contractor  who  pays,  not  the 
people.  While  the  concept  is  not  new,  the  New  York  Department  of 
Transportation  has  reduced  construction  time  by  30  percent  and  saved 
taxpayers  $26  million  by  using  this  method  as  standard  operating 
procedure. 

Briefly,  when  a  contractor  bids  on  a  job,  they  submit  both  an  estimate 
of  the  cost  of  labor  and  materials  and  an  estimate  of  the  number  of  days 
required  to  do  the  job.  If  a  contractor  finishes  early,  they  are  rewarded 
with  the  amount  of  money  the  state  has  determined  it  costs  them  to  have 
the  road  "down"  each  day  of  construction.  If  the  contractor  takes  longer 
than  they  bid,  they  are  charged  the  cost  of  the  "down  time"  for  each  day  "^ 
they  run  over  their  time  estimate.  When  construction  jobs  are  done 
efficiently,  there  are  fewer  complaints  from  citizens  and  businesses, 
reduced  pollution,  fewer  traffic  tie-ups  and  less  nuisance  to  property 
owners.  The  A+B  bidding  process  can  easily  be  adapted  to  other  kinds  of 
government  contracting  as  well. 

The  fourth  example,  Mr.  Chairman,  is  our  1995  City  winner,  Newark, 
New  Jersey' s  recycling  program.  Building  on  an  existing  infrastructure, 
Newark  made  recycling  a  viable  industry.  Newark  approached  recycling 
from  two  directions.  First  they  work  with  citizens,  businesses  and 
government  agencies  to  bring  about  the  highest  degree  of  active  recycling 
possible.  Second,  they  worked  to  actively  to  attract  corporations  who  use 
recycled  goods  in  their  manufacturing  processes,  creating  their  own  local 
market  for  the  goods  they  recycle  as  a  community.  Newark  effectively 
recycles  more  than  50  percent  of  its  goods  and  attracted  nearly  80 
recycling  firms  to  locate  in  the  City. 

The  program  required  Newark  to  adopt  local  legislation  and  hire  a 
small  staff  of  specialists  to  create  a  buyback  center  and  develop  a  strategy 
to  educate  Newark  residents  and  businesses.  City  programs  recycle  office 
paper,  leaves  and  other  material  suitable  for  composting,  tires,  appliances, 
abandoned  vehicles,  corrugated  cardboard,  concrete/asphalt,  bottles  and 
cans,  junk  mail,  telephone  books,  newspapers,  motor  oil,  auto  batteries, 
and  Christmas  trees.  A  curbside  recycling  program  increased  collections 
from  100  tons  to  1,000  tons  each  month. 
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By  contracting  out  the  recycling  services,  Newark  reaped  huge  savings. 
The  City  saved  an  additional  $96,000  in  just  the  first  year,  by  using 
composted  material  to  beautify  vacant  lots  and  promote  urban  gardening 
programs.  A  voice  computerized  hotline  gives  residents  up-to-the-minute 
information  about  how  and  when  to  place  materials  at  curbside  for 
collection  —  each  kind  of  material  is  collected  on  a  specific  schedule.  A 
comprehensive  citizen  education  program  includes  materials  in  Spanish  and 
Portuguese.  The  recycling  staff  works  with  real  estate  managers  and  tenant 
associations  to  ensure  participation  of  apartment  and  condo  dwellers.  The 
City  even  published  a  brochure  of  charitable  organizations  who  seek 
donations  of  unwanted  goods  from  greeting  cards  to  used  shoes.  In  fact, 
recycling  has  become  so  profitable  that  this  past  year,  the  City  Council 
imposed  stiff  penalties  for  unauthorized  removal  of  curbside  recycling. 

Our  final  example  demonstrates  the  marriage  of  technology  and 
compassion  to  better  serve  citizens.  Faced  with  a  growing  homeless 
population  and  increasing  levels  of  welfare  fraud,  Los  Angeles  County, 
California  Department  of  Public  Social  Services  worked  with  Electronic 
Data  Systems  Corporation  to  design  a  fingerprint  imaging  system  to  be 
used  as  part  of  the  application  process  for  their  General  Relief  clients.  It  is 
known  as  AFIRM -Automated  Fingerprint  Image  Reporting  and  Match  and 
was  the  first  of  its  kind  in  the  nation.  It  was  so  successful  that  it  was 
expanded  in  a  few  short  months  to  include  the  Aid  to  Families  of 
Dependent  Children  program  and  was  implemented  by  several  other 
California  counties. 

More  than  3 1 ,000  people  apply  for  AFDC  and  General  Relief  benefits 
each  month  at  the  32  district  offices  in  Los  Angles  County.  The  AFIRM 
system  allows  intake  counselors  to  scan  the  fingerprints  of  a  each  client 
onto  a  live  camera  which  transmits  the  image  to  a  central  computer.  In  a 
matter  of  minutes,  the  prints  are  compared  to  a  central  database  of  clients 
already  receiving  welfare  benefits  and  the  computer  quickly  reports  back  to 
the  district  office  the  eligibility  status  of  the  applicant.  Clients  can  now  be 
processed  on  the  spot  and  aid  granted  in  minutes  instead  of  weeks.  Reports 
that  once  took  months  to  complete  now  can  be  generated  in  hours.  The 
high-tech  system  can  be  expanded  to  serve  up  to  one  million  clients.  Gross 
savings  fi^om  the  General  Relief  project  was  more  than  $15  million  at  the 
end  of  January  1995.  Projected  gross  savings  for  the  AFDC  project  were 
$  1 1 6  million.  The  program  effectively  deters  fraud,  eliminates  duplicate 
aid  payments  and  ensures  that  benefits  are  issued  only  to  eligible  clients.  It 
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also  benefits  eligible  clients  by  speeding  up  their  approval  process  and 
allowing  them  to  receive  their  benefits  more  quickly. 

In  conclusion,  Mr.  Chairman  I  would  like  to  reiterate  that  I  have 
identified  five  programs  that  were  winners  of  our  Public  Service 
Excellence  Award.  We  believe  these  programs  can  be  replicated  in  all  or 
part  by  other  communities  facing  similar  challenges.  The  programs  are 
proven  examples  of  what  ordinary  public  employees  can  do  to  help  their 
communities  when  faced  with  dwindling  budgets  and  the  entrenched 
problems  of  urban  life. 

Mr.  Chairman,  this  concludes  my  remarks.  I  ask  that  the  attached 
descriptions  of  all  our  1995  and  1996  Public  Service  Excellence  Award 
winners  and  special  recognition  programs  be  entered  into  the  formal 
record.  I  am  happy  to  respond  to  any  questions  you  or  other  members  of 
the  Subcommittee  may  have. 
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1996  Public  Service  Excellence  Award  Winners 

FEDERAL 
Federal  Emergency  Management  Agency  Disaster  Assistance  Program 

In  the  past  three  years,  America  has  experienced  some  of  the  largest  natural  disasters  in  our 
history.  FEMA,  in  cooperation  with  its  public  and  private  partners,  has  registered  more  than  1 
million  individuals  seeking  federal  disaster  assistance  in  more  than  1,500  counties  nationwide. 

Applying  for  disaster  assistance  provided  by  FEMA  is  the  first  step  individuals  take  to  get 
themselves  back  on  their  feet  following  a  disaster.  In  the  past  three  years,  FEMA  has  completely 
overhauled  it's  Disaster  Assistance  Program,  employing  new  technologies  to  register  applicants, 
conduct  property  inspections,  process  information  and  distribute  checks  for  disaster  related  housing 
needs.  This  new,  streamlined  program  has  cut  in  half  the  time  it  takes  for  assistance  to  reach 
disaster  victims  and  has  reduced  the  program's  annual  administrative  costs  by  an  estimated  $35 
million. 

Disaster  victims  can  now  register  for  assistance  within  hours  of  a  Presidential  declaration  of 
disaster  by  calling  a  toll-free  number  rather  than  waiting  for  a  disaster  assistance  center  to  be 
established  at  the  site.  Computer  application  forms  have  replaced  paper  forms,  saving  the  time  it 
once  took  to  enter  the  information  into  a  computer  from  the  paper  form  and  the  time  it  took  to 
transport  the  paper  applications  to  a  processing  site.  Using  a  computer  palm  pad  equipped  with  a 
modem,  inspectors  can  now  more  quickly  and  accurately  evaluate  and  process  claims  information. 
The  results  of  customer  satisfaction  surveys  are  now  overwhelmingly  positive  and  the  annual  cost 
savings  from  the  improvements  made  by  FEMA  are  estimated  at  $35.2  million.  An  article  in  the 
July/August  1 995  issue  of  The  Washington  Monthly  called  it  "the  most  dramatic  success  story  of 
the  federal  government  in  recent  years." 

Contact:   George  D.  Haddow,  Policy  Advisor  to  the  Director,  FEMA  Office  of  Policy  and  Regional 
Operations,  500  C  Street  SW  Room  832,  Washington  DC  20472       Phone  (202)  646-3291 
FAX  (202)  646-4215 

STATE 
New  York  State  Department  of  Transportation  A+B  Bidding  Program 

Taking  traffic  lanes  out  of  service  on  congested  highways  for  construction  causes  lengthy  and 
frustrating  delays  and  creates  the  need  to  shorten  construction  time.  Traditionally,  government 
agencies  have  developed  project  schedules  for  the  contracting  agency.  The  A+B  concept  makes 
contractors  responsible  for  schedule  development  and  allows  them  to  compete  for  contracts  based 
both  on  cost  and  schedule.  The  A  portion  is  the  bid  for  all  items  of  work.  The  B  portion  is  the 
number  of  days  the  contractor  bids  to  do  the  work  and  the  daily  user's  cost  as  determined  by  the 
NYDOT.  While  the  concept  is  not  new,  its  use  by  the  New  York  Department  of  Transportation  as 
a  standard  bidding  process  has  reduced  construction  time  by  30  percent  over  the  state-developed 
schedules  and  saved  taxpayers  $26  million.  There  are  other  benefits  harder  to  measure  but  no  less 
important  —  fewer  complaints,  reduced  pollution  and  less  nuisance  to  property  owners  near 
construction  sites.  Under  A+B  contracting,  the  contractor  loses  the  daily  cost  if  the  project  exceeds 
the  bid  time.  As  an  incentive,  the  contractor  is  awarded  extra  money  for  completing  the  project 
early.  The  A+B  bidding  process  is  adaptable  to  many  other  kinds  of  government  contracting  as 
well.  The  NYDOT  has  been  contacted  by  other  state  agencies  seeking  to  learn  from  their  example. 

Contact:   Daniel  D'Angelo,  Assistant  to  the  Chief  Engineer,  NY  State  Dept  of  Transportation, 
Office  of  Engineering  BIdg  5  Room  504,  1220  Washington  Ave.,  Albany  NY  12232-0504     Phone 
(5 1 8)  457-4430     FAX  (5 1 8)  457-5583 


420 


COUNTY 
Dallas  County  Hospital  District's  Community  Oriented  Primary  Care  Program 

In  1987,  patients  were  waiting  up  to  12  hours  to  see  a  doctor  in  the  Ambulatory  Care  Clinic  at 
Parkland  Memorial  Hospital,  the  public  hospital  of  Dallas,  TX.  Prescriptions  took  more  than  six 
hours  to  fill.  Parkland's  ACC  was  "standing  room  only"  seven  days  a  week.  A  study,  drawing  on 
experts  from  Parkland,  the  University  of  Texas  Southwestern  Medical  Center  and  the  University  of 
Texas  at  Dallas,  local  physicians  and  citizens  recommended  the  creation  of  eight  community-based 
health  centers.  In  these  Community  Oriented  Primary  Care  (COPC)  sites,  staff  identify  the 
community's  prevalent  health  problems,  the  at-risk  populations,  develop  health  care  programs  to 
target  those  problems,  and  involve  the  community  in  the  programs,  addressing  the  cultural  and 
socio-economic  issues  that  may  thwart  the  programs'  success.  COPC  health  centers  are  often 
located  in  the  same  building  with  other  social  services  to  make  it  easier  for  patients  to  use  their 
services.  In  addition  to  the  nine  health  centers  in  medically  underserved  areas  of  Dallas,  COPC 
staff  work  aboard  specially-equipped  mobile  vans  that  provide  medical  care  to  the  hom.eless.  They 
also  work  in  medical  teams  at  16  school-based  clinics.  Parkland's  COPC  program  is  unique  in 
combining  all  of  these  different  approaches  simultaneously.  The  cost  of  a  COPC  visit  is  $77 
compared  with  $125  for  a  Parkland  Hospital  visit  The  number  of  teens  admitted  to  Parkland 
Hospital  has  fallen  since  the  creation  of  the  COPC,  attributable  to  the  emphasis  on  community- 
based  primary  and  preventative  care.  COPC  staff  and  volunteers  have  worked  together  in  other 
ways,  developing  literacy  enhancement  programs  for  children  in  the  waiting  rooms  and  raising 
funds  to  support  building  renovation  and  equipment  purchases.  Since  its  inception,  COPC  has 
provided  health  care  to  325,000  individuals  who  otherwise  might  not  have  had  access  to  the  highest 
standards  of  health  care,  regardless  of  their  ability  to  pay. 

Contact:   Dr.  Ron  Anderson,  President  and  CEO,  Dallas  County  Hospital  District,  5201  Harry 
Hines  Blvd.,   Dallas  TX  75235  Phone  (214)  590-8006  FAX  (214)  590-8096 

CITY 

Community  Activist  Policing 

Monrovia,  California 

Since  the  Community  Activist  Policing  program  began  in  1990,  serious  crimes  in  this  Los 
Angeles  area  community  have  dropped  32  percent.  Spurred  by  Town  Meeting  discussions,  the 
community  has  mobilized  to  combat  gangs,  drugs  and  blighted  neighborhoods.  The  program  draws 
on  a  wide  variety  of  resources,  including  pwlice  and  code  enforcement  officers,  building  inspectors, 
fire  services,  recreation  staff,  social  service  agencies,  churches,  schools,  businesses  and  volunteer 
groups. 

Components  of  CAP  include  a  special  police  team  focused  on  gangs  and  drugs,  a  bicycle  patrol 
and  the  first  and  most  aggressive  drug  loitering  ordinance  in  the  state.  Monrovia  recently  instituted 
a  truancy  ordinance  which  is  the  first  of  its  kind  in  the  nation.  An  expanded  DARE  anti-drug 
program  reaches  children  from  elementary  through  school.  A  Neighborhood  Recreation  Program 
brings  opportunities  to  low-income  children  each  summer  and  involves  residents  in  planning  and 
carrying  out  the  program.  Parenting  workshops  teach  parents  effective  communication  skills,  drug 
abuse  prevention  and  signs  of  peer  pressure.  The  student  dropout  rate  has  fallen  57  percent.  Graffiti 
anywhere  in  Monrovia  is  now  eliminated  within  48  hours.  Thanks  to  the  CAP  philosophy  of 
policing,  many  long-festering  problems  in  Monrovia  are  now  a  thing  of  the  past. 

Contact:   Joseph  A.  Santoro,  Chief  of  Police,  Monrovia  Police  Dept,  140  E  Lime,  Monrovia  CA 
91016    Phone  (818)  359-1152   FAX:  (818)  301-0323 
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INTERGOVERNMENTAL 
Arizona  Department  of  Revenue  and  the  Internal  Revenue  Service  Southwest  District 

When  it  comes  to  paying  taxes,  anything  that  makes  the  process  less  complex  for  residents  and 
businesses  is  welcome.  In  Arizona,  the  state  and  federal  tax-collectors  developed  a  cooperative 
program  in  1993  to  cross-train  their  employees  and  work  together  to  accomplish  their  mission  To 
date  the  outcome  includes  32  joint  programs  and  38  cooperative  efforts  to  improve  service  delivery, 
each  project  implemented  without  a  single  new  employee  or  any  additional  funds.  Ideas  like 
telephone  "hot  switches,"  which  transfer  calls  seemlessly  between  federal  and  state  taxpayer  offices. 
The  agencies  exchange  staff  during  peak  filing  season  so  that  taxpayers  can  get  both  federal  and 
state  assistance  at  either  facility.  If  a  taxpayer  owes  both  agencies  money,  joint  installment 
agreements  allow  the  taxpayer  to  negotiate  repayment  only  once.  Many  of  these  initiatives  are 
simple  but  revolutionary  in  their  impact  on  taxpayers.  Both  agencies  benefit  from  eliminating 
duplicate  filings,  paperwork  and  the  staff  time  needed  to  work  with  taxpayers. 

Contact:   Richard  P.  Milanese,  Assistant  Director,  Arizona  Dept  of  Revenue,  1600  W  Monroe, 
Phoenix,  AZ  850 1 7  Phone  (602)  542-2076     FAX:  (602)  542-4765 


INTERNATIONAL 
U.S.  General  Accounting  OfTice's  Oflice  of  International  Audit  Organization  Liaison 

The  key  to  GAO's  contributions  in  the  international  audit  community  has  been  it's  firm 
conviction  that  nation's  gain  the  most  by  working  together  and  that  the  U.S.  has  much  to  learn 
from  others.  As  the  focal  point  for  it's  international  activities,  the  Office  of  International  Audit 
Organization  Liaison  (OIAOL)  promotes  stronger  public  accountability  and  financial  management  in 
the  U.S.  and  abroad.  They  provide  ongoing  leadership  in  the  International  Organization  of  Supreme 
Audit  Institutions,  and  through  professional  development  initiatives  such  as  training,  information 
exchanges,  and  establishing  methodologies  and  standards.  The  GAO  has  for  more  than  two  decades 
served  hundreds  of  auditors  from  less  developed  nations  through  it's  International  Auditor 
Fellowship  Program.  It  has  conducted  briefings  and  more  extended  learning  opportunities  for  nearly 
7,000  international  visitors  and  since  1973  has  published  the  InternationalJournal  of  Government 
Auditing  which  serves  as  a  worldwide  communication  vehicle  among  auditors.  Although  the  results 
are  hard  to  measure  quantitatively,  there  are  anecdotal  examples.  Zimbabwe's  deputy  auditor  general 
is  a  former  GAO  fellow  and  has  led  his  nation's  efforts  to  introduce  performance  auditing  through 
a  legislative  change.  A  former  fellow  from  Ghana  worked  on  the  multi-country  effort  to  expose 
fraud  in  food  programs  in  Africa  and  credits  the  skills  he  learned  at  GAO.  Another  former  fellow, 
the  auditor  general  of  Guyana,  has  led  a  major  campaign  to  draft  a  new  audit  law  and  standards 
for  financial  audits  in  his  country. 

Contact:    Linda  L.  Weeks,  USGAO-  OIAOL,  441  G  Street  NW  Room  7806,  Washington  DC 
20548    Phone  (202)  512-4707     FAX  (202)  512-4021 
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1996  Special  Recognition  Awards 

Federal 

Air  Force  1 1th  Wing  at  Boiling  Air  Force  Base  in  Washington,  D.C.  for  its  Drug  Free  Program  in 
partnership  with  the  Drug  Enforcement  Administration,  which  involves  volunteer  airmen  and  women 
in    presentations  of  a  pre-recorded  skit  to  area  school  children  (more  than  25,000  in  1995)  and 
other  anti-drug  activities  with  children. 

Contact:  Bgn  Steven  A.  Roser,  Commander,  1 1th  Wing,  Boiling  AFB,  20  McDill  Blvd  Room  300, 
Washington,  DC  20332 

Fox  Army  Community  Hospital  at  Redstone  Arsenal,  Alabama  for  its    health  care  system  serving 
31,000  military,  retirees  and  family    members,  which,  through  seven  innovative  initiatives,  has 
increased   health  care  visits  by  57,000  per  year,  while  reducing  the  cost  by  $77,000  per  year. 
Contact:  Ltc  Cary  J.  Payne,  Deputy  Commander  for  Administration,  U.S.  Army  Medical  Dept 
Activity,  Redstone  Arsenal,  AL  35809    Phone  (205)  876-41 17 

State 

Office  of  the  State  Attorney  18th  Judicial  Circuit  of  Florida  for  Project  Pay  Back,  which  provides 
job  training  and  work  to  14-  to  17-year-old  offenders  who  pay  75%  of  their  earnings  to  victims  of 
their  crimes.  Since  September  1994,  businesses  have  donated  jobs  totalling  26,000  hours  of  work, 
restitution  payments  have  increased  by  182%,  and  court  orders  for  restitution  in  juvenile  cases  have 
gone  from  2%  to  100%. 

Contact:  Norman  Wolfinger,  State  Attorney,  1 8th  Judicial  District,  700  South  Park  Ave.,  Titusville, 
FL  32780   Phone  (407)  264-5230 

County 

Orange  County,  Florida  Corrections  Division  for  its  Community  Distribution  Center,  which  receives 
donated  construction  materials  from  contractors,  reduces  land-fill  demand  and,  since  1993,  has 
trained  180  inmates  and  donated  free  of  charge  834  tons  of  such    materials  worth  over  $2  million 
to  327  non-profit  groups. 

Contact:   Tom  L.  Allison,  Director,  Orange  County  Dept  of  Corrections,  P.O.  Box  4970,  Orlando, 
FL  32802       Phone  (407)  836-3573 

City 

Citrus  Municipal  Court,  West  Covina,  California,  for  its  computer-based  law  enforcement  witness 
scheduling  and  subpoena  cancellation  program,  which  is  operated  on  a  rotating  basis  by 
participating  law  enforcement  agencies  at  no  extra  cost,  and  which  has  reduced  overtime  costs  by 
30  to  50  percent. 

Contact:   June  Mary  Betschart,  Court  Administrator,  Citrus  Municipal  Courts,  1427  W.  Covina  Pky, 
West  Covina,  CA  91790   Phone  (818)  813-3223 

Anoka,  Minnesota  Police  Department  for  its  Juvenile  Justice  Alternative  Police  Conferencing 
Program  that  brings  together  the  first-time  offender,  the  victim,  their  parents  and  their  support 
groups  to  participate  in  exchanges  that  employ  public  shaming  and  positive  feed-back  as  an 
alternative  to  court  proceedings. 

Contact:   Mark  Nagel,  Anoka  City  Administrator,  2015  1st  Ave.,  Anoka,  MM  55303 
Phone  (612)  421-6630 
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City 

Indianapolis,  Indiana  for  its  Competition  and  Costing  Program,  which  opens  city  activities  to 
competitive  bidding  by  employees  and  private  businessesand  prepares  employees  to  bid  (employees 
have  won  many  of  the  contracts).  Since  1992,  the  city  has  improved  services,  reduced  its  annual 
operating  expenses  by  $26  million  and  its  non-public  safety  work  force  by  42%,  avoided  tax 
increases,  increased  its  fund  balance  three-fold,  and  saved  $150  million  that  is  being  invested  in 
public  safety  and  infrastructure. 

Contact:  David  A.  Lips,  Special  Assistant  for  Policy  Development,  City  of  Indianapolis,  200  E. 
Washington  St.,  Indianapolis,  IN  46204    Phone  (317)  327-5806 

I  n  tergovern  mental 

U.S.  Department  of  Agriculture  and  Seventeen  1 890  Historically  Black  Land-Grant  Universities  for 
their  partnership  National  Scholars  Program,  a  $12.25  million  program  which  involves  135 
recipients  this  year,  has  changed  recruiting  policy  in  the  Department  of  Agriculture,  and  has 
increased  applications  to  the  universities  by  3,900  in  four  years. 

Contact:   Dr  Richard  T  Lapointe,  Senior  Policy  Advisor,  Room  300 W,  14th  and  Independence  Ave 
SW,  Washington  DC  20250-9600      Phone   (202)720-2611 

Louisville  and  Jefferson  County  Kentucky  Piirks  Department  for  their  Children's  Summer  Day 
Camp  Program  for  youth  6-years-old  and  older.  This  partnership  between  the  City  of  Louisville, 
Jefferson  county,  the  Jefferson  public  schools  and  private  businesses,  hired  900  teenagers  for  the 
summer  and  conducted  its  programs  for  children  in  40  neighborhoods. 

Contact:     Charles  Hardnett,  Assistant  Director,  Louisville/Jefferson  Co.  Parks  Dept,  1297  Trevilian 
Way,  PO  Box  37280,  Louisville  KY   40233     Phone  (502)  456-8182 
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1995  Public  Service  Excellence  Award  Winners 

FEDERAL 
Defense  Personnel  Support  Center  Philadelphia,  PA 

The  Defense  Personnel  Support  Center's  mission  is  to  equip  military  operations  at  a  moments 
notice  with  food,  clothing,  and  medical  supplies  for  both  military  emergencies  and  for  non-war 
defense  missions  such  as  disaster  relief,  humanitarian  aid  and  drug  enforcement  programs.  In  1994, 
its  total  sales  exceeded  $3.4  billion,  an  amount  far  ahead  of  many  Fortune  500  companies. 

And  now,  under  a  radical  redesign  of  its  business  practices,  the  DPSC  has  evolved  into  a  leaner, 
more  efficient,  more  responsive  agency,  adopting  corporate  standards  of  operation  and  tapping  into 
technology  to  recreate  nearly  every  facet  of  its  operation.  No  more  paper-pushing--  now  business 
is  conducted  through  electronic  commerce.  The  rapid  flow  of  information  through  computers  allows 
suppliers  to  guarantee  quick  delivery  and  to  adjust  their  production  based  on  demand.  Products  are 
delivered  direct  from  the  manufacturer  to  the  user  in  just  days  -  in  one  incident,  rescue  supplies 
wer6  delivered  directly  to  an  accident  site  in  30  minutes.  DPSC's  Prime  Vendor  program  allows 
shopping  over  electronic  catalogue.  Leveraged  buying  allows  customers  to  take  advantage  of  the 
lowest  prices  without  holding  onto  massive  inventories.  Small  and  minority-owned  businesses  are 
helped  through  a  program  which  partners  them  with  large,  established  businesses  to  participate  in 
government  contracts.  Under  innovative  shared  production  agreements,  companies  like  McDonalds, 
Nike,  and  Nestle  are  now  partners  with  the  Department  of  Defense.  In  cases  of  emergency,  these 
commercial  partners  agree  to  give  priority  to  defense  needs,  increasing  production  or  relinquishing 
production  lines  as  needs  arise.  Government  warehouses  only  need  to  keep  enough  inventory  on 
hand  for  emergencies. 

Contact:   Robert  Molino,  Deputy  Commander,  Defense  Personnel  Support  Center,  2800  S  20th  St., 
Philadelphia  PA    19145-5099        Phone   (215)  737-2308        FAX  (215)  737-7263 


STATE 
Chicago  Area  Freeway  Traffic  and  Incident  Management  Program 

For  drivers  in  Chicago,  the  futuristic  smart-highway  is  already  well  in  the  works  thanks  to  an 
array  of  detection  technologies  and  automated  control  devices  which  steer  the  driver  along  his 
route.  The  State  of  Illinois's  pioneering  program  improves  traffic  efficiency,  conserves  energy, 
improves  urban  air  quality,  increases  safety  and  saves  money  by  ensuring  that  any  impediment  to 
the  flow  of  traffic  is  cleared  as  efficiently  and  effectively  as  possible.  Some  2,000  sensors 
continuously  monitor  136  miles  of  urban  and  suburban  expressways.  A  computer-generated  traffic 
information  system  connected  to  remote  terminal  hookups  enables  radio,  TV  and  cable  stations  and 
public  agencies  to  receive  moment-by-moment  traffic  reports  —  a  unique  government/media 
partnership.  A  central  communications  center  controls  storm  water  pump  stations  to  automatically 
prevent  flooding,  allows  all  highways  lights  to  be  manually  controlled  during  periods  of  low 
visibility,  and  dispatches  help  to  all  incidents  reported  along  the  roads.  More  than  3  million  calls  a 
year  are  serviced  from  this  communications  center.  A  team  of  "Minutemen"  patrol  the  expressway 
system,  annually  responding  to  over  1 10,000  incidents  disrupting  traffic,  and  clear    incidents  to 
restore  normal  traffic  flow  as  quickly  as  possible.  Along  with    the  value  of  the  time  saved  by 
motorists,  the  economic  savings  by  truckers,  manufacturers  and  retailers  amounts  to  a  $17  return  for 
every  dollar  invested. 

Contact:  Peter  L.  Olson,  Urban  Mobility  Engineer,  Chicago  Area  Freeway  Traffic  and  Incident 
Management  Program,  445  Harrison  St.,  Oak  Park,  IL    60304-1499      Phone  (217)  492-4634 
FAX  (217)  492-4621 
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COUNTY 

Automated  Fingerprint  Image  Reporting  and  Match  (AFIRM)  System 

Los  Angeles  County  Department  of  Social  Services 

When  Los  Angeles  County  went  searching  for  a  deterrent  to  welfare  fraud,  it  found  the  answer 
at  the  fingertips  of  its  welfare  recipients   -  and  wound  up  with  millions  of  dollars  in  savings  as  a 
result.  The  County's  Department  of  Public  Social  Services  is  the  first  in  the  nation  to  use  highly 
innovative  fingerprinting  technology  in  paying  out  Aid  to  Families  with  Dependent  Children 
(AFDC)  and  General  Relief  (GR)  benefits  to  the  needy.  The  project  is  designed  to  deter  fraud, 
eliminate  duplicate  aid  payments  and  ensure  that  benefits  are  issued  only  to  eligible  clients.  It  also 
benefits  eligible  clients  by  speeding  up  their  approval  process  and  allowing  them  to  receive  their 
benefits  more  quickly.  More  than  31,000  people  apply  for  AFDC  and  GR  benefits  each  month  at 
the  County's  32  district  offices.  Clients  have  their  fingerprints  scanned  onto  a  live  camera  which 
transmits  the  image  to  a  central  computer.  In  a  matter  of  minutes,  the  prints  are  compared  to  a 
central  database  of  clients  already  receiving  welfare  benefits  and  the  computer  quickly  reports  back 
to  the  district  office  the  eligibility  status  of  the  applicant.  Clients  can  now  be  processed  on  the 
spot.  Reports  that  once  took  months  now  can  be  generated  in  hours.  The  high-tech  system  can  be 
expanded  to  serve  1  million  clients.  Gross  savings  from  the  GR  project  was  more  than  $15  million 
by  the  end  of  January  1995.  Projected  gross  savings  for  the  AFDC  project  are  $1 16  million.  Four 
other  California  counties  have  adopted  the  AFIRM  program  for  General  Relief 

Contact:    Eddy  S.  Tanaka,  Director,  Dept  of  Public  Social  Services,    12860  Crossroads  Pkwy  S., 

Industry  CA  91746 

Phone  (3 1 0)  908-8383     FAX  (3 1 0)  868-4730 

CITY 

City  of  Newark  (NJ)  Recycling  Program 

In  Newark,  New  Jersey,  nothing  goes  to  waste.  That's  the  aim  of  a  multi-faceted  program  which 
effectively  recycles  more  than  50%  of  its  goods  and  has  attracted  nearly  80  recycling  firms  to 
locate  in  the  City.  Operating  under  a  Master  Recycling  Plan,  Newark  adopted  local  legislation, 
hired  a  small  staff  of  specialists  and  put  together  a  blueprint  for  a  buyback  center  and  an 
educational  program.  The  City  established  programs  to  recycle  office  paper,  leaves  and  other 
material  suitable  for  composting,  tires,  appliances,  abandoned  vehicles,  corrugated  cardboard, 
concrete/asphalt,  bottles  and  cans,  junk  mail,  telephone  books,  newspapers,  motor  oil,  auto  batteries, 
and  Christmas  trees.  A  citywide  curbside  recycling  program  increased  collections  from  100  tons  to 
1 ,000  tons  each  month. 

By  contracting  out  the  recycling  services,  the  City  also  has  reaped  huge  savings.  By  using 
composted  material  to  beautify  vacant  lots  and  promote  urban  gardening  programs,  the  City  saved 
$96,000  in  just  the  first  year.  A  voice  computerized  hotline  gives  residents  up-to-the-minute 
information  about  how  and  when  to  place  materials  at  curbside  for  collection  —  each  kind  of 
material  is  collected  on  a  specific  schedule.  A  comprehensive  citizen  education  program  includes 
materials  in  Spanish  and  Portuguese.  The  recycling  staff  works  with  real  estate  managers  and  tenant 
associations  to  ensure  participation  of  apartment  and  condo  dwellers.  The  City  even  published  a 
brochure  of  charitable  organizations  who  seek  donations  of  unwanted  goods  from  greeting  cards  to 
used  shoes. 

Contact:    Mayor  Sharpe  James,  City  Hall,  920  Broad  St,  Newark  NJ    07102     Phone  (201)  733- 
4356     FAX  (201)  733-4772 
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INTER-GOVERNMENTAL 

Office  of  Domestic  Operations,  U.S.  and  Foreign  Commercial  Service 

International  Trade  Administration 

The  Office  of  Domestic  Operations  (ODO)  combined  for  the  first  time  the  export  promotion  and 
trade  finance  services  of  the  Department  of  Commerce,  Export-Import  Banic  of  the  U.S.,  Small 
Business  Administration,  Agency  for  International  development  and  programs  offered  by  states  and 
local  trade  groups,  offering  effective,  responsive  "one-stop  shopping.  The  result  is  a  network  of 
Export  Assistance  Centers  in  Baltimore,  Chicago,  Miami  and  Long  Beach  -  1 1  new  Centers  are 
scheduled  to  open  this  year.  The  Centers  provide  trained  export  counselors  who  work  with  export- 
ready  clients  to  help  them  develop  customized  international  business  strategies.  Exporters  can 
receive  vital  trade  financial  assistance,  insurance  and  a  range  of  assistance  on  everything  from  trade 
events  to  market-analysis.  In  less  than  one  year  of  operation,  the  four  Centers  documented  532 
companies  that  have  joined  the  export  market  for  the  first  time.  An  ongoing  process  of  soliciting 
client  feedback  ensures  that  the  centers  adapt  quickly  to  changing  needs.  The  process  of  establishing 
these  centers  has  laid  the  groundwork  to  develop  an  export  mentality  throughout  government  and 
the  business  community,  stimulating  the  U.S.  economy  with  the  creation  of  high-paying  export  jobs. 

Contact:  Diane  E  Burke,  Director  of  Operations,  Office  of  Domestic  Operations,  US  and  Foreign 
Commercial  Service,  HCH  Building,  Room  3810,  Washington  DC  20230  Phone  (202)  482-297 
FAX  (202)  482-0687 


1995  Special  Recognition  Awards 

Federal 

Small  Business  Administration  Office  of  Disaster  Assistance  provides  low  interest  loans  as  a  critical 
source  of  economic  stimulation  in  disaster-ravaged  communities.  In  FY  1994,  an  estimated  264,000 
jobs  were  retained  as  a  direct  result  of  the  program. 

Contact:    Bernard  Kulik,  Associate  Administrator,  SBA  Disaster  Assistance  Program,  409  3rd  St 
SW,  Washington  DC    20416-0001 

Seattle  Cooperative  Administrative  Support  Unit  which  serves  as  a  model  of  government  efficiency, 
effectiveness,  quality  and  cost-consciousness. In  F Y94,  the  Seattle  CASU  was  providing  services  to 
some  150,000  federal  employees  at  a  verifiable  savings  to  the  government  of  more  than  $3  million. 
Contact:    Diane  M.  Ridgeway,  Director,  Seattle  CASU,  915  2nd  Ave.,  Seattle,  WA  98174 

National  Technical  Information  Service  for  their  Fed  World  free  computer  bulletin  board  system 
which   provides  a  single  access  point  to  dozens  of  federal  government  computer  sites  with  a 
customer-friendly  interface. 

Contact:   Paul  Melton,  Business  Development  Specialist,  NTIS  Fedworld,  5285  Port  Royal  Rd  Ste 
209  Forbes,  Springfield  VA   22161-0001    Phone   (703)487-4241 

The  Department  of  Veterans  Affairs  Medical  Care  Cost  Recovery  Program  brought  in  $547.3 
million  in  fiscal  year  1994  which  was  reinvested  into  improving  veterans  operations.  New  insurance 
reimbursement  forms  created  with  the  savings  from  the  program  have  generated  even  more 
payments  to  the  VA  that  were  previously  going  unpaid. 

Contact:    Walter  J.  Besecker,  Director,  Medical  Care  Cost  Recovery,  Dept  of  Veterans  Affairs, 
1099  14th  St  NW  Rm  350W,  Washington,  DC  20005    (202)  219-4242 
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Federal 

The  Department  of  Defense  Repair  and  Issue  of  Computers  for  Schools  program  program  takes 
obsolete  and  broken  computers  out  of  a  government  warehouse  and  puts  them  into  the  hands  of 
students  eager  to  learn  new  skills.   Forty-four  computers  delivered  to  Fairfax  County's  Edison  High 
School  in  1995  for  testing,  analysis  and  repair  by  the  students  using  extra  parts  from  the  DOD 
excess  equipment  warehouse.  A  DOD  employee  trained  the  instructor  in  computer  repair  so  he 
could  in  turn  teach  his  students. 

Contact:   Robert  S.  Drake,  Director,  Information  Operations  and  Reports,  S«S:S  DOD  OSD,  1215 
Jefferson  Davis  Hv^7  Suite  1204,  Arlington,  VA  22202     (703)  604-4569 

State 

California  Department  of  Parks  and  Recreation 

The  Volunteers  in  Parks  Progam  coordinates  citizen  efforts  to  preserve  and  protect  the  states  natural 

and  cultural  resources  at  a  total  of  more  than  670,000  hours  of  service  each  year.  Corporate 

donations  and  partnerships  with  not-for-profits  allow  for  extensive  training  of  voluneers,  uniforms 

and  recognition  items  at  minimal  cost  to  taxpayers. 

Contact:  Donald  P.  Murphy,  Director,  California  Department  of  Parks  and  Recreation,  P.O.  Box 

942896,  Sacramento,  CA  94296-0001     Phone  (916)  563-8380     FAX     (916)  657-3903 

Florida  State  Attorney  Domestic  Violence  Elimination  Program  which  coordinates  six  victim/witness 
coordinators,  five  volunteer  counselors  and  six  attorneys  to  proscute  all  domestic  violence  cases 
which  are  automatically  no-bond  cases.  DOVE  staff  provide  immediate  intervention  and  assistance 
to  victims  including  food,  shelter,  medical  assistance  and  restraining  orders,  even  on  weekends. 
Contact:   Edward  Braddy,  Executive  Director,  Office  of  the  State  Attorney  15th  Judicial  Circuit, 
401  N  Dixie  Hwy,  West  Palm  Beach,  FL  33401-4209     Phone  (407)  355-7272 

County 

Los  Angeles  County  Unified  Courts 

The  reorganization  of  efforts  between  the  municipal  and  superior  courts  in  the  county  has  spumed  a 

series  of  cooperative  efforts  which  help  provide  better  support  of  crime  victims  through  the  judicial 

process  and  allow  the  courts  to  identify  potential  problems  early,  particularly  in  cases  of  escalating 

domestic  violence. 

Contact:   John  A.  Clark,  Executive  Officer/Clerk,  Administratively  Unified  Courts  of  Los  Angeles 

County,  1 1 1  N  Hill  Street  Room  105E,  Los  Angeles,  CA  90012     Phone  (213)  974-5401 

City  1 

The  City  of  Indianapolis  i 

CivicLink  allows  residents,  including  businesses  and  attorneys,  to  access  both  city  and  county 

government  data  from  home  computers.  Although  searches  are  free,  pre-established  accounts  allow 

automatic  charges  to  be  levied  whenever  customers  retrieve  data.  Available  databases  include 

criminal  and  civil  court  records,  traffic  cases,  and  marriage  records.  The  potential  savings  in  staff 

time  and  resources  is  tremendous. 

Contact:  Mayor  Stephen  Goldsmith,  City  of  Indianapolis,  2501  City  County  Building,  200  E. 

Washington  St.,  Indianapolis  IN  46204 

Intergovernmental 

National  Security  Agency 

The  Mathematics  Education  Partnership  Program  effectively  supports  teachers  and  brings' enthusiasm 

for  math  and  science  into  the  classroom  using  the  technical  expertise  of  NSA  staff  and  providing 

greatly-needed,  updated  materials  to  students  in  a  partnet^hip  with  the  University  of  Maryland. 

Contact:  Julie  Dunbar,  NSA,  9800  Salvage  Rd,  Fort  George  G.  Meade,  MD  20755 

Phone  (301)  688-6214 
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Intergovernmental 

The  Department  of  the  Treasury  U.S.  Savings  Bond  Division  Student  Poster  Contest  is  a 
partnership  with  all  50  states  to  educate  young  people  about  the  importance  of  buying  bonds.  The 
program  targets  parents  and  children,  a  segment  of  the  market  who  could  most  directly  benefit 
from  the  1990  educational  tax  benefit  legislation.  In  turn  the  beautiful,  colorful  posters  and  calendar 
which  result  from  the  children's  work  help  to  remind  adults  of  the  importance  of  Savings  Bonds  as 
well. 

Contact:   Theodore  Langlois,  Acting  Executive  Director,  Bureau  of  the  Public  Debt,  800  K  St  NW 
Suite  800,  Washington,  DC  20226     (202)  377-7700 

Defense  Nuclear  Agency  All  Hazards  Situation  AssessmentProgram  for  creating  a  national 
emergency  management  computer-based  system  to  serve  as  a  tool  for  other  federal  state  and  local 
agencies  in  assessing  and  deploying  the  necessary  and  appropriate  resources  in  cases  of  disaster  and 
emergency.  FEMA  employees  now  man  the  computer  24-hours  a  day  during  emergencies,  providing 
senior  decision-makers  with  accurate  immediate  information  at  any  moment. 
Contact:    Richard  L.  Gullickson,  Division  Chief,  Environments  and  Modeling  Division,  Defense 
Nuclear  Agency,  6801  Telegraph  Rd,  Alexandria  VA  22310-3398     Phone  (703)  325-1 119 
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Public  Service  Excellence  Awards 
Fact  Sheet 


Since  1 98S,  Public  Service  Excellence  Awards  have  paid  cribuce  to  programs  which  embody  the  highest  standards  of 
government  in  the  nation.  Awards  go  to  federal,  state,  city,  county,  intergovernmental  and  international  government 
programs.  In  1991,  PER  expanded  the  program  to  include  regional  awards  in  several  locations.  Excellence  Award  winners 
represent  public  service  at  its  best.  The  awards: 

♦  Encourage  innovation  and  excellence  in  government. 

♦  Reinforce  pride  in  public  service. 

♦  Call  public  attention  to  the  broad  range  of  services  provided  by  public  employees. 

♦  Provide  government  at  all  levels  the  opportunity  to  showcase  their  outstanding  programs. 

Programs  may  be  nominated  either  for  a  one-time  achievement  or  sustained  achievement  over  the  past  two  years. 
Programs  should  either  demonstrate  outstanding  improvement  over  previous  performance  or  outstanding  achievement  In 
comparison  to  other  existing  programs  with  the  same  mandate.  By  recognizing  groups  rather  than  individuals,  the  Awards 
demonstrate  the  importance  of  teamwork  in  public  service.  The  award  winners  represent  public  service  at  its  best. 

Public  Service  Excellence  Awards  recognize  working  units  of  two  or  more  employees  within  federal,  state  or  local 
government  agencies.  The  Intergovernmental  Award  recognizes  the  growing  number  of  partnerships  between  units  or  levels  of 
government.  The  International  award  honors  government  programs  which  have  an  expressed  mandate  of  international  activity. 
All  awards  honor  programs  which  have  demonstrated: 


♦  A  substantial  improvement  in  productwity  or  services. 

♦  Increased  quality  of  life  for  Americans. 

♦  More  cost-effective  government  programs  or  services. 


All  award  winners  are  recognized  during  Public  Service  Recognition  Week,  the  first  Monday  through  Sunday  in  May.  National 
winners  are  honored  at  the  Breakfast  of  Champions®  in  Washington,  D.C.  Regional  winners  are  recognized  at  ceremonies 
organized  by  recognition  committees  in  each  iurisdiction. 

ludging  Criteria 

Nominated  programs  are  judged  on  the  following  criteria  by  a  committee  drawn  from  the  Roundtable  Board  of  Directors: 

Scope  and  Importance:  Nominees  are  asked  to  escribe  the  scope  and  value  of  the  program,  how  the  need  for  the  program 
was  identified  and  how  the  program  was  designed  to  address  the  identified  need.  Nominees  describe  who  they  serve  and  how 
many  people  they  serve,  and  what  the  consequences  would  be  if  the  nominated  services  were  not  offered.  Nominees  are 
asked  to  explain  the  level  of  effort  which  goes  into  providing  the  services  and  the  process  and  training  the  implementation. 

Quality  of  Service:  Nominees  are  asked  to  explain  the  quality  of  services  provided,  emphasizing  the  contributions  and 
achievements  of  the  employees.  PER  asks  for  the  level  of  employee  Involvement  and  commitment  to  the  nominated  program 
and  what  has  been  done  to  recognize  employee  effort. 

Effectiveness  Measures:  PER  asks  nominees  to  describe  the  measures  of  organizational  effectiveness  used  to  evaluate  the 
program  -  productivity  improvements,  savings  achieved,  innovative  techniques,  positive  customer  feedback.  Examples  of  how 
the  outcomes  of  the  program  benefit  the  customers  are  included  In  this  section.   Nominees  are  asked  to  quantify  the  changes 
that  have  taken  place  as  a  result  of  the  program  (before/after  indicators)  and  to  provide  convincing  evidence  that  the 
program  is  an  example  of  how  government  works  well. 


430 


Public  Employees  Roundtable 
Fact  Sheet 


Public  Employees  Roundtable  (PER)  is  a  non-profit,  non-partisan  educational  coalition  of  37 

management  and  professional  associations  representing  more  than  one  million  public 

employees  and  retirees.  Forty-four  units  of  federal,  state  and  local  government  comprise 

the  Associate  Council;  26  corporations  are  members  of  the  Corporate  Forum.  Our 

projects  educate  Americans  about  the  quality  of  people  in  government  and  of  the 

services  they  provide,  encourage  excellence  and  esprit  de  corps  within  government,  and 

promote   interest  in  government  careers. 

We: 

♦  Created  and  coordinate  Public  Service  Recognition  Week,  celebrated  in  1 .  200  cities  nationwide. 

♦  Distribute  44, 000  posters,  hundreds  of  public  service  announcements,  community  outreach  kits,  and  other 
publicity  materials  free  to  federal,  state  and  local  government  employees. 

♦  Have  awarded  nearly  $  1 00. 000  in  college  scholarships  to  students  planning  government  careers. 
■*■         Develop  curriculum  materials,  coloring  posters  and  other  educational  aides  on  public  service 

■*■         Publicize  the  work  of  outstanding  government  programs  through  our  Public  Service  Excellence  A  wards. 
^         Sponsor  a  national  high  school  speech  competition  on  public  service  issues  involving  thousands  of  students. 

♦  Created  newspaper  supplements  with  the  Washington  Post,  Washington  Times,  Houston  Chronicle,  Atlanta 
Constitution.  Federal  Times  and  other  newspapers  on  outstanding  public  employees  and  innovative 
government  programs,  reaching  millions  of  households  nationwide. 

♦  Work  with  the  White  House,  Congress,  government  agencies,  associations  and  corporations  to  enhance  their 
knowledge  and  recognition  of  excellence  in  government  and  the  need  for  quality  employees. 


Member  Associations 


Alliance  of  Government  Managers 

American  Consorliumfor  International  Public  Administration 

1  Foreign  Service  Association 

n  Society/or  Public  Administration 
o/Government  Accountants 

n  Society  of  Civil  Engineers/Government  Engineers  Divisic 
Assn  of  Technical^  Supervisory  Professionals 
The  Bureaucrat  The  Public  Manager 
Blacks  in  Government 
Classification  &  Compensation  Society 
Council  of  Former  Federal  Executives 
Executive  Women  in  Government 
Federal  Dispute  Resolution.  Inc 
Federal  Employee  Education  &  Assistance  Fund 
Federal  Executive  Institute  Alumni  Association 
Federal  Investigators  Association 

Federal  Librarians  Round  Table/American  Library  Assn 
Federal  Managers  Association 
Federal  Physicians  Association 
Federally  Employed  Women 


Federation  ofGovernment  Information  Processing  Count 
League  of  Federal  Recreation  Associations.  Inc 
National  Academy  of  Public  Administration 
National  Assn  of  Assistant  I' S  Attorneys 
National  Assn  of  Federal  yelennanans 
National  Assn  ofGovernment  Communicators 
National  Assn  of  Hispanic  Federal  Executives 
National  Assn  of  Retired  Federal  Employees 
National  Assn  of  Stale  Personnel  Executives 
National  Council  of  Social  Security  Management 

Associations.  Inc. 
Naval  Civilian  Managers  Association 
Organization  of  Professional  Employees  of  the  V  S  D.A 
Patent  Office  Professional  Association 
Professional  Managers  Association 
Senior  Executives  Association 
Society  of  Federal  Labor  Relations  Professionals 
Worldwide  Assurance  for  Employees  of  Employees  of 

Public  Agencies 


P.O.  Box  14270,  Washington,  DC  20044-4270    (202)  927-5000    FAX  (202)  927-5001 
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Mr.  Walsh.  Thank  you  very  much  for  that  good  news. 

Ms.  Wright.  Yes.  It  is  good  news;  isn't  it? 

Mr.  Walsh.  Your  complete  statement  has  been  included  in  the 
record  and  hopefully  it's  the  beginning  of  something  good  for  the 
District,  too. 

Ms.  Wright.  I  hope  so. 

Mr.  Walsh.  We  will  now  provide  hopefully  some  intelligent  ques- 
tions. 

FREQUENCY  OF  SURVEY 

How  long  have  you  been  doing  this  survey? 

Mr.  Greene.  The  one  that  came  out  in  March  of  1995  was  the 
fourth. 

Mr.  Walsh.  Of  what? 

Mr.  Greene.  We  skipped  one  year,  so  it  was  over  the  course  of 
5  years. 

WHY  D.C.  classified  AS  "CITY"  INSTEAD  OF  "STATE" 

Mr.  Walsh.  And  I  am  just  curious.  Why  did  you  decide  to  put 
D.C.  in  the  category  of  cities  as  opposed  to  States? 

Mr.  Greene.  It  was — at  some  point  it  is  almost  a  coin  toss,  but 
it  made  sense  to  put  it  among  the  cities  for  a  variety  of  reasons. 
We  decided,  first  of  all,  that  if  you  put  it  among  the  States,  it  made 
even  less  sense  in  that  one  of  the  greatest  efforts  that  State  gov- 
ernments make  is  dealing  with  municipalities,  which  was  a  task 
that  D.C.  didn't  have  at  all.  So  that  the  jobs  it — the  jobs  that 
States  do  differ  from  the  jobs  that  D.C.  does,  more  than  the  jobs 
cities  do  different  from  the  jobs  D.C.  does. 

Additionally,  the  relationship  with  Congress,  which  made  it  feel 
more  like  a  State  than  a  city,  was  the  one  fundamental  reason  why 
we  would  have  included  it  in  among  the  States,  and  it  didn't  seem 
overwhelming  enough  to  make  that  decision. 

D.C  WAS  "really  at  THE  BOTTOM" 

Mr.  Walsh.  Okay.  You  mentioned  that  Detroit  had  always  been 
at  the  bottom  of  the  pile.  Where  are  they  now,  second  to  the  bot- 
tom? 

Mr.  Greene.  Second  from  the  bottom.  But  the  interesting  phe- 
nomenon that  you  find  when  you  rank  cities  and  States  is  that  it's 
a  big  distance  from  bottom  to  second  to  the  bottom.  Second  to  the 
bottom  is  some  place  in  the  pack.  The  bottom  often  sort  of  falls  off 
the  edge.  And  I  must  say  that  D.C.  kind  of  did,  that  there  was  a 
larger  gap  between  number  30  and  number  29  than  between  num- 
ber 29  and  number  28. 

OTHER  CITIES  SHOWED  GREAT  IMPROVEMENT  IN  RANKING 

Mr.  Walsh.  In  your  study,  have  you  seen  any  city  go  from  near 
the  bottom  to  near  the  top,  or  from  near  the  bottom  to  the  middle? 

Mr.  Greene.  Yes,  we  have.  And  I  would  mention  as  a  couple  of 
examples  just  off  the  top  of  my  the  list  here,  Boston  showed  great 
improvement.  Indianapolis  was  a  city  that  showed  dramatic  im- 
provement over  the  course  of  years.  Philadelphia,  though,  still  not 
near  the  top  of  the  pack,  was  several  years  ago,  I  believe  number 
28  and  is  now  last  time  around  number  16  or  17. 

Mr.  Walsh.  Philadelphia? 
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Mr.  Greene.  Philadelphia. 

Mr.  Walsh.  Boston  and  Philadelphia  have  both  had  similar  expe- 
riences where  the  State,  or  in  the  case  of  Washington,  the  Federal 
government,  stepped  in  and  passed  legislation  to  put  in  place  a  fi- 
nancial authority  or  receiver  of  some  sort. 

Mr.  Greene.  I  am  not  aware  that  that  was  actually  the  case  with 
the  City  of  Boston.  Philadelphia,  there  was  certainly  some  State  in- 
volvement. 

Mr.  Walsh.  Maybe  I  am  thinking  of 

Mr.  Greene.  Cleveland  I  think  is 

Mr.  Walsh  [continuing].  A  small  city,  Chelsea. 

Mr.  Greene.  Yes,  Chelsea,  and  Boston  always  stayed  above  that. 

PHILADELPHIA  HAD  BIG  IMPROVEMENT 

Mr.  Walsh.  Philadelphia  did  have  a  similar  experience. 
Did  Philadelphia's  significant  improvement  occur  simultaneously 
with  the  establishment  of  their  control  board? 

IMPROVEMENTS  RESULTED  FROM  MAYOR  RENDELL'S  ADMINISTRATION 

Mr.  Greene.  I  don't  believe  it  occurred  simultaneously.  I  think 
really  the  triggering  event  in  Philadelphia  was  the  Rendell  admin- 
istration which  put  into  effect  just  a  great  many  of  the  kinds  of 
management  devices  which  we  think  make  a  lot  of  sense. 

.     RATINGS  help  CITIES 

Mr.  Walsh.  Would  you  say  that  your  rating  of  these  cities  has 
helped  them  in  specific  ways? 

Mr.  Greene.  I  like  to  think  so.  We  certainly  get  an  awful  lot  of 
phone  calls  from  the  cities  asking  us  for  details  about  what  other 
cities  they  should  be  looking  at  are  doing.  Additionally,  quite  often 
people  within  the  city  governments  really  know  what  they  should 
be  doing.  They  get  a  lot  less  credit  than  they  deserve,  in  virtually 
all  the  cities,  for  really  understanding  where  the  problems  are,  but 
they  often  have  great  difficulty  making  the  tough  management  de- 
cisions because  there  are  political  considerations. 

Mr.  Walsh.  Has  that  been  your  experience  with  Washington, 
D.C.?  Have  you  received  inquiries  from  upper-level  management 
people  in  Washington,  D.C.  about  the  survey  and  what  they  could 
do  to  improve  themselves? 

D.C.  made  no  request  FOR  HELP 

Mr.  Greene.  We  have  received  many  requests  for  information 
from  your  control  board  in  an  effort  to  use  our  work  to  help  them 
to  help  the  city,  but  the  city  proper,  no. 

Mr.  Walsh.  But  prior  to — no  requests  for 

Mr.  Walsh.  There  were  no  requests. 

Mr.  Walsh.  Is  that  unusual? 

Mr.  Greene.  I  have  to  tell  you,  the  cities  that  tend  to  request 
help  tend  to  be,  more  often  than  not,  a  little  higher  than  D.C.  was. 
The  very  bottom-ranked  cities  tend  to  want — and  I  am  not  saying 
this  was  necessarily  the  case  with  D.C. — but  the  tendency  is  to 
want  to  disclaim  any  validity  to  the  work  we  are  doing  rather  than 
to  come  to  us. 
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WYOMING  HELPED  THEMSELVES  TREMENDOUSLY 

Mr.  Walsh.  Denial  basically? 

Mr.  Greene.  Denial  is  a  good  description. 

We  have  had  among  the  States  a  different  experience.  Wyoming 
was  our  number  50  ranked  State.  A  couple  of  years  ago  we  received 
a  lovely  letter  from  the  Governor  saying  he  has  appointed  a  man- 
agement commission  to  look  into  just  the  things  we  said.  Wyoming 
really  kind  of  took  our  work  as  a  blueprint  for  their  future  and 
zoomed  up  in  the  rankings  to,  I  guess,  number  37  or  38,  the  low 
thirties,  which  is  dramatic  from  number  50. 

Mr.  Walsh.  That  is  a  good  improvement. 

Mr.  Greene.  It  was  a  dramatic  improvement  and  much  deserved. 

what  cities  should  do  to  IMPROVE  THEMSELVES 

Mr.  Walsh.  What  are  the  first  things  that  a  State  like  Wyoming 
or  a  city  like  Washington,  in  order  to  get  off  the  bottom  of  the  floor 
of  this  compilation  and  move  up,  what  are  the  first  sorts  of  things 
they  should  be  doing,  if  you  could  generalize? 

Mr.  Greene.  Let  me  generalize  in  the  four  areas  that  we  cover. 

Mr.  Walsh.  All  right. 

FIRST:  IMPROVE  FINANCIAL  MANAGEMENT 

Mr.  Greene.  These  are  very  broad-brush  kind  of  responses.  In 
the  area  of  financial  management,  I  should  take  note  that  in  prior 
years  we  broke  financial  management  out  into  accounting  and  fi- 
nancial management,  and  we  blended  them  together  for  a  variety 
of  reasons  that  aren't  particularly  germane  to  this  discussion.  But 
the  D.C.'s  accounting  systems,  the  presence  of  generally  accepted 
accounting  principles,  [GAAP]  accounting,  always  made  us  give 
D.C.  fairly  high  grades  in  that  area.  So  the  first  step,  I  would  often 
say,  in  financial  management  is  to  get  yourself  on  a  better  account- 
ing system. 

That  is  not  the  case  here.  I  would  say,  broadly  speaking,  the  first 
step  that  a  low  ranked  municipality  or  State  wants  to  take  in  fi- 
nancial management  is  to  get  out  of  denial. 

OFTEN  REVENUE  AND  EXPENDITURE  "ESTIMATES  ARE  NOT  REALITY" 

Very  often  what  you  see,  and  what  we  did  see  here  in  D.C.,  is 
an  instance  in  which  revenue  estimates  and  expenditure  estimates 
are  frequently  not  necessarily  the  same  thing  as  reality.  You  see 
instances  in  which  expenditures,  particularly  on  things  like  Medic- 
aid, are — whether  purposefully  or  just  through  ignorance,  but  in  ei- 
ther case  it  is  not  acceptable — low-balled  going  into  the  budget. 

There  tends  to  be  on  the  part  of  the  press,  and  on  the  part  of 
a  great  many  people  in  and  out  of  government,  to  focus  on  the 
budget,  and  if  you  can  make  the  budget  balance,  things  look  good. 
Our  concern  is  much  more  that  the  year-end  financial  statements 
bear  some  kind  of  remote  approximation  to  what  was  said  at  the 
beginning  of  the  year  in  the  budget. 

D.C.  WAY  OFF  ON  EXPENDITURE  ESTIMATES 

D.C. — and  again  I  only  speak  up  through  March  of  1995  when 
we  took  our  last  look — D.C.  had  kind  of  historically  been  way  off 
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on  the  expenditure  estimates,  and  then  at  year's  end  there  was  yet 
more  money  owed.  So  the  first  step  there  was — 

Mr.  Walsh.  History  has  repeated  itself  again. 

Mr.  Greene.  So  I  understand. 

"honest"  budgeting  needed 

So  the  first  step  there,  I  think,  is  just  to  work  for  honest  budget- 
ing and  what  I  would  call  systemic  balance  so  that  you  are  not  bal- 
ancing a  budget  on  one-year,  one-shot  deals,  but  rather  balancing 
a  budget  in  such  a  way  that  when  you  look  out  years,  the  steps 
taken  will  continue  to  leave  a  balanced  budget. 

SECOND:  MANAGE  FOR  RESULTS  THROUGH  PREFORMANCE 
MEASUREMENT 

In  the  area  of  managing  for  results,  we  had  in  the  issue  you  saw, 
called  it  performance  measurement  and  evaluation,  the  following 
issue  was  about  the  States,  and  we  changed  the  title  of  that  cat- 
egory to  "Managing  for  Results"  because  we  thought  it  was  a  some- 
what broader  idea. 

KNOW  WHAT  SERVICES  ARE  TO  BE  DELIVERED,  THEN  MEASURE 

PERFORMANCE 

There,  it  is  a  long  and  difficult  process,  even  at  best.  The  first 
step  is  to  decide  what  it  is  that  is  genuinely  important  to  your  city. 
The  next  step  is  to 

Mr.  Walsh.  In  terms  of  delivery  of  services? 

Mr.  Greene.  In  terms  of  delivery  of  services. 

And  the  next  step  is  to  begin  to  make  an  effort  toward  coming 
up  with  measures  that  will  adequately  and  accurately  reflect  those 
deliveries. 

CAUTION:  MEASURING  PERFORMANCE  TAKES  TIME 

I  caution  you  that  all  the  cities  and  States — and  I  would  point 
you  to  Oregon  as  a  State  that  was  in  the  leadership  of  this  area — 
but  all  the  cities  and  States  which  thought  that  they  could  do  this 
quickly  and  easily  found  out  that  they  were  wrong.  This  is  a  very 
difficult  process,  and  the  whole  notion  of  coming  up  with  perform- 
ance measures  that  are  just  the  right  performance  measures  is  a 
difficult  thing. 

WITHOUT  PERFORMANCE  MEASURES  IT  IS  BUSINESS  AS  USUAL 

I  would  argue  it  is  infinitely  worthwhile,  and  to  anyone  in  the 
private  sector,  the  notion  that  up  until  the  last  few  years  cities  and 
States  have  been  delivering  services  without  any  measure  of  qual- 
ity seems  ludicrous.  It  seems  like  business  as  usual  to  many  mu- 
nicipalities and  States,  but  moving  from  step  one  to  step  two  is  a 
hard  one. 

Mr.  Walsh.  Step  two  was  what  again? 

Mr.  Greene.  Step  two  was  actually  having  good  performance 
measures  in  place  so  that  you  can  measure  what's  being  done. 

Mr.  Walsh.  Okay. 

PERFORMANCE  MEASURES  SHOULD  NOT  BE  SIMPLY  PAPERWORK 

EXERCISES 

Mr.  Greene.  And  at  the  same  time  in  step  two,  what  you  want 
to  know  is  that  the  measures  you  have  in  place  are  not  simply  pa- 


435 

perwork  exercises.  This,  too,  is  a  trap  that  a  great  many  cities  and 
States  have  fallen  into  in  the  past. 

In  the  seventies  there  was  a  big  wave  of  States  and  cities  looking 
at  performance  measures  as  a  cure  for  all  that  ailed  them,  and 
they  came  out  with — Memphis  was  an  example.  They  had  seven 
books  of  performance  measures,  and  nobody  could  lift  all  the  per- 
formance measures  all  at  one  time,  and  nobody  paid  any  attention. 
All  they  did  was  lifted  them,  and  nobody  looked  in  the  books  be- 
cause it  was  too  much. 

New  York  City  until  fairly  recently  had  performance  measures 
from  here  to  eternity,  I  mean  endless  performance  measures.  They 
weren't  used  for  the  actual  management  of  the  government,  so  in 
truth  they  were  worthless  because  they  devoted  resources  to  the 
creation  of  numbers  that  weren't  used  for  anything. 

So  the  idea  that  you  develop  the  performance  measures  needs  to 
be  accompanied  with  the  idea  that  someone  in  a  management  posi- 
tion is  actually  going  to  pay  attention  to  them. 

THIRD:  STRIVE  FOR  "OUTCOME"  MEASURES  NOT  "OUTPUT"  MEASURES 

And  the  third  notion — and  I  could  go  on  at  great  length  about 
this  because  it  is  an  area  we  have  explored  a  great  deal — but  the 
third  notion  is  that  you  should  be  striving  toward  the  development 
of  what  is  called  outcome  measures  as  opposed  to  output  measures. 

The  temptation  for  everyone,  because  they  are  much  easier,  is  to 
measure  simple  workloads.  This  year  we  paved  100  miles  of  road- 
way. This  year  we  soldered  the  joints  in  3,000  running  feet  of  pipe. 
This  year  we  added  500  new  police  officers.  Those  are  interesting 
but  absolutely  worthless,  because  all  they  reflect  is  more  money 
spent,  not  anything  of  a  greater  level  provided  for  the  citizenry. 

What  you  really  want  to  look  for  are  outcome  measures,  meas- 
ures that  result — that  reflect  quality,  that  result  in  accomplish- 
ments, that  reflect  effectiveness.  So  those  would  be  kind  of  a  begin- 
ning point. 

In  the  area  of  infrastructure  maintenance,  I  would  say  that  the 
first  thing  to  do 

Mr.  Walsh.  If  you  could  shorten  up  your  responses  a  little  bit 
so  we  can  get  to  the  next  questioning. 

Mr.  Greene.  Absolutely. 

D.c.  needs  infrastructure  maintenance  program 

I  would  say  the  first  thing  that  needs  to  be  done  is  to  have  an 
idea  of  a  scheduled  maintenance  plan,  which  I  believe — and  again, 
at  least  the  last  we  looked,  D.C.  lacked  entirely,  so  that  you  are 
not  putting  out  fires.  You  are  anticipating  fires,  in  this  case  pot- 
holes. And  in  the  area  information  of  technology 

Mr.  Walsh.  A  replacement  schedule  for  roads  and  paving  and 
catch  basin  cleaning? 

Mr.  Greene.  Exactly. 

Mr.  Walsh.  That  sort  of  thing? 

Mr.  Greene.  Exactly. 

So  that  you  know,  coming  forward,  what  needs  to  be  done  and 
can  make  decisions  as  to — given  the  limited  resources  that  every 
city  and  State  have,  not  just  D.C,  given  the  limited  resources,  you 
can  make  decisions  as  to  whether  it's  more  economically  feasible 
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this  year  to  resurface  20  miles  of  road  or  to  put  money  into  the 
sewage  treatment  plant. 

If  you  aren't  planning  out  the  kinds  of  efforts  you  are  making 
there,  it's  very  difficult  to  make  those  decisions,  and  what  you  wind 
up  doing  is  repaying  the  road  where  a  Volkswagen  just  fell  into  a 
pothole  as  opposed  to  doing  it  the  year  before,  when  maybe  you 
could  have  saved  a  lot  of  money. 

FOURTH:  IMPROVE  INFORMATION  TECHNOLOGY 

And  in  the  area  of  information  technology,  the  first  step  is  a 
plan.  I  don't  know  if  I'm  responding  precisely  to  what  you  meant, 
your  words. 

Mr.  Walsh.  The  first  things  that  you  would  do. 

Mr.  Greene.  The  first  things  that  you  would  do. 

Mr.  Walsh.  To  get  yourself  off  the  mat  and  to  start  moving  up 
the  rankings  and  improving  your  status  as  a  city. 

don't  rush  out  to  buy  new  computers 

Mr.  Greene.  Right.  But  I  meant  to  say,  in  your  introductory 
comments  you  had  said,  well,  what  we  don't  need  is  more  planning, 
what  we  need  is  more  action.  In  the  area  of  technology  I  would  say 
what  you  need  is  more  planning  and  maybe  less  action,  because 
buying  computers  because  computers  are  a  good  thing  is  probably 
a  sure  route  to  having  a  lot  of  computers  that  nobody  knows  how 
to  use  and  that  don't  talk  to  one  another. 

plan  your  information  technology  needs  first 

So  in  the  area  of  information  technology,  really  the  first  impor- 
tant step  is  truly  to  come  up  with  a  plan  for  the  things  that  will 
be  purchased  and  for  how  they  will  fit  together  in  a  broader 
scheme  for  the  city  at  large. 

Mr.  Walsh.  Okay. 

Mr.  Dixon. 

Mr.  Dixon.  Thank  you  very  much,  Mr.  Chairman. 

D.c.  has  c  minus  rating  for  information  technology 

I  want  to  thank  you,  Ms.  Wright  and  Mr.  Greene,  for  appearing 
here  today.  And  I  just  have  one  question — I  thank  you  for  your 
input — and  that  is,  on  the  information  technology  area,  we  have 
heard  for  a  long  time  that  the  District  has  been  lacking.  But  look- 
ing at  the  ratings  of  most  of  the  other  cities,  you  rate  the  District 
right  along  with  them  at  a  C  or  a  C  minus.  I  have  been  led  to  be- 
lieve that  the  technology  system  here  is  broken,  that  it  needs  fix- 
ing. So  would  you  go  into  more  detail  about  how  you  made  your 
evaluation,  what  you  looked  at,  who  did  the  actual  work,  because 
there's  great  discussion  about  the  technology  and  management  sys- 
tem here. 

Mr.  Greene.  Right.  First  of  all,  I  would  preface  by  saying  that 
from  our  point  of  view,  the  C  minus  that  we  gave  D.C.  in  informa- 
tion technology  was  not  particularly  a  grade  to  be  aspired  toward. 
By  comparison,  however,  I  must  say  that  Detroit,  for  example,  with 
the  D  plus,  D.C.  is  better.  D.C.  is  not  good,  but  a  lot  of  other  cities, 
including  New  Orleans  and  San  Francisco,  are  equally  not  good. 
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SAN  FRANCISCO'S  INFORMATION  TECHNOLOGY  IS  NOT  TOO  GOOD 

I  would  give  you,  for  example,  a  comparison  to  the  city  of  San 
Francisco,  which  may  help  you  to  see  that  while  D.C.  in  that  par- 
ticular area  is  nowhere  near  where  you  would  like  it  to  be,  it's  not 
dramatically  worse  than  some  others. 

The  survey  instrument  which  we  sent  out  requesting  information 
as  to  what  kind  of  technology  planning  was  being  done  in  San 
Francisco,  we  received  the  survey  instrument  back,  and  we  were 
working  with  that  instrument,  and  then  when  we  called  the  people 
in  the  Budget  Office  a  couple  of  weeks  later  to  ask  some  questions, 
the  people  in  the  Budget  Office  insisted  that  the  document  we  had 
received  back  must  have  been  forged.  Someone  at  the  Department 
of  Information  Technology  was  probably  trying  to  mislead  us  so 
that  they  could  get  more  funding  because  they  had  said  things 
were  so  awful.  So  D.C.  is  not  unique  in  having  troubles  in  that 
area. 

There  may  be  a  flaw  in  our  grading  system  in  that  we  make 
something  of  an  effort  to  grade  on  a  curve  so  that  in  an  area,  for 
example,  like  financial  management,  where  there  are  cities  like 
Phoenix  and  like  Dallas  that  are  doing  a  truly  great  job  and  that 
deserve  an  A  in  the  area  of  information  technology,  all  the  cities 
or  most  of  the  cities  are  still  at  a  fairly  Cro-Magnon  phase  in  the 
development  of  that  kind  of  management,  and  so  as  a  result,  a  C 
minus  seemed  like  a  reasonable  grade  for  D.C. 

Was  that  responsive? 

ALL  RATING  CRITERIA  ARE  OVERLAPPING 

Mr.  Dixon.  Yes.  Very  responsive. 

When  you  look  at  the  financial — your  grade  in  financial  manage- 
ment in  general,  and  information  technology,  I  would  imagine  that 
these  two  areas  are  very  closely  related. 

Mr.  Greene.  There  is  really  overlap  with  all  four  of  the  areas. 
When  you  look  at  performance  measurement  and  evaluation  as 
well,  one  of  the  things  that  one  hopes  you  are  measuring  the  per- 
formance of  is  the  use  of  information  technology,  so  that  there's 
genuinely  overlap  within  each  of  the  areas  and  all  the  others. 

D.C.  LACKS  knowing  THAT  THEY  ARE  OVERSPENDING  WHEN  IT  IS 

HAPPENING 

You  are  quite  right.  It's — the  better  your  information  technology 
is,  the  more  likely  it  is  your  financial  management  is  better,  and 
to  be  directly  responsive  to  D.C,  one  of  the  problems  we  saw  was 
a  lack  of  awareness  of  specific  instances  where  agencies  were  way 
overspending  over  the  course  of  the  year.  Presumably  with  better 
technology,  that  overspending  could  be  caught  sooner,  and  some- 
body could  say,  you  know,  hold  it,  guys;  stop,  stop,  stop  writing  out 
checks. 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  pages  60 1-60  lA,  this  volume,  re- 
garding statements  by  various  individuals  that  seem  to  indicate  that  the  District's 
major  problems  with  its  finanical  management  system  (FMS)  are  personnel  related 
rather  than  the  FMS  itself. J 
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fms/mainframe  vs.  desktop  computer 

Mr.  Dixon.  Well,  let  me  give  you  a  little  background  from  my 
perspective. 

One  of  the  things  that  has  been  reported  and  has  been  greatly 
discussed  is  that  the  financial  management  system  itself  that  was 
put  in  in  1979  is  outdated,  that  there  has  not  been  enough  training 
of  employees  to  handle  that  system,  and  that  they  have,  over  a  pe- 
riod of  time,  found  shorthand  ways  to  override  that  system.  In  fact, 
there  are  various  stories  about  how  it  can  be  manually  overridden. 

Now,  with  that  background,  your  first  sentence  here  says  that 
many  of  the  city's  systems  rely  on  mainframe — mainframes  pur- 
chased in  1979,  which  make  processes  run  very  slowly. 

So  my  question  is:  What  does  that  mean?  Does  that  mean  that 
the  mainframe  computers  are  inadequate?  What  does  running  very 
slowly  mean — what  is  the  impact?  Does  it  mean,  that  you  can  get 
the  information  by  8:00  in  the  evening?  I  mean,  what  does  that 
say?  I  read  the  words,  but  what  do  you  mean  when  you  say  their 
mainframes  and  the  process  runs  very  slowly?  What  does  that  say? 

Mr.  Greene.  Let  me,  by  way  of  answering,  reflect  on  what  some 
of  the  cities  which  received  high  grades  in  information  technology 
do  by  contrast.  Those  cities  have  far  more  use  of  desktop  comput- 
ers, which  are  fed  into  a  system  and  so  that  your  agency  is  on  a 
weekly  or  a  biweekly  or,  at  worst,  a  monthly  basis,  feeding  every- 
thing in,  and  it  can  be  spat  out  again  so  that  everyone  can  see  on 
a  very  timely  basis  what's  happening. 

Mr.  Dixon.  Right. 

Mr.  Greene.  If,  in  fact,  all  the  data  needs  to  be  put  into  some 
central  mainframe — and  often,  in  the  case  of  D.C.,  my  understand- 
ing was  that  the  individual  agencies  may  have  their  own  computer 
systems,  but  they  may  not  even  talk  to  the  mainframes. 

Mr.  Dixon.  Right. 

Mr.  Greene.  What  you  built  was  a  technological  Tower  of  Babel. 
And  so  before  you  find  out  that  one  of  your  departments  has  over- 
spent its  yearly  allotment  in  September,  it's  November  and  too  late 
to  really  grab  ahold  of  things  and  fix  them. 

The  issue  of  main  frames  is  that  you  are  trying  to  get  stuff  all 
into  one  big  computer  as  opposed  to  a  bunch  of  little  ones  that  do 
that  more  effectively. 

USE  OF  e-mail  in  D.C.  GOVERNMENT 

Mr.  Dixon.  Then  your  last  sentence  on  this  information  tech- 
nology says  that  the  city  has  made  good  use  of  e-mail,  and  that 
there's  a  pilot  project  to  provide  information  about  employment  op- 
portunities to  citizens  through  centralized  kiosks. 

I  realize  this  was  March  of  1995,  and  so  you  are  probably  talking 
about  1994  or  1995,  but  what  do  you  mean  they  make  good  use  of 
e-mail?  It's  my  general  feeling  from  discussions  that  there  is  poor 
communication  between  agency  heads  and  various  agencies  within 
the  District  government.  You  are  telling  me  that  they  communicate 
well  on  e-mail? 

Mr.  Greene.  I  am  telling  you  that  relative  to  other  cities  in  the 
United  States,  they  were  further  along  in  the  effort  to  use  e-mail 
to  communicate  effectively,  or  at  least  that's — ^you  certainly  are  in 
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a  position  perhaps  to  be  somewhat  closer  to  what's  happening  right 
now  than  even  we  were  then,  but  we  did  hear  from  a  number  of 
people  within  D.C.  government  when  we  asked  the  question,  so 
then  what's  going  right,  they  said,  well,  we  are  coming  along.  We 
are  doing  a  lot  more  with  e-mail.  It  has  been  an  effective  means 
of  communicating  information  from  one  person  to  another.  So, 
yeah,  that  was  expressed  to  us  by  not  one,  but  by  a  half  a  dozen 
people  as  a  bright  spot. 

If,  in  fact,  that's  not  the  case,  then 

Mr.  Dixon.  I  don't  know  if  it's  the  case  or  not.  I'm  just  asking. 

Mr.  Greene.  That's  the  information  that  we  received,  was  that 
they  were  doing  a  fairly  effective  job  of  utilizing  e-mail  to  commu- 
nicate back  and  forth. 

I  must  say  that  we  also  make  an  effort,  in  an  effort  to — at  the 
greatest  possible  fairness,  to  always  find  something  somewhere 
that's  nice  to  say.  I  would  say  that  relative  to  having  computers 
that  talk  to  each  other,  using  e-mail  effectively  is  kind  of  low  down 
on  your  list,  but  nonetheless  it  seemed  like  a  reasonable  thing  to 
point  out. 

Mr.  Dixon.  So  basically  this  was  based  on  the  responses  they 
gave  you  and  not  any  personal  observations  about  the  use  of  e-mail 
that  either  you  or  your  researchers  made? 

Mr.  Greene.  This  was  based  not  on  what  they  told  us,  but  also 
what  various  city  watchdogs  told  us  and  what  we  were  able  to  get 
from  various  outside  sources  as  well. 

Mr.  Dixon.  Okay.  I  have  nothing  further,  Mr.  Chairman. 

Mr.  Walsh.  Mr.  Parker. 

"D.C.  A  MESS"/BANKRUPT  AND  LACKS  MANAGEMENT 

Mr.  Parker.  I  appreciate  your  being  here. 

What  you  say  doesn't  mean  a  whole  lot  because  we  have  got  a 
city  that  you  have  given  D's.  Why?  I  mean,  you  have  got  a  city 
that's  bankrupt.  You  have  got  a  city  in  which  the  whole  manage- 
ment is  crazy.  And,  you  know,  you  are  asked  how  you  do  it,  what's 
going  awry.  It's  kind  of  like  asking  somebody  that  weighs  800 
pounds,  how  is  your  diet  going?  Oh,  it's  going  good. 

While  I  appreciate  your  efforts  my  personal  view  is  that  it's  in- 
formation that — it  is  just — I  don't  see  how  we  can  use  it.  The  city 
has  got  to  get  its  financial  house  in  order.  They  have  to  make  some 
hard  decisions,  and  nobody  is  doing  it,  but  I  appreciate  your  effec- 
tive comments. 

Mr.  Greene.  I  appreciate  your  comments.  And  I  have  to  say  that 
when  you  look  at,  for  example,  where  a  city  like  Detroit  was,  if  you 
want  to  really  appreciate  what  an  F  would  look  like,  you  could  visit 
cities  outside  of  Washington,  D.C.,  like  where  Detroit  was  2  or  3 
years  ago,  where  even  D.C.  now  doesn't  look  as  bad  as  it  may  seem 
to  you.  I  can  promise  you  that's  the  case. 

Mr.  Parker.  Well,  then  Detroit  was  in  a  mess. 

RATINGS  provide  A  MEANS  OF  COMPARISON  BETWEEN  CITIES 

Mr.  Greene.  Detroit  was  in  a  terrible  mess,  and  what  we  at- 
tempt to  do  here  is  to  bring  to  the  cities  some  notion  of  what's  hap- 
pening elsewhere,  not  just  what's  happening  there. 
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You  would  be  surprised  to  know  that  some  of  the  best  run  cities, 
the  cities  where  people  really  are  doing  a  very  good  job  relative  to 
other  cities,  within  their  cities  themselves  they  don't  think  they  are 
doing  a  very  good  job  because  all  they  see  is  what's  happening  in 
their  home  territory.  So  we  make  the  effort  to  provide  a  compara- 
tive. 

Mr.  Parker.  Okay.  Thank  you. 

Mr.  Walsh.  Ms.  Kaptur? 

Ms.  Kaptur.  Thank  you  very  much  for  your  testimony  today,  and 
I  apologize  for  being  interrupted  by  bells  here,  so  I  will  try  to  be 
brief,  Mr.  Chairman. 

Especially  on  Mr.  Greene's  testimony,  what  interested  me  was  a 
statement  that  you  made  that  even  in  trying  to  classify  Washing- 
ton, you  thought  perhaps  it  should  be  listed  with  the  States,  not 
the  cities.  And  just  to  draw  an  analogy,  you  know  for  many  years 
I  have  been  trying  to  get  the  Secretary  of  the  Navy  to  bring  one 
of  the  nuclear  subs  to  the  St.  Lawrence  Seaway  in  Toledo,  my  home 
port.  It's  a  great  submarine,  and  it's  a  great  lake,  but  they  don't 
fit  together.  The  draft  is  too  shallow,  and  so  we  haven't  been  able 
to  do  that. 

HOW  CAN  D.C.  restructure  ITS  SERVICE  DELIVERY  SYSTEM? 

I  guess  my  question  with  Washington,  D.C.  is:  In  spite  of  the  fact 
that  some  of  these  areas  have  gotten  D  grades,  I  have  often  won- 
dered if  we  are  asking  a  structure  to  do  what  it  can't.  And  what 
I  have  waited  for  in  my  tenure  on  this  committee  is  some  set  of 
organizations  to  really  look  at  the  city/State  nature  of  this  creature, 
and  based  on  the  intensive  work  that  you  have  done,  you  struck 
me  as  someone  that  could  think  about  this  issue.  Many  can't.  If  you 
were  to  restructure  the  delivery  system  for  the  greater  Washington 
area,  what  would  it  look  like? 

Mr.  Greene.  In  the  best  of  all  worlds  or  in  a  politically  feasible 
world? 

Ms.  Kaptur.  Forget  the  political  world  for  the  moment.  Just  if 
you  could  redo  this  structure  with  prisons,  schools,  highways, 
water  systems,  education,  what  would  you  do? 

Mr.  Greene.  Then,  first  of  all,  if  the  Federal  Government  is 
gomg  to  be  functioning  as  the  State  to  D.C.'s  city,  then  the  Federal 
government  would  take  over  50  percent  or  so  of  D.C.'s  Medicaid 
bill,  which  all  the  other  major  cities  have  a  State  that's  doing  that. 
D.C.  does  not  have  a  State  that's  doing  that. 

Ms.  Kaptur.  All  right. 

Mr.  Greene.  I  would  secondly  talk  about  the  prisons. 

Mr.  Walsh.  Just  a  correction.  There  is  a  50/50  Medicaid  match. 

Mr.  Greene.  So  the  Feds  are  already  providing  50  percent? 

Mr.  Walsh.  Yes. 

Mr.  Greene.  And  the  prisons,  similarly,  are  the  Feds  also  giv- 
ing  

Mr.  Walsh.  The  prisons,  they  don't  have  any  support;  but  Medic- 
aid, yes. 

[CLERK'S  NOTE.— While  there  is  no  "structured"  Federal  support  for  D.C.  pris- 
ons, Congress  did  appropriate  $70  million  in  Federal  funds  to  construct  the  new 
800-bed  Correctional  Treatment  FaciUty  and  $41  million  in  Federal  funds  for  an 
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education  and  training  initiative  for  District  inmates.  In  addition,  the  Federal  gov- 
ernment paid  $14  million  to  house  District  inmates  in  Federal  facilities  in  FY  1996.] 

Mr.  Greene.  Medicaid,  yes. 

STATES  AND  COUNTIES  HELP  WITH  COST  OF  PRISON  SYSTEMS 

Then  let's  shift  gears  to  the  prisons,  where  again  the  States  take 
care  of  all  but  the  jails.  They  take  care  of  the  prisons  and  every- 
place. In  the  case  of  D.C.,  it's  a  D.C.  liability. 

There  are  no  counties  here.  If  you  look  at  most  of  the  other  large 
cities  in  the  country,  you  see  that  the  economic  burden  of  most  of 
the  social  services  is  spread  not  just  in  the  inner  city,  but  in  the 
areas  surrounding  the  city,  because  there's  a  county  that  takes  into 
account  those  wider  areas. 

If  you  look  at  the  cities  that  have  run  into  the  biggest  troubles, 
many  of  them  are  cities  where  the  city  and  county  are  the  same; 
for  example,  Philadelphia.  But  if  you  look  at  most  of  the  cities  in 
the  country,  you  will  see  that  they  are  aided  in  the  provision  of 
most  of  the  human  resources  by  the  fact  that  those  functions  are 
taken  care  of  by  a  county. 

In  the  case  of  D.C,  if  there  were  a  D.C.  County,  what  you  would 
hope  it  would  include  would  be  some  of  the  outlying  suburbs  where 
there's  just  a  great  deal  more  affluence  and  a  great  deal  more  abil- 
ity to  pay  for  things.  Whether  that — 

Ms.  Kaptur.  Or  you  find  a  way  to  charge  for  the  use  of  your 
streets. 

Mr.  Greene.  Well,  again,  you  took  me  off  the  hook  of  being  po- 
litically concerned. 

Ms.  Kaptur.  Right.  I  want  you  to  know 

COMMUTER  TAX 

Mr.  Greene.  At  which  point  I  would  start  talking  of  commuter 
taxes.  I  know  the  commuter  taxes  are  not  something  we  are  likely 
to  see  in  D.C.  We  said  as  much  in  our  piece.  It  didn't  seem,  from 
everyone  we  spoke  to,  as  a  political  possibility.  But  it  would  feel 
to  me  like,  to  the  extent  that  the  outlying  areas  around  D.C.  owe 
a  great  deal  of  their  elevated  land  prices  and  owe  a  great  deal  of 
their  reason  for  being  to  that  the  fact  that  there  is  this  centerpiece 
of  the  District  of  Columbia,  that  it's  not  an  unreasonable  thing  to 
ask  them  to  give  something  back  in  the  way  that  there  are  com- 
muter taxes  in  a  great  many  cities,  and  in  a  great  many  other 
cities  there's  a  county  that  provides  something  similar  to  that.  So 
those  would  be  kind  of  the  first  steps  I  would  want  to  take. 

"UNI-GOV"  STRUCTURE 

Ms.  Kaptur.  If  you  look  at  a  city  like  Indianapolis  and  that  of 
the  Uni-Gov  structure,  can  we  learn  anything  from  that  to  apply 
here? 

Mr.  Greene.  Indianapolis  did  a  very  interesting  thing.  Indianap- 
olis— and  I  can't  tell  you  precisely  when — Indianapolis  and  the 
communities  around  it  formed — Indianapolis,  and  I  can't  remember 
the  name  of  the  county,  but  there  is  a  county  unit  that  takes  up — 
that's  Indianapolis,  but  also  has  other  areas  that  can  bring  funding 
into  the  area. 
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Mr.  Walsh.  Greater  Indianapolis. 

Mr.  Greene.  There's  another — so  I  would  point  you  rather  than 
Indianapolis  to  even  a  city  like  Chicago  in  which  Cook  County 
takes  care  of  huge  amounts  of  the  social  welfare  benefits  that  are 
provided.  Cook  County  takes  care  of  a  great  many  of  the  hospitals. 
Cook  County  takes  care  of  a  great — the  same  thing  with  Los  Ange- 
les County.  In  all  of  those  other  cases,  it's  spread  over  a  wider  area 
than  just  the  city  itself. 

And  by  contrast,  I  would  point  you  to,  as  an  example  of  the  dis- 
mal failure  that  you  see  where  there  is  not  that  kind  of  entity,  I 
would  point  you  to  the  State  of  Connecticut,  where  there  are  no 
counties.  They  did  away  with  the  county  system  in  Connecticut 
some  time  ago,  and  so  the  large  cities  in  Connecticut,  New  Haven, 
Bridgeport  and  Hartford,  although  they  are  three  cities  in  what  is 
always  one  of  the  two  or  three  wealthiest  States  in  the  country, 
they  have  three  of  the  poorest  cities  in  the  country  because  they 
have  been  unable  to  spread  their  taxing  burden  in  any  way  over 
the  outl3dng  areas. 

Ms.  Kaptur.  Interesting. 

Mr.  Chairman,  I  know  we  are  restricted  by  time. 

But  I  really  thank  you  for  coming  today.  : 

Mr.  Greene.  Thank  you. 

Ms.  Kaptur.  You  have  made  some  of  the  more  intelligent  obser- 
vations we  have  heard.  I  have  come  to  the  conclusion  that  it's  im- 
possible for  this  structure  to  function  as  it  currently  exists.  So  I  am 
looking  for  ideas,  not  that  I  can  have  any  power  alone  to  effect 
changes,  but  to  give  people  a  way  to  think  about  different  ways  to 
organize  the  structure  itself. 

Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Walsh.  Why  don't  we  go  vote  and  then  come  back.  If  you 
would  stay,  we  will  go  back  around  so  Members  can  ask  questions 
again.  I  have  some  questions  I  would  like  to  ask  you. 

Ms.  Wright.  Sure.  That  would  be  fine. 

Mr.  Walsh.  We  will  be  right  back. 

The  subcommittee  will  come  to  order. 

Mr.  Kingston  was  next.  He  is  not  here.  I  will  start  the  second 
round  then — and  I  just  have  a  couple  of  questions.  As  soon  as  he 
shows  up,  we  will  go  to  him. 

MAYBE  D.C.  COULD  GET  AN  "EXCELLENCE"  AWARD 

Just  having  a  conversation  here  with  Ms.  Wright,  and  my  ques- 
tion was  has  the  District  government  ever  received  any  of  these 
awards,  and  her  comment  was  they  hadn't  applied. 

Ms.  Wright.  Right. 

Mr.  Walsh.  Then  I  followed  up  and  said,  since  you  live  here  have 
you  seen  anything  in  the  newspapers  that  would  make  you  think 
they  could  have  a  program  that  would  qualify? 

D.C.  VITAL  RECORDS  MAY  BE  AN  EXAMPLE  OF  EXCELLENCE 

Ms.  Wright.  Actually  there  was  a  column  in  the  paper,  the 
Washington  Post,  of  a  week  or  so  ago  where  Steve  Twomey  was 
talking  about  the  success  he  had  in  his  getting  his  child's  birth  cer- 
tificate from  the  D.C.  Vital  Records,  and  that  is  a  case  where  he 
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was  able  to  get  it  within  15  minutes  when  he  expected  it  would  be 
an  all-day  process. 

Mr.  Walsh.  He  was  going  to  take  a  lunch. 

Ms.  Wright.  Take  a  book  to  read,  spend  the  day,  that  kind  of 
thing.  He  was  in  and  out  in  15  minutes.  In  his  conversations  with 
the  director  there,  that  is  the  director's  goal,  that  anyone  who 
comes  in  to  get  a  copy  of  a  birth  certificate,  death  certificate,  mar- 
riage certificates,  those  types  of  things,  can  be  in  and  out  within 
15  minutes.  That  is  a  sign  of  innovation. 

The  other  thing  is  that  apparently  it  is  an  office  that  is  able  to 
keep  the  revenue  that  they  earn  and  plow  it  back  in  so  he  can 
make  improvements. 

Mr.  Walsh.  So  there  is  sort  of  an  independent  line  of  business 
within  the  city  government.  They  generate  revenues  through  the 
transactions  that  they  have  and  then  use  those  revenues  to  make 
improvements. 

Ms.  Wright.  Right.  That  is  what  it  sounded  like. 

Mr.  Walsh.  Maybe  we  should  contact  them.  Just  a  simple  idea 
like  that  where  a  certain  department  of  the  D.C.  government  gets 
positive  news  that  they  are  recognized  nationally,  that  what  they 
are  doing  is  a  good  thing,  might  shine  a  little  light  in  for  a  little 
hope  and  optimism. 

OTHER  AWARD  WINNERS  MAY  BE  ABLE  TO  HELP  D.C. 

What  you  have  suggested  'of  these  programs,  these  things  would 
work  in  D.C.  as  well  as  anywhere  else.  You  said  these  four  or  five 
programs  would  have  application  in  Washington. 

Ms.  Wright.  I  would  think  it  would  be  a  matter  of  contacting  the 
people  who  started  the  program  and  talking  to  them  about — there 
are  differences  in  every  city  as  to  environmental  factors  and  things 
like  that,  but  the  seed  is  there,  the  idea  of  the  seed.  We  see  a  lot 
of 

Mr.  Walsh.  Fingerprinting  and  Public  Assistance,  that  is  not — 
LA  County  is  not  the  only  place  that  does  that. 

Ms.  Wright.  In  fact  a  lot  of  California  is  doing  that  now.  I  don't 
know  whether  it  has  moved  out  of  the  State  of  California,  but  the 
technology  is  available.  It  would  be  a  matter  of  taking  it  and  put- 
ting it  in  someplace  else. 

Mr.  Walsh.  Mr.  Parker,  do  you  have  any  further  questions? 

All  right.  We  thank  you  both  very  much  for  your  comments,  and 
we  will  have  you  back  again  sometime  when  the  District  has  a 
higher  rating. 

Mr.  Greene.  I  hope  so. 

Mr.  Walsh.  Please  feel  free,  if  you  can  find  a  seat  in  back,  to 
stay.  If  you  prefer  to  leave,  that  will  be  fine  also. 

Ms.  Wright.  Thank  you  very  much. 


444 

Wednesday,  June  5,  1996. 
MANAGEMENT  AND  SERVICE  DELIVERY  PROBLEMS 

WITNESSES 

MICHAEL  ROGERS,  CITY  ADMINISTRATOR,  DISTRICT  OF  COLUMBIA 
GOVERNMENT 

ANTHONY  A.  WILLIAMS,  CHIEF  FINANCIAL  OFFICER,  DISTRICT  OF  CO- 
LUMBIA GOVERNMENT 

JOHN  W.  HILL,  JR,  EXECUTIVE  DIRECTOR,  DISTRICT  OF  COLUMBIA 
FINANCIAL  RESPONSIBIUTY  AND  MANAGEMENT  ASSISTANCE  AU- 
THORITY 

CITY  OFFICIALS  SWORN  IN 

Mr.  Walsh.  I  would  now  ask  our  next  panel  to  come  forward. 
That  includes  Michael  Rogers,  the  District's  City  Administrator; 
Anthony  Williams,  the  District  Chief  Financial  Officer;  and  John 
Hill,  Jr.,  the  Executive  Director  of  the  Financial  Control  Board.  I 
would  ask  you  gentlemen  to  remain  standing  while  I  swear  you  in. 

[Witnesses  sworn.] 

Mr.  Walsh.  Please  be  seated,  and  welcome. 

Mr.  Rogers,  welcome,  and  if  you  would  like  to  make  an  opening 
statement,  please  do  so  at  this  time. 

Mr.  Rogers.  Mr.  Chairman,  copies  of  my  opening  statement  are 
available. 

PREPARED  STATEMENT  OF  CITY  ADMINISTRATION 

[The  prepared  statement  referred  to  follows:] 
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TESTIMONY  BEFORE  THE  COMMITTEE  ON  APPROPRIATIONS 
SUBCOMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA 


MICHAEL  C.  ROGERS 
CITY  ADMINISTRATOR 


JUNE  5,  1996 
2:00PM 
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MR.  CHAIRMAN.  MEMBERS  OF  THE  SUBCOMMITTEE  ON  THE  DISTRICT  OF 
COLUMBIA,  GOOD  AFTERNOON:  I  AM  MICHAEL  C.  ROGERS,  CITY 
ADMINISTRATOR  FOR  THE  DISTRICT  OF  COLUMBL\. 

ON  BEHALF  OF  MAYOR  BARRY  AND  THE  EXECUTIVE  BRANCH  OF  THE  DISTRICT 
OF  COLUMBIA  GOVERNMENT,  I  AM  PLEASED  TO  BE  HERE  THIS  AFTERNOON  TO 
PRESENT  TESTIMONY  ON  THE  FY  1997  OPERATIONAL  IMPROVEMENTS  AS 
REFLECTED  IN  THE  FY  1997  BUDGET  AND  MULTH^AR  PLAN. 

I  WOULD  LIKE  TO  BEGIN  TODAY'S  PRESENTATION  BY  PUTTING  INTO  FISCAL 
CONTEXT,  THE  CONDITION  IN  WHICH  THE  BARRY  ADMINISTRATION  FOUND  OUR 
GOVERNMENT  IN  JANUARY  1995;  HOW  WE  MET  THOSE  EXTRAORDINARY 
CHALLENGES  THROUGH  STRINGENT  COST  CONTROL  EFFORTS;  AND  THE  STEPS 
WE  ARE  TAKING  TO  ACHIEVE  LONG  TERM  STRUCTURAL  BALANCE  IN  THE 
DISTRICT  OF  COLUMBIA. 

I  AM  ALSO  HERE  TO  DEMONSTRATE  THAT  OUR  CHALLENGE  IS  GREAT  BUT 
CERTAINLY  NOT  INSURMOUNTABLE.  OVER  THE  LAST  17  MONTHS.  THE  BARRY 
ADMINISTRATION  HAS  TAKEN  QUANTUM  LEAPS  TO  TRANSFORM  THE  DISTRICT 
GOVERNMENT  AND  IMPLEMENT  CRITICAL  miTIATIVES  TO  REVERSE  THE 
DOWNWARD  FISCAL  SPIRAL  WE  FOUND  LAST  YEAR. 
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2 
YOU  WILL  RECALL  THAT  IN  JANUARY  1995,  THE  HSCAL  CRISIS  IN  THE  DISTRICT 
OF  COLUMBM.  CAME  TO  A  HEAD.  WHEREAS  IT  IS  TRUE  THAT  THE  PREVIOUS 
ADMINISTRATION  HAD  BEEN  STRUGGLING  TO  MANAGE  THIS  CRISIS,  UPON 
ASSUMING  THE  ROLE  OF  CHIEF  EXECUTIVE  OF  THE  DISTRICT  OF  COLUMBIA, 
MAYOR  BARRY  INSISTED  THAT  WE  FULLY  DISCLOSE  THE  EXTENT  OF  THE 
PROBLEM  AND  IMMEDIATELY  INFORM  THE  PUBLIC  AND  OUR  ELECTED 
LEADERSHIP  OF  THE  CRISIS  BEFORE  US. 

IT  WAS  ANTICIPATED  AT  THAT  TIME,  THAT  COMPOUNDING  THE  DEFICIT  FROM 
FY  95  OF  $322  MILLION.  THE  FY  96  DEFICIT  WOULD  BE  AS  HIGH  AS  $722  MILLION 
IF  NOTHING  WAS  DONE  IMMEDIATELY  -  RESULTING  IN  A  TOTAL  DEFICIT  OF 
OVER  A  BILLION  DOLLARS.  IN  ADDITION,  THE  DISTRICT'S  ACCESS  TO  THE  BOND 
MARKETS  WAS  SEVERED.  WHAT  WE  FOUND,  IN  EFFECT,  WAS  A  BUREAUCRACY 
IN  DESPERATE  NEED  OF  TRANSFORMATION.  FY  95  WOULD  PRESENT  SOME  REAL 
CHALLENGES  AND  OPPORTUNITIES  FOR  THE  DISTRICT  GOVERNMENT. 

MAYOR  BARRY  IMMEDL\TELY  IMPLEMENTED  STRINGENT  SPENDING  CONTROLS 
AND  MANAGEMENT  ACTIONS  TO  AVOID  THE  TOTAL  COLLAPSE  OF  THE  SOCL\L 
AND  ECONOMIC  INFRASTRUCTURE  OF  THIS  COMMUNITY.  AS  A  RESULT, 
PERSONAL  SERVICES  EXPENDITURES  WERE  REDUCED  BY  $100  MILLION,  AND 
NON-PERSONAL  SERVICES  BY  AN  ADDITIONAL  $50  MILLION.  AN  INDEPENDENT 
AUDIT  VERIFIED  THAT  THE  DEFICIT  IN  FY  95  WAS  $54  MILLION,  MARKING  THE 
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FIRST  TIME  IN  THE  fflSTORY  OF  HOME  RULE  THAT  ACTUAL  SPENDING  IN  A 
FISCAL  YEAR  WAS  LESS  THAN  THE  PREVIOUS  YEAR. 

THE  CONGRESS  OF  THE  UNITED  STATES  RESPONDED  BY  CREATING  THE 
FINANCIAL  RESPONSIBILITY  AND  MANAGEMENT  ASSISTANCE  AUTHORITY,  AN 
INDEPENDENT  CHIEF  FINANCIAL  OFFICER,  AND  AN  INSPECTOR  GENERAL  - 
ENTITIES  THAT  WOULD  HASTEN  OUR  ATTAINMENT  FISCAL  SOLVENCY. 

FY  1996  ALSO  BEGAN  UNDER  STRENUOUS  CIRCUMSTANCES  -  NOT 
WITHSTANDING  THE  FEDERAL  SHUTDOWN  WHICH  WREAKED  HAVOC  ON  OUR 
ECONOMIC  BASE.  THE  MAYOR  SUBMITTED  A  TOTAL  OF  FIVE  BUDGETS  TO  THE 
COUNCIL  OF  THE  DISTRICT  OF  COLUMBL\  BEFORE  CONGRESS  FINALLY 
APPROVED  THE  DISTRICT  OF  COLUMBL\'S  FY  1996  APPROPRL\TION.  BECAUSE  OF 
THIS  DELAY,  EACH  OF  THESE  BUDGETS  REPRESENTED  A  MODmCATION  TO  OUR 
ORIGINAL  OPERATIONAL  PLAN  -  OWING  TO  THE  FACT  THAT  CONGRESS  HAD  NOT 
YET  APPROVED  OUR  BUDGET. 

NONETHELESS,  A  NUMBER  OF  KEY  INmATTVES  HAVE  BEEN  INITL^TED  IN  FY 
1996  AS  WE  MOVE  TOWARD  A  SMALLER,  MORE  COMPETITIVE  AND  PRODUCTIVE 
GOVERNMENT.  MANY  OF  THESE  INmATIVES  SERVE  AS  A  "DOWN  PAYMENT' 
FOR  FY  1997  COST  SAVINGS  AND  WELL  BE  FULLY  IMPLEMENTED  AND 
OPERATIONAL  IN  FY  97.  THESE  INCLUDE:  r    ■ 
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1.  REDUCTION  IN  FORCE 

AT  THE  BEGINNING  OF  FY  96,  THE  TOTAL  FTE  COUNT  WAS  40,208.  THE 
BARRY  ADMINISTRATION  HAS  COMMITTED  TO  REDUCING  THE 
WORKFORCE  TO  A  TOTAL  OF  30,000  FTES  BY  THE  YEAR  2000.  THIS  HSCAL 
YEAR,  WE  WILL  REDUCE  THE  WORKFORCE  TO  33,850  FTES;  A  REDUCTION 
OF  6,358  FTES.  SOME  3,477  FTES  HAVE  BEEN  REMOVED  FROM  THE 
BASELINE  THROUGH  THE  CREATION  OF  A  PUBLIC  BENEFITS 
CORPORATION.  AN  INDEPENDENT  WATER  AND  SEWER  AUTHORITY,  THE 
SPORTS  COMMISSION,  AND  THE  PUBLIC  HOUSING  AGENCY,  WHICH  IS 
UNDER  RECEIVERSHIP.  AN  ADDITIONAL  REDUCTION-IN-FORCE  OF  1,326 
FTES  WILL  OCCUR  THROUGH  PRIVATIZATION  INTTLATTVES,  AND 
ANOTHER  ^FTE  REDUCTION  HAS  BEEN  ALLOCATED  ACROSS  AGENCIES 
IN  THE  GOVERNMENT.  AGAIN,  WE  FULLY  INTEND  TO  MEET  THE 
REDUCTION  OF  6,358  THIS  FISCAL  YEAR. 

2.  PERFORMANCE  MEASUREMENT 

THE  UNDERLYING  BASIS  OF  THE  TRANSFORMATION  OF  THE  DISTRICT 
GOVERNMENT  INCLUDES  THE  IMPLEMENTATION  OF  PERFORMANCE 
BASED  PRINCIPLES  AND  PROGRAMS  -  BOTH  IN  OUR  BUDGET  PROCESS 
AND  SERVICE  DELIVERY  SYSTEMS.  AS  SUCH,  WE  HAVE  ADVERTISED  A 
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"REQUEST  FOR  PROPOSALS"  TO  DEVELOP  AND  IMPLEMENT  A 
COMPREHENSIVE  PERFORMANCE  MEASUREMENT  SYSTEM  FOR  SEVERAL 
DISTRICT  AGENCIES,  INCLUDING  POLICE,  FIRE,  PERSONNEL,  CONSUMER 
AND  REGULATORY  AFFAIRS,  AND  VARIOUS  COMMISSIONS  WITHIN  THE 
DEPARTMENT  OF  HUMAN  SERVICES.  THE  SUBMITTED  PROPOSALS  WILL 
BE  REVIEWED  WITHIN  THE  NEXT  TWO  WEEKS  AND  PENDING  CONTROL 
BOARD  APPROVAL,  A  CONTRACTOR  WILL  BEGIN  WORK  SHORTLY 
THEREAFTER.  ONCE  IMPLEMENTED,  THIS  SYSTEM  WILL  ALLOW  US  TO 
MONITOR,  EVALUATE  AND  REPORT  ON  THE  EFFECTIVENESS  OF 
PROGRAMS  FOR  WHICH  CORE  AGENCIES  ARE  RESPONSIBLE. 

3.  PROCUREMENT  RE-ENGINEERING 

OVER  THE  YEARS,  GOVERNMENT  PURCHASING  HAS  EVOLVED  FROM  A 
SIMPLE  "BUYING"  FUNCTION  TO  ONE  THAT  IS  MORE  COST  CONSCIOUS 
AND  MINDFUL  OF  MANAGING  PUBLIC  FUNDS.  IT  REQUIRES  KNOWLEDGE 
OF  CONSTANTLY  CHANGING  TECHNOLOGIES,  MARKET  CONDITIONS, 
COMPLEX  INFORMATION  SYSTEMS,  AND  NEW  PURCIL\SING 
TECHNIQUES.  ACCORDINGLY,  WITHOUT  AN  OVERHAUL  OF  OUR 
PROCUREMENT  SYSTEM,  NO  EFFORT  TO  IMPROVE  EVEN  OUR  MOST 
BASIC  SERVICES  WILL  WORK.  OUR  EXPECTATION  TO  CREATE  A  WORLD 
CLASS  PROCUREMENT  SYSTEM  IS  TO  TOTALLY  REORGANIZE  THE 
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PROCESS  WITHIN  TWO  YEARS.  WE  ARE  DETERMINED  TO  ELIMINATE 
PROCUREMENT  PROCESSES  THAT  ARE  OVERLY  RESTRICTIVE, 
REDUNDANT,  AND  REQUIRE  EXCESSIVE  PAPERWORK.  IN  ORDER  TO  DO 
THIS,  WE  MUST  IMPROVE  THE  QUALITY  AND  PERFORMANCE  LEVELS  OF 
OUR  PROCUREMENT  EMPLOYEES  AND  AGENCY  DECISION-MAKERS 
THROUGH  TRAINING,  RETRAINING  AND  STILL  MORE  TRAINING. 

WE  HAVE  CALLED  ON  THE  EXPERTS.  WE'VE  STUDIED  WHAT  HAS 
WORKED  IN  OTHER  JURISDICTIONS  INCLUDING  ACQUISITION 
STREAMLINING  SUCCESSES  IN  THE  FEDERAL  GOVERNMENT  AND  AT  THE 
STATE  LEVEL. 

TOWARD  THAT  END,  WE  HAVE  DEVELOPED  THE  CURRICULUM  FOR  A 
PROCUREMENT  'TRAINING  INSTITUTE"  THROUGH  WHICH  WE  WILL 
DEVELOP  AND  IMPLEMENT  CAREER  PATH  PROGRAMS  THAT  PROMOTE 
PROFESSIONALISM  BY  ENSURING  CERTIFICATION  OF  PROCUREMENT 
PERSONNEL.   OUR  FIRST  CLASS  OF  65  TRAINEES  WILL  BEGIN  THEIR 
TRAINING  CURRICULUM  THIS  AUGUST.  WE  WILL  ALSO  PROVIDE 
AUTOMATED  TOOLS  TO  GUIDE  AND  SUPPORT  THEM  IN  THEIR  WORK.  WE 
ANTICIPATE  THAT  WITH  THE  IMPLEMENTATION  OF,  A  VALUE 
PURCHASING  PROGRAM,  THAT  IS  PART  OF  THE  PROCUREMENT 
REENGINEERING  EFFORT,  A  COST  SAVINGS  OF  UP  TO  $6.6  MILLION  WILL 
BE  ACHIEVED  ANNUALLY  THROUGH  FY  2000. 
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4.  COMPETmVE  GOVERNMEaMT 

WE  HAVE  DEVELOPED  A  MODEL  FOR  ALTERNATIVE  SERVICE  DELIVERY 
FOR  THE  DISTRICT  GOVERNMENT  WITHIN  THE  FRAMEWORK  OF 
•  "COMPETmVE  GOVERNMENT.*  WE  HAVE  ESTABLISHED  A  "COMPETmVE 
-      COUNCIL"  COMPRISED  OF  GOVERNMENT,  NON-PROFIT  AND  PRIVATE 
SECTOR  PERSONS  WHO  ARE  CHARGED  WITH  DEVELOPING  CRITERIA  AND 
A  PROCESS  FOR  EVALUATING  IN-HOUSE  ALTERNATIVE  SERVICE 
PROPOSALS. 

5.  PRIVATIZATION 

A  "PRIVATIZATION  OF  GOVERNMENT  SERVICES  TASK  FORCE"  WAS 
FORMED  TO  CREATE  A  TEMPLATE  FOR  COMPETITIVE  GOVERNMENT  IN 
THE  DISTRICT  GOVERNMENT.  AGAIN,  WE  BROUGHT  IN  THE  EXPERTS  - 
TRANSFORMERS  FROM  PHILADELPHIA,  INDIANAPOLIS,  PHOENIX, 
CHICAGO,  MASSACHUSETTS,  PRIVATE  INDUSTRY,  CONSULTANTS,  A 
REPRESENTATIVE  FROM  GAO,  AND  THE  NATIONAL  PERFORMANCE 
REVIEW  .  ALMOST  TWO  DOZEN  PRACTITIONERS  COLLABORATED  WITH 
THE  TASK  FORCE.   WE  USTENED,  DEBATED  AND  FORMED  A  SNAP  SHOT 
.  ^    OF  GOVERNMENT  THAT  OFFERS  BETTER  SERVICE  AT  LOWER  COST. 
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THE  OUTCOMES  OF  THESE  DELIBERATIONS  ARE  DESCRffiED  IN  THE 
PRIVATIZATION  TASK  FORCE  REPORT  THAT  WAS  ISSUED  IN  DECEMBER 
1995.  LET  ME  SUMMARIZE  SOME  OF  THE  MOST  INTERESTING  PROPOSALS 
THAT  CAME  OUT  OF  THAT  EFFORT. 

WE  ARE  IMPLEMENTING  A  COMPETITIVE  GOVERNMENT  PROCESS  THAT 
INTRODUCES  LABOR-MANAGEMENT  PARTNERSHIPS  --  AND  LOOKS  AT 
INTERNAL  SOLUTIONS  (LIKE  REENGINEERING)  --  BEFORE  TURNING  TO 
PRIVATE  MARKETS. 

HOW  WILL  THAT  WORK?  IF  A  SERVICE  SUCH  AS  STREET  CLEANING,  IS 
TROUBLED  BY  POOR  PRODUCTIVITY  AND  COST  OVERRUNS,  IT  WILL  BE  A 
CANDIDATE  FOR  COMPETITIVE  REVIEW.   A  TEAM  OF  MANAGERS, 
EMPLOYEES,  AND  CONSULTANTS  WILL  BE  TRAINED  IN  PROJECT 
MANAGEMENT,  COMPETITIVE  GOVERNMENT,  COST  STUDIES,  AND 
REENGINEERING  APPROACHES.  THEY  WILL  DOCUMENT  THE  "AS  IS" 
STATE,  AND  WILL  BE  GIVEN  AN  OPPORTUNITY  TO  MAKE  A  PROPOSAL  TO 
REENGINEER  THE  SERVICE  FOR  BETTER  RESULTS  AND  LOWER  COSTS. 
THE  BEAUTY  OF  THIS  APPROACH  IS  THAT  IT  PROVIDES  AS  A  RULE,  NOT 
AS  THE  EXCEPTION,  A  COMPETITIVE  ENVIRONMENT  IN  WHICH  OUR 
WORKFORCE  IS  EMPOWERED  TO  FIND  CHEAPER,  MORE  PRODUCTIVE 
WAYS  TO  PERFORM  THEIR  JOBS.  THE  COMPETITION  COUNCIL  DESCRIBED 
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EARLIER  WILL  EVALUATE  THESE  PROPOSALS  TO  ENSURE  THAT  ONLY 
REALISTIC,  EXPERIENCE-BASED  PLANS  THAT  ARE  FOCUSED  ON  RESULTS 
ARE  APPROVED. 

WE  WILL  USE  COMPETITION  TO  IMPROVE  SERVICES  AND  LOWER  COSTS, 
AND,  FOLLOWING  THE  LEAD  OF  HIGHLY  COMPETmVE  CITIES  LIKE 
INDIANAPOLIS,  CHARLOTTE  AND  PHOENIX,  WE  WILL  ENCOURAGE  CITY 
DEPARTMENTS  TO  BID  AGAINST  THE  PRIVATE  SECTOR  TO  PROVIDE  THE 
SERVICE. 

NOTWITHSTANDING  THESE  NEW  APPROACHES  TO  QUALITY  SERVICE 
DELIVERY,  WE  ARE  STILL  MOVING  FORWARD  WITH  VARIOUS 
PERFORMANCE  BASED  PRIVATIZATION  INTTIATrVES.  FOR  EXAMPLE  IN 
OUR  CORRECTIONAL  SYSTEM,  FOOD  SERVICES  PRIVATIZATION  IS  WELL 
ON  ITS  WAY.   WE  HAVE  RECEIVED  VENDOR  PROPOSALS  AND  HAVE 
BEGUN  THE  NEGOTIATION  PROCESS.  THE  INTENT  IS  TO  GET  GOOD  OR 
BETTER  FOOD  AT  LOWER  COST.  INMATE  MEDICAL  SERVICES  ARE  ALSO 
BEING  PRIVATIZED  IN  ORDER  TO  MEET  ACCREDITATION  STANDARDS 
AND  COURT  ORDERED  MANDATES.  I  HAVE  DIRECTED  THE  DEPARTMENT 
OF  ADMINISTRATIVE  SERVICES  TO  EXPEDITE  THESE  CRITICAL 
SOLICITATIONS  SO  THAT  WE  CAN  REALIZE  OUR  MANAGEMENT 
OBJECTIVES  THIS  FISCAL  YEAR.  '   ■     \  .- 
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WE  HAVE  TAKEN  SIGNIFICANT  STEPS  TO  PRIVATIZE  THE  CORRECTIONAL 
TREATMENT  FACILITY.  WE  ARE  NEGOTIATING  A  SALE-LEASE  BACK 
AGREEMENT  OF  THIS  800  BED  FACILITY  TO  OBTAIN  A  CASH  INFUSION, 
REDUCE  OPERATING  COSTS  AND  ACHIEVE  AMERICAN  CORRECTIONAL 
ASSOCIATION  ACCREDITATION.  AGAIN,  WE  PLAN  TO  DO  SO  THIS  FISCAL 
YEAR  AND  ALREADY  HAVE  RECEIVED  POSITIVE  FEEDBACK  FROM 
INTERESTED  COMPANIES. 

HNALLY,  WE  ARE  PROCEEDING  WITH  THE  PRIVATIZATION  OF  THE 
POLICE  AND  FIRE  CLINIC  WHICH  IS  A  $6  MILLION  PER  YEAR  OPERATION 
THAT  SERVICES  D.C.  POLICE  AND  FIRE,  ALONG  WITH  SECRET  SERVICE 
AND  U.S.  PARK  POLICE.  OUR  GOAL  IS  TO  IMPROVE  THE  QUALITY  OF 
SERVICES  BY  IMPLEMENTING  AN  HMO  MANAGED  CARE  OPERATION. 

6.  PUBLIC  BENEFIT  CORPORATION 

WE  CONTINUE  TO  MOVE  CLOSER  TOWARD  THE  ESTABLISHMENT  OF  A 
PUBLIC  BENEFIT  CORPORATION  -  A  CRITICAL  AND  NECESSARY 
COMPONENT  OF  THE  DISTRICT'S  PUBLIC  HEALTH  CARE  DELIVERY 
SYSTEM.  THE  MAYOR  SUBMITTED  LEGISLATION  ESTABLISHING  THE 
CORPORATION  TO  THE  COUNCIL  OF  THE  DISTRICT  OF  COLUMBIA  ON 
MARCH  1ST.  YESTERDAY,  THE  COUNCIL  GAVE  PRELIMINARY  APPROVAL 
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TO  TfflS  CONCEPT  WHICH  WILL  CONSOLIDATE  PUBLIC  HEALTH  CARE 
AND  ITS  SUPPORTING  FACILITIES  UNDER  ONE  HEALTH  CARE  UMBRELLA. 
IN  ADDITION  TO  MANAGING  D.C.  GENERAL  HOSPITAL,  ONE  OF  THE 
NATION'S  FIRST  PUBLIC  HOSPITALS,  THE  PBC  WILL  ALSO  CONSOLIDATE 
THE  11  NEIGHBORHOOD  HEALTH  CLINICS,  AND  D.C.  GENERAL  HOSPITAL 
UNDER  PHASE  ONE  -  AND  ST.  ELIZABETH'S  HOSPITAL  AND  THE 
COMMUNITY  MENTAL  HEALTH  CLINICS  AS  WELL  AS  THE  ADDICTION 
PREVENTION  AND  RECOVERY  ADMINISTRATION  UNDER  PHASE  TWO. 

IT  IS  ANTICIPATED  THAT  ONCE  ESTABLISHED,  THE  ACnVITIES  OF  THE 
PUBLIC  BENEFITS  CORPORATION  WILL  GENERATE  SUFFICIENT  FUNDS  TO 
MAKE  THE  SYSTEM  SELF-SUFFICIENT  OVER  THE  NEXT  FIVE  YEARS. 
ACCORDINGLY,  THE  SUBSIDY  CURRENTLY  PROVIDED  TO  D.C.  GENERAL 
HOSPITAL  WILL  BE  REDUCED  BY  OVER  $20  MILLION  BY  FY  2000. 
ADDITIONALLY,  WE  CAN  ANTICIPATE  A  SIGNIHCANT  COST  SAVINGS  IN 
THE  PROCUREMENT  OF  PHARMACEUTICALS  AND  OTHER  MEDICAL 
SERVICES. 

THE  MAYOR  HAS  ALSO  ESTABLISHED  A  HEALTH  POLICY  COUNCIL 
WHOSE  JOB  IT  IS  TO  TRANSFORM,  ON  A  BROADER  BASIS,  OUR 
HEALTHCARE  DELIVERY  SYSTEM.  THE  GOAL  IS  TO  CONSOLIDATE  OUR 
PRIMARY  CARE  SYSTEM,  DEVELOP  A  NEW  DEPARTMENT  OF  HEALTH,  A 
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MEDICAID  MANAGEMENT  INFORMATION  SYSTEM  AND  OTHER  CRITICAL 
HEALTH  CARE  TASKS. 

7.  INDEPENDENT  WATER  AND  SEWER  AUTHORITY 

ONE  OF  THE  FIRST  DIRECnVES  GIVEN  TO  ME  BY  THE  MAYOR  WAS  TO 
ESTABLISH  AN  INDEPENDENT  WATER  AND  SEWER  AUTHORITY, 
SEPARATE  AND  APART  FROM  THE  DISTRICT  GOVERNMENT.   ON  APRIL 
18TH,  THE  LEGISLATION  FOR  THE  NEW  INDEPENDENT  WATER  AND 
SEWER  AUTHORITY  CLEARED  THE  CONGRESSIONAL  REVIEW  PROCESS. 
WE  ARE  NOW  DEVELOPING  A  TRANSITION  PLAN  TO  ENSURE  A  SMOOTH 
SEPARATION  OF  THE  AUTHORITY  FROM  THE  DISTRICT  GOVERNMENT 
AND  THE  CREATION  OF  A  REGIONAL  BOARD  OF  DIRECTORS  TO  GOVERN 
THE  OPERATION,  MAINTENANCE  AND  HSCAL  AFFAIRS  OF  THE  NEW 
AUTHORITY. 

THE  FY  1997  BUDGET  THAT  WILL  BE  PRESENTED  TO  THE  CONGRESS  OF  THE 
UNITED  STATES  LATER  THIS  MONTH  REPRESENTS  A  SOBER  AND  REALISTIC 
RESPONSE  TO  A  CALL  FOR  CHANGE.  IT  SERVES  AS  A  BLUE  PRINT  FOR  ACHIEVING 
LONG  TERM  STRUCTURAL  BALANCE  IN  THE  DISTRICT  OF  COLUMBIA.  AS  YOU 
MAY  BE  AWARE,  THE  FINANCIAL  RESPONSIBILITY  AND  MANAGEMENT 
ASSISTANCE  AUTHORITY  HAS  HAD  THE  OPPORTUNITY  TO  REVIEW  THIS  BUDGET 
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AND  MADE  SEVERAL  RECOMMENDATIONS.  THE  MAYOR  HAS  ACCEPTED  THESE 
RECOMMENDATIONS  THAT  WILL  LEAVE  THE  DISTRICT  WITH  A  $98  MILLION 
DEFICIT  AT  THE  END  OF  FY  1997  -  AS  OPPOSED  TO  THE  $51  MILLION  DEFICIT 
RECOMMENDED  BY  THE  MAYOR  IT  REMAINS  OUR  COLLECTIVE  OBJECTIVE  TO 
SUBMIT  A  UNIFIED  BUDGET  TO  WHICH  ALL  WILL  BE  HELD  ACCOUNTABLE. 

LEST  THERE  BE  A  DOUBT  IN  ANYONE'S  MIND.  THE  BARRY  ADMINISTRATION  IS 
TURNING  THE  GOVERNMENT  AROUND  IN  AN  UNPRECEDENTED  MANNER.  WE 
ARE,  THROUGH  SHEER  POLITICAL  AND  OPERATIONAL  WILL,  AND  GUIDED  BY 
THE  MAYOR'S  TRANSFORMATION  PLAN,  MAKING  ADJUSTMENTS  IN  OUR 
WORKFORCE  AND  THE  WAY  WE  PROVIDE  SERVICES. 

IT  IS  IMPORTANT  TO  POINT  OUT  THAT  THE  IMPLEMENTATION  OF  THESE  PLANS 
IS  A  PROCESS.  AN  EVOLUTION,  AS  OPPOSED  TO  A  SINGLE  ACT  OR  DIRECTIVE. 
NEEDLESS  TO  SAY,  THIS  JOURNEY  WILL  REQUIRE  A  LONG-TERM  PARTNERSHIP 
WITH  YOU,  THE  COUNCIL  OF  THE  DISTRICT  OF  COLUMBL^l,  THE  FINANCLVL 
AUTHORITY  AND  OUR  INDEPENDENT  CfflEF  FINANCL\L  OFFICER.  A 
COMMENDABLE  AMOUNT  OF  ENERGY  AND  COMMITMENT  HAS  BEEN  PUT  IN  BY 
ALL  THE  PARTIES  INVOLVED.  WE  CANNOT  AFFORD  TO  LOOSE  OUR  MOMENTUM 
-  THE  STAKES  ARE  SIMPLY  TOO  HIGH. 

I  THANK  YOU  AND  WILL  BE  HAPPY  TO  ANSWER  ANY  SPECIFIC  QUESTIONS  THAT 
YOU  MAY  HAVE. 
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11  PRIVATIZATION  PROJECTS 
UNDERWAY  -JUNE  1996 


AGENCY/PROGRAM  ANNUAL  EST  # 

COST  STAFF 

Dept.  oi  Corrections 

1."      Sale/Leasetack  of  800- W  Correctional  $21,000,000  475 

Treatment  Facility  (Mea.  Sec.  Facility) 


2.  Inmate  MeJical  Services  $18,818,000*  249 

(@  DC  General,  CTF  anJ  Lorton) 


3.         Inmate  Canteen  &  Finance  (Inmate  %  2,700,000  1 1 

Accovints  for  9,000;  aU  institutions. 
Salaries  account  for  $600,000  of  cost) 


4.         Food  Services  (All  Institutions)  $14,800,000  95 


5.         Time  &  Attendance  (Dept.  Wide;  for  $  Being  35 

3,800  DOC  employees;  automation)  Determined 


*  Plus  DC  General  Hospital  costs  (undetermined) 

'  District  will  earn  a  commission  on  sales  of  $2. 1  million.  No  cost  to  District  for 
service  contract. 

'  Thirty  five  (35)  corrections  officers  will  return  to  post  assignments;  no  RIF  involved. 


ANNUAL 

EST# 

COST 

STAFF 

16,000,000 

43     •  •■ 
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AGENCY/PROGRAM 

Metropolitan  Police  Dept. 

6.**  Police  &  Fire  Medical  Services  ("Clinic" 
Serves  MPD,  DCFD,  Secret  Service 
Uniionnea  Division,  US  Park  Police. 
Perf. of  Duty  and  Non-POD  Injuries.  ' 

Dept.  Of  Human  Services  ' 

7."      Youtk  Education  at  Oak  Hill  (YSA)  $1,800,000  34 

(188  Detainees/Commited  Youtn,  Laurel) 


8.  Paternity  &  Ckild  Support  Enforcement         $18,900,000  100 

(37  positions  will  remain  for  state  functions; 
quality  asstu-ance,  ADP,  contract  monitoring) 


9.         Transportation  Services  @  CMHS  |   400,000  10 

Mtnc  &  Repair  of  350  DHS  vekicles. 


10.       DietaryServices@St.Eli2atetk's  (4  sites)    I  1,700,000  37 

and  14  sites  off-campus.  Food  Production, 
Preparation,  Inventory. 


11.       Eligitility  Determination,  (Income  Mtnc),       $      650,000  30 

(Consent  decree  compliance/monitoring) 

TOTAL  STAFFING  LEVELS  1,119 

.       .  **  =  Grant  Tkomton  Accountants  &  Management  ConsiJlants  Involved 
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FY1996  FTE  REDUCTIONS 


Full  Time  Equivalents 

Description 

40,208 

Baseline  FlE's  November  1995 

-     3,477 

Reductions  Agreed  to  by  Financial 
Authority 

1,511  DC  General  (Put  Benefit  Corp) 
1,161  WASUA  (Independent  AutKority) 

701  DPAH  (Receiver) 

104  Sports  Commission 

36,731 

Adjusted!^  It  Level 

35,898 

FTE'sasof5-ll-96 

-  33,850 

FTE  Level  District  Agreed  to 
Ackieve  Ly  9-30-96 

=  2,048 

Reductions  Scheduled  Tkrougk  9-30 

449   DC  Village  Closure 

95   DOC  Food  Services  Privatization 
249   DOC   Medical  Svcs  Privatization 
212   DCPS  Security  Privatization 
391    DCPS  Food  Svcs  Privatization 

V 

1,326  FTE's 

-1-    722  Additional  RIFs  Allocated 
Across  Agencies  sucn  as 

DCPS,  Courts,  UDC,  PSC. 

Scheduled,  Effective  Dates 
tkrougk  Sept.  27,  1996. 

> 
— > 
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Opening  Statement  of  Michael  Rogers 

Mr.  Rogers.  Mr.  Chairman,  members  of  the  subcommittee,  I  am 
Michael  C.  Rogers,  City  Administrator  for  the  District  of  Columbia. 

On  behalf  of  Mayor  Barry  and  the  executive  branch  of  the  Dis- 
trict of  Columbia  government,  I  am  pleased  to  be  here  this  after- 
noon to  present  testimony  on  the  fiscal  year  1997  operational  im- 
provements as  reflected  in  the  fiscal  year  1997  budget  and 
multiyear  plan. 

new  BARRY  ADMINISTRATION  FOUND  A  CITY  IN  CRISIS 

I  would  like  to  begin  today's  presentation  by  putting  into  fiscal 
context,  the  condition  in  which  the  Barry  administration  found  our 
government  in  January  1995;  how  we  met  those  extraordinary 
challenges  through  stringent  cost  control  efforts;  and  the  steps  we 
are  taking  to  achieve  long-term  structural  balance  in  the  District 
of  Columbia. 

I  CLERK'S  NOTE.— See  part  1  of  Committee's  fiscal  year  1992  and  fiscal  year 
1993  hearings  for  testimony  of  former  Mayor  Sharon  Pratt  Kelly  concerning  the  con- 
dition in  which  her  administration  found  District  government  in  January  1991  when 
she  succeeded  Mayor  Barry  after  his  12  years  as  mayor.] 

NEW  BARRY  ADMINISTRATION  TAKEN  STEPS  TO  TRANSFORM  D.C. 

I  am  also  here  to  demonstrate  that  our  challenge  is  great,  but 
certainly  not  insurmountable.  Over  the  last  17  months,  the  Barry 
administration  has  taken  quantum  leaps  to  transform  the  District 
government  and  implement  critical  initiatives  to  reverse  the  down- 
ward fiscal  spiral  we  found  last  year.  You  will  recall  that  in  Janu- 
ary 1995,  the  fiscal  crisis  in  the  District  of  Columbia  came  to  a 
head.  Whereas  it  is  true  that  the  previous  administration  had  been 
struggling  to  manage  this  crisis,  upon  assuming  the  role  of  Chief 
Executive  of  the  District  of  Columbia,  Mayor  Barry  insisted  that 
we  fully  disclose  the  extent  of  the  problem  and  immediately  inform 
the  public  and  our  elected  leadership  of  the  crisis  before  us. 

POSSIBLE  $722  MILLION  DEFICIT  IN  FY  1995  WAS  AVOIDED 

It  was  anticipated  at  that  time  that  compounding  the  deficit  from 
fiscal  year  1994  of  $322  million,  the  fiscal  year  1995  deficit  would 
be  as  high  as  $722  million  if  nothing  was  done  immediately,  result- 
ing in  a  total  deficit  of  over  a  billion  dollars.  In  addition,  the  Dis- 
trict's access  to  the  bond  markets  was  severed.  What  we  found,  in 
effect,  was  a  bureaucracy  in  desperate  need  of  transformation.  Fis- 
cal year  1995  would  present  some  real  challenges  and  opportunities 
for  the  District  government. 

PERSONAL  AND  NONPERSONAL  EXPENDITURES  REDUCED  $150  MILLION 

Mayor  Barry  implemented  stringent  spending  controls  and  man- 
agement actions  to  avoid  the  total  collapse  of  the  social  and  eco- 
nomic infrastructure  of  this  community.  As  a  result,  personal  serv- 
ices expenditures  were  reduced  by  $100  million,  and  nonpersonal 
services  by  an  additional  $50  million.  An  independent  audit  veri- 
fied that  the  deficit  in  fiscal  year  1995  was  $54  million,  marking 
the  first  time  in  the  history  of  Home  Rule  that  actual  spending  in 
a  fiscal  year  was  less  than  the  previous  year. 
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224  DOCUMENTED  COST  REDUCTION  INITIATIVES 

Let  me  point  out  that  in  order  to  achieve  that  in  fiscal  year  1995, 
the  Mayor  announced  a  cost  reduction  initiative.  There  were  224 
such  initiatives.  We  have  documented  those  initiatives,  had  mile- 
stones on  them.  We  published  those  initiatives  monthly  and  in  a 
report  called  the  City  Administrator  Reporting  System.  I  believe  we 
sent  a  copy  to  the  Committee  on  several  occasions.  And  what  hap- 
pened was  a  reduction  of  expenditure^,  of  about  $189  million. 

[CLERK'S  NOTE. — The  Committee  did  not  receive  a  copy  of  the  City  Adminis- 
trator Reporting  System  referred  to  above.  Several  requests  were  made  by  Commit- 
tee staff  but  to  no  avail.] 

Even  in  the  Department  of  Human  Services,  fiscal  year  1995, 
where  Medicaid  spending  exceeded  projections  by  $90  million,  the 
Department  of  Human  Services  was  over  budget  by  $68  million. 
That  means  in  the  spending  reduction  initiatives  in  the  Depart- 
ment of  Human  Services,  in  the  non-Medicaid  budget,  we  reduced 
that  by  $30  million. 

FIVE  BUDGETS  SUBMITTED  TO  COUNCIL  FOR  FY  1996 

Fiscal  year  1996  also  began  under  strenuous  circumstances,  not- 
withstanding a  Federal  shutdown.  The  Mayor  submitted  a  total  of 
five  budgets  to  the  Council  of  the  District  of  Columbia  before  Con- 
gress finally  approved  the  fiscal  year  1996  appropriation.  Because 
of  this  delay,  each  of  these  budgets  represented  a  modification  to 
our  original  operational  plan,  owing  to  the  fact  that  Congress  had 
not  yet  approved  our  budget. 

FTE'S  BEING  REDUCED 

The  Financial  Authority  that  was  recommended  to  the  Mayor 
last  summer  that  we  reduce  the  number  of  employees  in  the  gov- 
ernment. The  fact  is  that  the  beginning  of  fiscal  year  1996  the  FTE 
count  was  40,208.  The  Barry  administration  has  committed  to  re- 
ducing the  workforce  to  a  total  of  30,000  FTEs  by  the  year  2000. 
This  fiscal  year  we  will  reduce  the  33,850  FTEs,  a  reduction  of 
6,358  FTEs.  Some  3,477  FTEs  have  the  baseline  through  the  cre- 
ation of  a  Public  Benefits  Corporation,  and  independent  water  and 
sewer  authority,  the  Sports  Commission,  and  the  Public  Housing 
Agency,  which  is  under  receivership.  An  additional  reduction-in- 
force  of  1,326  FTEs  will  occur  through  privatization  initiatives,  and 
another  reduction  has  been  allocated  across  agencies  in  the  govern- 
ment. Again,  we  fully  intend  to  meet  the  reduction  of  6,358  this  fis- 
cal year. 

It  is  important  that  we  achieve  that  number  because  our  finan- 
cial plan  presumes  that  we  will  make  that  number,  and  savings  ex- 
pected in  the  fiscal  year  1997  plan  contemplate  a  workforce  that 
will  begin  with  33,850  employees. 

PERFORMANCE  MEASUREMENT  SYSTEM  BEING  INSTALLED  BEFORE  FY 

1997 

Performance  measurement.  We  have  taken  a  lot  of  heat  on  this. 
We  fully  expect  over  the  summer — we  selected  a  contractor  to  put 
the  system  performance  measurement  in  place,  so  we  start  fiscal 
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year  1997  with  a  system  in  place  and  tracking  the  performance  of 
our  employees  and  programs,  focusing  on  outcomes,  not  just  inputs. 
I  think  it  is  very  important  that  this  government  start  doing 
what  other  governments  are  doing  in  terms  of  keeping  track  of  out- 
comes of  services,  because  the  bottom  line  is  what  the  citizens  see. 
It  is  not  about  how  many  trash  collectors  you  have  picking  up  the 
trash.  The  question  is  do  you  get  clean  neighborhoods. 

PROCUREMENT  REENGINEERING  UNDERWAY 

Procurement  reengineering.  We  talked  about  turning  around  the 
bureaucracy.  Often  the  impediments  to  turnaround  are  infrastruc- 
ture kind  of  policies  and  programs  like  procurement  and  personnel 
and  financial  management  systems.  When  we  were  here  a  couple 
of  times  back,  we  discussed  a  procurement  reengineering  effort.  We 
are  at  the  conclusion  of  that  effort.  We  have  identified  many  oppor- 
tunities for  savings.  We  have  a  bill  before  Council  now  that  the 
Mayor  sent  down  last  week,  the  proposal  of  reforms,  major  reforms, 
of  procurement.  Council  member  Brazil  has  a  procurement  reform 
bill  before  the  Council,  and  we  certainly  hope  that  by  the  July  leg- 
islative session  we  will  have  concluded  our  negotiations  with  Coun- 
cil over  the  kind  of  reforms  that  we  need  to  improve  the  system. 
We  do  have  improvement  in  the  fiscal  year  1997  budget,  an  initia- 
tive that  will  reduce  procurement  savings  by  $15  million. 

[CLERK'S  NOTE.— The  Committee  has  been  informed  that  as  of  October  8, 
1996,  the  "Procurement  Reform  Bill"  referred  to  above  has  not  been  approved  by  the 
City  Council.] 

STARTING  A  PROCUREMENT  TRAINING  INSTITUTE 

Now,  the  presumption  isn't  one  that  you  clear  up  the  infrastruc- 
ture issues,  you  have  sensible  policies,  reduce  redundancies  in  the 
system,  and  doing  those  things  will  add  value  to  the  system.  The 
other  point  is  that  you  have  to  train  people.  We  have  to  make  an 
investment  in  people.  We  cannot  expect  to  get  the  kind  of  results 
and  change  in  the  bureaucracy  paradigm  shift  that  we  are  demand- 
ing without  investing. 

We  are  already  starting  a  procurement  training  institute.  We  ex- 
pect the  first  classes  to  be  in  place  in  the  next  couple  of  weeks.  We 
are  talking  with  deliverers  of  procurement  training  in  the  Federal 
Government  to  get  those  off  the  ground.  We  are  going  to  focus  on 
procurement  and  a  professional,  functioning  government,  a  func- 
tion that  services  the  rest  of  the  government  well.  A  lot  of  com- 
plaints about  service  delivery  have  to  do  with  procurement.  Not  all 
of  them,  but  at  least  70  percent  of  complaints  are  probably  about 
the  system.  So  we  have  got  to  turn  that  around. 

IMPLEMENTING  A  MEDICAL  SUPPLIES  PURCHASING  PROGRAM 

We  are  implementing  a  value  purchasing  plan  program  to  cen- 
tralize purchasing  of  medical  supplies  throughout  the  government. 
And  part  of  our  procurement  initiative  would  be  to  establish  a  val- 
uable purchasing  program  so  we  can  take  advantage  of  joint  pur- 
chasing governmentwide  to  reduce  the  cost  of  pharmaceuticals.  We 
are  estimating  $6  million  in  savings  with  this  program. 
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PRIVATIZATION  EFFORTS  UNDERWAY 

We  talked  about  privatization  the  last  time  that  we  were  here 
and  initiatives  we  were  starting  with  that.  We  finished  that  task 
force.  We  created,  as  a  result  of  that,  a  Competitive  Government 
Council,  staffed  with  some  very  distinguished  private  and  public 
sector  people.  To  help  us  improve  our  approach  to  privatization,  but 
more  importantly  we  are  doing  it. 

A  number  of  these  initiatives  that  I  identified  in  terms  of  reduc- 
ing FTEs  in  the  government — and  it  is  not  just  about  reduction  of 
FTEs  in  the  government,  it  has  also  been  about  reduced  cost  and 
improved  quality. 

These  privatization  issues  are  happening.  We  have  on  the  table 
now  privatization  of  the  correctional  treatment  facility.  We  are  ne- 
gotiating now  with  the  privatization  of  food  service  operations  at 
Corrections.  We  expect  to  privatize  this  this  summer.  Police  and 
firefighters'  attendance  at  Corrections.  We  are  contracting  out  a 
number  of  other  opportunities.  Those  are  the  ones  that  come  to 
mind.  Also  the  inmate  and  canteen  services  at  Corrections. 

SCHOOL  SERVICES  WILL  BE  PRIVATIZED 

The  school  system.  The  school  system  as  well  is  going  to  pri- 
vatize several  services  involving  800-1,000  positions.  Paternity  and 
child  support  enforcement  services  is  a  candidate  to  be  privatized. 
But  we  clearly  expect  by  the  end  of  the  summer  to  have  achieved 
the  status  of  being  like  other  governments,  and  that  is  breaking 
through  the  paradigm  and  privatizing  services,  finding  innovative 
ways  to  provide  services,  reducing  our  costs  and  reducing  the  size 
of  government. 

PUBLIC  BENEFIT  CORPORATION  FOR  HEALTH  CARE 

We  have  created  other  ways  of  delivering  services,  such  as  the 
Public  Benefit  Corporation,  which  was  approved  by  Council  on  an 
emergency  basis  last  night,  trying  to  collect  all  the  operational  re- 
sponsibilities for  health  care  delivery  in  one  place  and  to  achieve 
certain  economies  of  scale  by  doing  so.  Combining  clinics  and  hos- 
pitals is  a  start. 

SUBSIDY  FOR  D.C.  GENERAL  HOSPITAL  EXPECTED 
TO  BE  REDUCED  $20  MILLION 

We  expect,  as  a  result,  reduced  subsidies  at  D.C.  General  as  an 
entity  by  $20  million  over  the  40-year  life  of  the  plan.  In  1997  the 
subsidy  reduction  was  proposed  at  $12  million. 

Mr.  Walsh.  What  was  it  in  1996? 

Mr.  Rogers.  $56  million. 

Mr.  Walsh.  That  is  up? 

Mr.  Rogers.  That  is  $56  million  for  1996,  and  we  are  reducing 
it  by  $12  million  in  fiscal  year  1997. 

HEALTH  clinics 

We  are  transferring  over  11  health  clinics  that  are  currently  in 
the  Department  of  Public  Health.  Those  11  health  clinics  have  a 
budget  of  $21  million,  but  we  are  still  doing  a  $12  million  reduc- 
tion, and  we  fully  expect  the  Public  Benefit  Corporation  will  have 
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to  make  a  decision  on  how  many  public  health  clinics  can  be  main- 
tained under  this  new  subsidy. 

MAYOR  APPOINTED  HEALTH  POLICY  COUNCIL 

The  Mayor  has  appointed  a  Health  Policy  Council.  The  Health 
Policy  Counsel  consists  of  government  and  private  industry  people. 
It  will  be  an  advisor  to  the  Health  Benefit  Corporation  and  the 
Mayor  with  respect  to  how  we  fix  the  fif-agile  health  care  system  in 
the  city  of  Washington,  and  they  are  dealing  with  the  issue  of 
placement  of  clinics.  So  we  expect  to  see  fewer  clinics,  but  we  ex- 
pect to  see  a  higher  impact  and  better  quality  of  service  delivery. 

NEW  WATER  AND  SEWER  AUTHORITY 

The  Water  and  Sewer  Authority  we  have  negotiated  with  users 
of  the  water  utility.  We  have  created  an  Authority  to  introduce  it 
to  Council.  Everyone  is  at  the  table.  This  also  will  achieve  a  better, 
cost-effective  delivery  not  just  to  the  District,  but  to  the  entire  re- 
gion that  is  dependent  on  this  very  valuable  resource.  We  expect 
there  will  be  a  bill  before  you  amending  the  charter  so  that  this 
new  charter  has  financing  and  bonding  authority. 

We  have  provided  in  the  financial  plan  for  1997  repayment  of 
capital  reserve  that  was  used  by  the  District,  held  by  the  District 
for  an  unreasonably  long  time.  So  that  matter  is  taken  care  of,  and 
we  expect  that  giving  the  water  to  an  Authority  with  independence 
and  allowing  it  to  operate  as  a  business,  as  a  $200  million  busi- 
ness, that  there  will  be  greater  economies  there. 

NEED  TO  CLOSE  REVENUE/EXPENDITURE  GAP 

In  the  fiscal  year  1997  budget,  there  are  a  number  of  other  ini- 
tiatives that  we  have  proposed,  because  we  start  with  the  premise, 
as  I  am  sure  Mr.  Williams  and  Mr.  Hill  will  talk  about,  with  a  rev- 
enue growth  of  1  percent,  expenditure  growth  of  6  percent,  clearly 
we  have  to  close  the  gap.  The  question  is  how  do  we  do  it? 

SEEKING  TO  "RIGHT-SIZE"  D.C.  GOVERNMENT 

And  we  have  focused  on  reduction  of  expenses  for  a  number  of 
personnel  issues;  focused  on  workforce  downsizing;  focused  on  re- 
forms and  collective  bargaining  agreements,  getting  greater  produc- 
tivity out  of  the  collective  bargaining  agreements,  looking  at  every 
section  of  the  collective  bargaining  agreement  which  has  an  impact 
on  productivity.  It  is  the  same  thing  other  cities  have  done  in  order 
to  right-size  their  organizations,  and  we  are  no  different. 

MEDICAID  SAVINGS 

We  are  looking  at  reductions  in  programs  in  the  Department  of 
Human  Services.  We  are  looking  at  ways  to  find  savings  in  Medic- 
aid. Medicaid  in  the  District  of  Columbia  is  an  $800  million  pro- 
gram that  you  consider  local  and  a  Federal  match  on  this.  We  can- 
not solve  the  issue  of  our  financial  problem  in  the  District  unless 
we  find  ways  to  save  in  Medicaid. 

We  have  proposed  a  number  of  approaches  to  reduce  Medicaid 
expenses,  including  managed  care.  We  will  get  all  of  the  people  in- 
volved and  will  seek  to  have  all  of  the  District's  AFDC  population 
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assigned  to  HMOs  on  a  per  capita  basis.  We  expect  tremendous 
savings  there.  The  savings  in  the  fiscal  year  1997  budget,  I  believe, 
is  about  $80— $480  million— $56  million  in  fiscal  year  1997;  not  as 
high  as  we  would  like  it,  but  we  would  take  that  for  us.  That  is 
all  on  the  local  revenue  side. 

NEED  TO  LOOK  AT  LONG-TERM  STRUCTURAL  BALANCE  IN  D.C./ 
UNFUNDED  PENSION  LIABILITY 

We  are,  as  you  know,  not  just  focusing  on  downsizing  govern- 
ment; we  are  focusing  also  on  the  long-term  structural  balance  and 
what  it  will  take  to  achieve  that.  The  Financial  Control  Board  law 
does  not  permit  us  to  include  in  our  budget  those  initiatives  that 
would  require  a  change  in  Federal  law,  such  as  you  know  we  have 
talked  about  the  unfunded  pension  liability.  That  is  an  issue  that 
this  city  and  this  Congress  is  going  to  have  to  deal  with  as  we  look 
at  structural  balance  for  the  District. 

NEED  TO  SHIFT  RESPONSIBILITY  FOR  MEDICAID  CONTRIBUTION 

The  Medicaid  contribution.  We  are  at  50  percent  now.  It  is  such 
a  large  part  of  the  program  that  it  is  just  not  a  matter  of  finding 
savings,  it  is  a  matter  of  shifting  some  of  the  responsibility  to  be 
more  equitable.  That  is  an  issue  we  have  to  deal  with.  That  is  in 
our  budget. 

REVENUE  INITIATIVES  IN  FISCAL  1997  BUDGET 

Revenue  is  another  side  of  the  picture.  Some  of  the  revenue  ini- 
tiatives we  don't  include  in  the  fiscal  year  1997  budget  as  a  part 
of  the  financial  plan,  but  there  are  recommendations  there  in  terms 
of  how  we  pursue  these  initiatives.  So  when  you  look  at  the  fiscal 
year  1997  budget,  you  will  find  a  number  of  initiatives,  innovative 
approaches  that  reduce  the  cost  and  size  of  government. 

OBJECTIVE:  SMALLER,  MORE  COMPETITIVE  GOVERNMENT 

Our  objective  is  to  achieve,  as  Mayor  Barry  pointed  out,  and,  in 
announcing  plans,  to  transform  to  smaller  and  more  competitive 
government,  with  better  trained  work  force  that  uses  the  best  pos- 
sible technology  and  is  devoted  to  providing  the  best  quality  service 
to  the  citizens  of  the  District.  That  ultimately  is  the  bottom  line. 

You  have  my  statement.  There  are  maybe  some  attachments  to 
it.  In  the  coming  weeks  the  District  Council  will  finish  their  review 
process  of  the  full  budget.  I  am  hopeful  we  will  have  another  oppor- 
tunity to  discuss  these  issues. 

Let  me  just  say  in  closing  in  other  cities  where  there  has  been 
a  financial  control  board,  the  situation  has  been  so  dire  that  a  con- 
trol board  has  been  needed.  One  problem,  of  course,  has  been  re- 
ducing the  size  of  government,  cutting  expenses.  Another  problem 
has  been  long-term  borrowing,  refinancing  the  deficit.  And  the 
third  problem  has  been  revenue  enhancement. 

Over  the  last  year,  we  in  this  city,  with  the  Financial  Authority, 
have  at  least  publicly  discussed  primarily  the  first  problem:  reduc- 
ing the  size  of  government.  We  have  an  obligation  to  do  that,  we 
know  that.  We  have  done  that.  The  record  is  there.  Even  though 
the  perception  may  be  that  we  haven't  done  all  that  we  could  do. 
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the  fact  is  this  government  is  smaller  than  it  was  a  year  ago.  And 
as  we  move  forward,  it  is  going  to  be  even  smaller,  as  we  have  com- 
mitted today. 

PROPOSAL:  FINANCE  LONG-TERM  DEFICIT 

But  we  also  have  on  the  table  in  fiscal  year  1997  a  proposal  to 
finance  the  long-term  deficit.  We  are  going  to  need  congressional 
authority  to  do  that.  And  when  it  comes  here — and  I  hope  that  we 
have  a  fair  hearing  and  that  we  insist  that  financing  the  long-term 
deficit  is,  in  fact,  one  of  the  options  that  would  ensure  financial  re- 
covery for  the  Nation's  capital  city. 

INFRASTRUCTURE  NEGLECTED  BY  DISTRICT  OFFICIALS 

And  this  is  the  Nation's  capital,  and  the  Congress  has  over  a 
number  of  years,  since  the  beginning,  had  the  responsibility,  and 
even  with  Home  Rule  there  remains  responsibility.  After  all,  the 
infrastructure  of  the  District  did  not  just  begin  to  crumble  just  be- 
cause of  Home  Rule.  The  question  is  over  a  long  period  of  time 
have  we  invested  in  the  infrastructure  of  the  city?  We  are  going  to 
do  our  part,  but  we  need  the  partnership  of  the  Congress  to  help 
us  solve  these  problems,  and  on  the  revenue  side  it  is  going  for- 
ward. We  have  to  find  ways  to  produce  greater  revenue  for  the  city. 

There  are  a  number  of  proposals  up  here  now  in  terms  of  the 
Economic  Recovery  Act.  That  may  be  one  approach.  Mayor  Barry 
has  talked  about  increasing  the  Federal  payment  and  tying  it  to 
payment  of  income  taxes,  and  for  a  5-year  authorization  that  al- 
lows us  to  reduce  our  taxes  for  economic  spinoff.  That  is  an  ap- 
proach. We  have  to  look  together  for  these  various  approaches. 

I  want  to  thank  you  for  this  opportunity,  and  I  look  forward  to 
the  dialogue.  I  now  turn  to  my  colleagues. 

Mr.  Walsh.  Thank  you  very  much  for  your  testimony. 

We  have  a  vote.  I  think  we  will  go  up  and  do  that,  then  come 
back  and  hear  from  Mr.  Williams. 

Just  to  reassure  you,  the  Congress  will  give  a  very  fair  hearing 
to  the  plan,  and  its  success  will  be  based  on  the  wisdom  of  the 
plan,  and  everyone,  as  you  said,  together  is  going  to  have  to  de- 
velop that  plan. 

[Recess.] 

Mr.  Walsh.  The  subcommittee  will  come  to  order. 

Our  next  witness  is  the  laryngitis-plagued  Mr.  Williams.  Good 
luck. 

Opening  Statement  of  Anthony  Williams,  CFO 

Mr.  Williams.  Mr.  Chairman,  Congressman  Dixon,  and  members 
of  the  Committee,  I  will  be  brief  both  in  terms  of  time,  and  also 
I  am  not  sure  when  my  voice  will  give  out  on  me. 

DISTRICT  needs  TO  BE  MORE  COMPETITIVE 

As  we  have  discussed  before,  the  task  before  the  District  under 
the  Control  Act  and  otherwise  is  the  task  that  is  facing  many  of 
our  cities:  to  become  as  competitive  as  we  can.  As  we  enter  the  In- 
formation Age,  our  cities'  as  industrial  organizations  have  got  to 
equip  themselves  on  a  competitive  basis  to  function  in  the  global 
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economy.  To  function  in  this  Information  Age,  we  have  to  think 
about  what  we're  doing  and  the  Mayor's  Transformation  Plan  goes 
a  tremendous  way  in  getting  us  there. 

PUBLIC  FINANCIAL  MARKET  ACCESS  NEEDED 

Indeed,  we  have  to  judge  ourselves  in  the  way  private  industry 
would  judge  itself,  and  that  is  by  our  access  to  the  public  markets, 
because  the  lack  of  access  to  the  public  markets  that  was  our  insti- 
gating event  to  this  crisis  to  begin  with. 

To  get  to  the  Information  Age,  Mr.  Chairman,  I  would  suggest 
that  we  are  trying  to  build  a  bridge.  In  the  Mayor's  Transformation 
Plan  and  the  accompanying  budget  we  go  a  long  way  in  building 
the  foundation  for  that  bridge.  As  I  understand,  a  lot  of  your  ex- 
pense goes  into  building  the  foundation.  After  all,  we  are  building 
one  of  the  longer  bridges.  This  isn't  a  bridge  over  a  creek;  it  is  a 
big  bridge  we  have  to  build.  We  have  had  a  lot  of  technical  difficul- 
ties, and  it  has  been  very  expensive.  But  we  have  this  foundation 
in  place,  and  that  is  very,  very  good. 

The  problem  with  having  only  a  foundation  in  place  is  that  you 
still  don't  have  any  structure  to  take  you  where  you're  going.  So 
it  is  nice  to  have  a  foundation,  but  it  is  not  getting  you  where  you 
need  to  go.  I  will  get  to  that  in  a  second. 

AIMING  FOR  A  BALANCED  BUDGET  BY  FY  1999 

The  1997  plan,  I  think,  has  accomplished  a  great  amount  in  the 
macro  sense.  If  you  look  at  the  beginning  of  our  executive  sum- 
mary, we  talk  about  what  I  described  in  February  as  the  deficit 
that  ate  the  city;  a  deficit  that  if  left  unattended  by  the  year  2000 
is  on  the  order  of  magnitude  of  $2  billion.  And  by  taking  agency 
by  agency  and  building  an  expenditure  baseline  based  on  real  agen- 
cy needs,  we  constructed  an  expenditure  projection  that  projects  ex- 
penditures of  6  percent,  applied  an  enormous  number  of  initiatives 
to  that  projection,  and  finally  achieve  a  balanced  budget  in  1999. 

D.C.  SATISFIED  WITH  CONTROL  BOARD'S  RECOMMENDATIONS 

But  having  said  that,  it  is  important  to  understand  the  following: 
We  have  met  the  technical  requirements  of  the  act  in  terms  of 
meeting,  for  example.  Authority  recommendations — I  think  there 
were  some  28  Authority  recommendations  that  gave  us  technical 
guidance  on  constructing  the  1997  budget — out  of  those  28  rec- 
ommendations, I  believe  the  vast  majority  have  now  been  met  by 
the  District. 

BUDGET  ESTIMATES  IMPROVING 

We  were  directed  by  the  Authority  and  by  legislation  to  use 
sound,  conservative  estimates  and  assumptions.  I  would  challenge 
anyone  to  say  we  have  not  gone  a  tremendous  length  in  using 
sound,  conservative  estimates  and  assumptions,  especially  consid- 
ering the  Mayor's  concurrence  with  the  Board's  final  action  on  his 
budget. 

I  think  it  is  important  to  understand  that  however  one  looks  at 
and  whatever  perspective  one  takes  at  Authority's  revisions  of  the 
Mayor's   budget,    1980,    1985,    1990—1   haven't  tabulated   of  that 
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budget  has  remained  intact  throughout  the  process  from  the  origi- 
nal announcement,  as  Mr.  Rogers  said,  February  14th,  the  Mayor's 
Transformation,  until  now.  It  has  proven  to  be  the  foundation  docu- 
ment. 

Note  that  as  we  have  thrown  initiatives  at  this  monster  expendi- 
ture projection,  we  have  taken  the  caution  of  applying  a  discount 
to  these  initiatives:  20  percent  discount  for  personnel,  40  percent 
discount  for  nonpersonnel  initiatives,  because  there  will  always  re- 
main difficulties  in  analysis  and  risks  in  terms  of  implementation. 

NO  CHANGE  IN  FEDERAL  LAWS  NEEDED 

And  then  finally  I  think  the  Mayor  should  be  applauded  in  that 
throughout  this  process,  there  hasn't  been  included  one  part  of  this 
budget  that  requires  a  change  in  Federal  law,  and  I  can  tell  you, 
Mr.  Chairman,  that  it  was  tempting  throughout  this  budget  process 
to  throw  in  just  a  couple  little  changes  in  Federal  law  to  help  us 
along.  And  as  a  matter  of  fact 

Mr.  Walsh.  We  saw  the  wisdom  of  that,  too. 

Mr.  Williams.  Finally,  I  think  we  have  more  than  we  ever  had 
before,  a  participatory  effort.  Substantively  I  think  the  budget  goes 
a  long  way  toward  getting  us  toward  our  goal. 

NEED  STRUCTURAL  BALANCE  IN  THE  BUDGET 

Now,  having  said  all  that,  why  do- 1  say  we  still  need  a  structure? 
We  still  need  a  structure  because  while  we  have  achieved  a  bal- 
anced budget  in  1999,  left  unattended  we  see  in  the  year  2000  and 
beyond  deficits  occurring  again  because  we  have  not  achieved  what 
we  would  say  is  a  structural  balance  in  the  budget,  which  is  to  say 
we  have  not  achieved  operationally  or  otherwise  any  kind  of  equi- 
librium between  expenditures  and  revenues.  Mr.  Rogers  talked 
about  expenditures  growing  at  6  percent,  revenues  going  at  1  per- 
cent— if  we  take  inflation  into  account,  then  we  are  actually  declin- 
ing. 

NEED  TO  ACHIEVE  LONG-TERM  STRUCTURAL  BALANCE 

Basically  what  we  have  done  is  we  have  managed  to  achieve  bal- 
ance in  1999.  We  have  put  forward  a  trajectory  that  gets  us  to  that 
balance  in  accordance  with  the  act,  but  we  have  to  take  additional 
steps  to  achieve  long-term  structural  balance.  This  is  all  without — 
and  I  can't  think  of  an  analogy  for  this  that  applies  to  the  bridge — 
this  unfunded  pension  liability,  because  everything  we  do  here, 
even  if  we  achieve  structural  balance,  we  still  have  the  unfunded 
pension  liability  out  there. 

DEFICIT  FINANCING  PROPOSAL 

There  have  been  questions  by  members  of  the  committee  and 
from  elsewhere  about  the  need  for  deficit  financing.  I  think  every- 
one understands  the  need  to  eliminate  this  accumulated  deficit.  If 
we  are  going  to  be  competitive  and  operate  on  business  terms, 
there  is  no  way  we  can  have  any  kind  of  faith  and  credit  on  the 
part  of  the  District  with  the  accumulated  deficit  that  we  have,  so 
we  have  got  to  attend  to  this  deficit.  And  we  strongly  propose  in 
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the  plan  that  we  use  deficit — debt  financing  for  this  accumulated 
deficit. 

[CLERK'S  NOTE.— See  pages  570-599B,  this  volume,  for  "CLERK'S  NOTE" 
concerning  deficit  financing;  the  District's  previous  experience  in  borrowing  $336 
milHon  in  FY  1991  to  finance  their  .$331  million  deficit;  and  an  explanation  showing 
that  there  is  no  direct  relationship  between  the  accumulated  deficit  and  the  Dis- 
trict's cash  shortfall.] 

One  of  the  primary  reasons  is  that  we  cannot  continue  to  use  the 
Federal  payment  year  after  year  for  capital  expenses  because  year 
after  year  by  the  year  1998  we  have  no  more  Federal  payment  for 
our  normal  operating  cash  flows.  It  is  eliminated.  So  we  have  to  at 
least  find  some  provision  for  capital — allowance  for  capital,  and  we 
would  argue  very,  very  strongly  we  need  an  infusion  of  cash  as 
well. 

But  I  think  the  same  questions  about  this  need  for  cash  are  also 
questions  about  this  need  for  the  structural  balance — because  they 
are,  in  fact,  related.  The  financial  crisis  again  is  a  manifestation 
of  a  fiscal  crisis. 

FORMULA  FOR  RESOLVING  THE  FINANCIAL  CRISIS 

Therefore  what  are  the  ingredients  that  get  us  towards  struc- 
tural balance,  and  what  are  the  steps  that  may  expand  or  reduce 
the  amount  of  cash  we  need  in  terms  of  borrowing?  Are  there  a 
number  of  parts  in  this  formula  or  in  this  checklist  that  I  shared 
with  the  committee  earlier? 

[CLERK'S  NOTE.— See  page  73  for  checklist  referred  to.l 

first:  LOOK  AT  SPENDING 

The  first  part  is  looking  at  spending.  We  believe  we  have  looked 
at  every  possible  area  of  reducing  spending.  The  areas  of  reduction 
in  spending  that  remain  involve,  I  would  say,  dramatic  changes  in 
policy  and  programs  on  the  part  of  the  District.  They  would  involve 
really  fundamental  changes  about  what  the  District  does  and  the 
kind  of  entity  that  it  is. 

[CLERK'S  NOTE.— Regarding  the  statement  that  the  District  has  "looked  at 
every  possible  area  of  reducing  spending,"  reports  by  various  groups,  including  the 
Rivlin  Commission,  Mayor  Barry's  Transition  Team,  the  City  Auditor  and  the  City's 
Inspector  General,  have  identified  hundreds  of  millions  of  dollars  in  potential  sav- 
ings. The  Committee  has  not  received  a  report  from  the  Chief  Financial  Officer  or 
other  District  government  ofiicials  that  shows  the  status  of  the  implementation  of 
those  recommendations  or  the  savings  realized.  See  also  page  228,  this  volume,  for 
statement  by  Dr.  Brimmer  regarding  potential  savings  from  Medicaid,  school  sys- 
tem, and  contracting  procedures.] 

FEDERAL  GOVERNMENT  CAN  BE  A  "STATE"  TO  D.C. 

We  have  also  talked  about — a  member  of  the  Committee  brought 
up  the  notion  of  the  District  as  a  corporate  entity  in  its  relationship 
as  a  "state"  with  the  Federal  Government.  As  the  District's  rela- 
tionship with  the  Federal  government  changes,  the  contribution  of 
the  Federal  Government  can  also  bring  in  operating  cash  year  by 
year  and  can  effect  the  amount  that  the  District  needs  for  cash. 

BETTER  ASSET  MANAGEMENT/$116  MILLION  DEFICIT  IN  FY  1996 

Another  ingredient  I  had  mentioned  before,  and  I  would  very 
strongly  urge  on  the  committee  today,  is  the  urgency  for  asset  man- 
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agement.  There  has  been  a  question  raised  by  the  Chairman  about 
the  deficiency  expected  this  year  between  revenues  and  expendi- 
tures of  $116,000,000.  This  number  may  change  sHghtly  as  we  fi- 
nally work  out — I  hope  for  the  lower  amount — as  we  work  out 
agency  financial  plans  for  the  remainder  of  the  year. 

BALANCE  SHEET  RESTRUCTURING  PLAN 

I  take  this  as  a  query:  What  is  the  District  doing  to  try  to  maxi- 
mize or  try  to  leverage  its  assets  to  pick  up  the  slack  between  these 
revenues  and  these  expenditures?  We  have  shared  with  the  Au- 
thority, and  we  will  be  sharing  with  the  Mayor  and  Council,  what 
I  would  call  a  balance  sheet  restructuring  plan.  I  believe  it  is  the 
CFO's  responsibility  not  only  to — and  this  a  fundamental  respon- 
sibility to  ensure  that  agency  budgets  are  not  only  realized — but 
also  to  see  that  we  have  looked  at  our  balance  sheet,  restructured 
our  balance  sheet,  so  that  the  District  is  as  efficient  and  as  eco- 
nomical as  it  can  possibly  be. 

TAX  LIEN  SECURITIZATION  UNDERWAY 

I  will  quickly  go  down  the  list  of  some  the  major  initiatives  we 
have  underway.  We  have  all  talked  about  what  I  would  call  the  lit- 
tle gulp  in  terms  of  tax  lien's  securitization.  We  have  now  under- 
way discussions  with  the  Authority  and  with  the  firm  of  Morgan 
Stanley  that  has  brought  in  an  unsolicited  proposal,  what  I  would 
call  a  Big  Gulp,  which  would  involve  the  securitization  of  perform- 
ing as  well  as  nonperforming  tax  liens  that  could,  if  it  is  successful, 
provide  for  not  only  short-term  cash  needs  of  the  District,  but  in- 
credible inroads  into  this  accumulated  deficit.  It  is  still  debt,  but 
it  gives  us  a  way  to  utilize  the  public  markets  on  a  tax-exempt 
basis. 

It  protects  existing  bondholders.  I  know  I  am  saying  it  does  ev- 
erything but  cure  headaches.  But  I  believe  it  goes  a  long  way  to- 
wards solving  a  number  of  our  different  problems. 

PART  OF  ASSET  MANAGEMENT  IN  BLUE  PLAINS 
SEWAGE  TREATMENT  PLANT 

We  have  talked  about  before,  and  we  have  underway  work  with 
Blue  Plains.  I  believe  it  is  incumbent  on  the  District,  imperative  for 
the  District,  to  see  that  its  interests  in  that  asset  are  fully  realized 
and  absorbed  by  the  District.  Our  leasehold  interest,  the  capital  we 
have  already  contributed  to  the  operation.  Private  management  or 
purchase  of  that  asset  are  all  vitally  important. 

SOURCES  AND  USES  OF  LOTTERY  REVENUE 

We  have  talked  about  the  lottery.  The  issue  of  the  lottery  is  not 
only  to  whom  the  lottery  gives  contracts.  That  is  a  big,  big  issue, 
but  a  more  longer-term  issue  is  looking  at  what  happens  to  funds 
in  the  lottery.  Where  are  they  invested?  Are  we  getting  the  kind 
of  return  on  the  investment  we  should  be  getting?  What  is  the  own- 
ership of  that  asset?  A  number  of  States  are  looking  at  privitization 
of  their  lotteries.  We  should  be  looking  at  it,  too.  We  should  be 
looking  at  the  operating  margin,  another  fundamental  issue. 
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LOOK  AT  PROPERTY  CITY  OWNS  AS  PART  OF  ASSET  MANAGEMENT 

Real  estate  disposition.  I  believe  that  assets  are  not  only  cash, 
assets  are  real  property.  We  have  to  look  at  real  estate  disposition 
and  using  real  estate  leveraging,  real  estate  for  economic  develop- 
ment. I  would  say  the  Lorton  facility  is  a  spectacular  example  of 
this,  but  you  can  also  look  at  the  number  of  buildings  that  the  Dis- 
trict owns  as  a  primary  candidates  for  better  asset  management. 

These  are  just  some  of  the  highlights,  big  highlights,  on  how  we 
can  securitize,  how  we  can  leverage,  indeed  how  we  can  maximize 
our  assets  to  get  better  bang  for  the  buck;  which  leaves,  after  we 
have  done  all  that,  the  final  area  of  possible  changes  in  taxes 
which  may  be  part  of  the  recipe  towards  this  long-term  structural 
balance  and  reducing  the  amount  we  would  have  to  borrow. 

TAX  REVISION  COMMISSION/BROOKINGS  INSTITUTION  STUDY 

The  Authority  has  underway,  and  Mr.  Hill  may  talk  about  this, 
a  study  with  the  Brookings  Institution  on  the  taxes.  There  is  a  Tax 
Revision  Commission  underway.  I  believe  all  these  efforts  can  be 
profitable — not  to  use  a  pun — for  the  District  if  we  keep  in  mind 
that  the  idea  of  our  tax  structure  is,  again,  to  make  the  District 
the  most  competitive  place  we  can  be,  to  get  across  this  bridge,  to 
build  this  structure  towards  the  Information  Age  in  the  next  cen- 
tury. 

With  that,  my  voice  is  going. 

Now,  Mr.  Chairman,  I  would  be  happy  to  answer  any  of  the 
questions  you  may  have  later. 

Mr.  Walsh.  Thank  you  very  much  for  your  testimony.  Your  voice 
held  out  very  well.  It  will  probably  disappear  for  the  questions. 

PREPARED  STATEMENT  OF  ANTHONY  A.  WILLIAMS,  CFO 

[The  statement  of  Mr.  Williams  follows:] 
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Good  afternoon  Mr.  Chairman  and  members  of  the  committee,    my  name  is  Anthony 
Williams,  Chief  Financial  Officer  for  the  District  of  Columbia.    I  am  here  today  to  testify 
about  the  progress  of  the  District  as  we  prepare  for  submission  of  the  Distnct's  1997  Budget 
and  Multi-Year  Plan  to  the  Congress  on  June  15,  1996.     Fiscal  year  1996,  I  don't  have  to  tell 
you,  has  been  a  very  difficult  year  for  the  District.    The  signs  are  everywhere:    the  greatest 
threat  to  Home  Rule  is  continuation  of  the  status  quo.    Indeed,  the  District    is  in  desperate 
need  of  change  —  change    is  needed  to  address  our  financial  crisis,    change  is  needed  to 
rectify  our  fiscal    crisis,  and  change  is  needed  to  make  the  District  competitive  in  the  coming 
Information  Age. 

As  Chief  Financial  Officer,  my  mission  is  to  lead,  under  the  oversight  of  the  Authority  and  m 
accordance  with  the   Mayor's  Transformation  Plan,  the  financial  recovery  of  the  District.     A 
cornerstone  of  this  mission  is  restoring  an  environment  of  success  and  improving  the 
competitiveness  of  the  District  in  the  global  economy  and  the  Information  Age.    An  important 
measure  of  this  success  is  to  return  the  District's  access  to  the  public  financial  markets.    In  the 
most  intense,  competitive  environment  --  the  free  market  —  an  organization  in  the  financial 
position  of  the  District  would  have  already  received   a  necessary  cash  infusion  while 
simultaneously  undergoing  a  fundamental  restructuring  of  its  assets  and  resources. 
Both  are  critical  and  necessary. 


L  Resource  Management 

My  action  plan  in  the  area  of  resource  management  —  budget,  accounting,  and  financial 
management  ~    consists  of  the  following  important  components: 

o  instituting  sound  management  controls  in  the  District  government; 

0  creating  an  efficient  and  effective  resource  management  infrastructure  built  on 

responsive  organizations  and  processes  at  the  agency  level; 

0  bringing  results  management  and  accountability  to  the  financial  area  and 

supporting  that  initiative  throughout  government; 

0  re-engineering  and  revamping  the  District's  budget  formulation  and 

development  process; 

0  opening  a  continuous  flow  of  timely,  accurate  and  reliable  financial  information 

and  advice, 

0  enforcing  accountability  via  sound  budget  execution. 
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A.         Fiscal  Year  1997  Budget  and  Financial  Plan. 

The  Fiscal  Year  1997  Financial  Plan  and  Budget  achieves  a  number  of  important  milestones 
for  the  District.    First,  the  Plan  represents  substantial  improvement  in  meetmg  the  technical 
requirements  of  the  Act  and  specific  guidance  by  the  DC.  Financial  Responsibility  and 
Management  Assistance  Authority  (DCFRA)("Authority").    Second,  the  Plan  presents  a  road 
mand  and  lays  the  foundation  for  achieving  long-term,  sustainable,  structural  budget  balance 
for  the  District.    Third,  the  FY  '97  Plan  contains  elements  of  a  number  of  condition 
precedents  to  the  District's  recovery. 

1.  Technical  Improvements.  --     Last  year,  the  Authority  laid  out  specifications  for 
improved  budgeting  in  the  District.    The  recommendations  cover  areas  ranging  from  court 
orders  to  better  treatment  of  capital  expenditures  to  treatment  of  different  fund  types     Out  of 
some    28  recommendations,  10  of  which  were  long-term    In  total,  the  District  has  fully  met 
19  of  these  recommendations,  with  partially  met  another  8.    I  am  proud  with  this  history  of 
conformance  with  the  rigorous  standards  set  by  the  Authority.    Furthermore,  the  FY  '97  Plan 
contains  not  only  revenue  estimates  certified  for  the  first  time  by  this  office  and  the 
Authority,  but  also  a  detailed  exposition  of  the  estimates  and  assumptions  contained  in  the 
budget.    Finally,  after  building  an  expenditure  baseline  after  an  intensive  review  of  agency 
budgets,  cost-reduction  initiatives  were  applied  and  discounted  to  accommodate  uncertainties 
in  analysis  and  or  probability  of  success. 

2.  Overall  Standaitls  to  Promote  Financial  Stability.--     We  have  presented  cost- 
saving  initiatives  that  drive  a  downward  trajectory  in  deficits  from  FY  '96.    We  have  also 
managed,  budget  balance  in  FY  1999,  without  resorting  to  changes  in  federal  law    Operating 
within  the  dictates  of  the  Act,  all  assumptions  are  based  on  Federal  law  in  force  today.    I  say 
we  have  "managed"  because,  while  we  have  arrived  at  balance  in  FY  1999,  this  balance  is 
ephemeral;  while  we  have  laid  the  groundwork  for  structural  balance,  we  must  still  build  a 
balanced  structure. 

The  most  important  component  to  this  structure  will  be,  ultimately,  some  changes  in  Federal 
law.    Without  either  a  dramatic,  sweeping,  and  unprecedented  reduction  of  discretionary 
spending  —  entitlements  cannot  be  totally  controlled  —  or  substantial  tax  increases  further 
undermining  the  competitiveness  of  the  District,  real  budget  balance  will  not  be  achieved 
without  some  changes  in  Federal  law. 

In  deference  to  the  Financial  Control  Act,  we  have  not  included  in  the  formal  financial  model 
any  deficit  financing  in  its  Base  Case  Plan.    We  have  been  advised  that  financing  of  the 
accumulated  and  anticipated  deficits  will  require  changes  in  Federal  law,  and  have  made  our 
presentation  accordingly.    Nonetheless,  I  believe  that  a  managed,  balanced  program  of  deficit 
reduction  is  essential  and  must  include  financing  a  substantial  portion  of  a  cash  deficit  in 
excess  of  $500  million.    First,  we  cannot  continue  to  finance  short-term  operating  and  capital 
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needs  out  of  the  Federal  payment,  as  we  will  be  left  with  insufficient  cash  for  FY  1998 
operating  obligations;  and,  second,    we  must  eliminate  the  accumulated  deficit  to  have  any 
credibility  in  the  public  financial  market    To  function  as  a  competitive  entity,  the  District 
must  meet  this  standard. 


B.         Budget  Execution. 

We  have,  in  the  last  several  months,  made  improvements  in  the  area  of  resource  management 
"  monitoring  cash  flow;  ensuring  vendor  payments  to  vendors  with  valid  contracts  and  the 
maintenance  of  services  in  areas  of  critical  need,  where  timely  payment  means  the  difference 
between  a  24-hour  care  facility  that  functions  and  one  that  has  to  close  its  doors,  and 
changing  old  practices  that  allowed  individuals  at  the  agency  level  to  issue  checks  outside  the 
financial  management  system. 

May  will  mark  the  second  month  in  which  agencies  of  the  District  of  Columbia  have  been 
required  to  comply  with  regular  reporting  standards,  as  part  of  the  work  of  the  budget 
execution  team  which  I  implemented.    The  team  will  issue  its  second  report  this  week, 
detailing  citywide  spending,  with  year  end  projections,  through  the  month  of  april.    To 
operate  a  city  with  a  $5  billion  dollar  budget  without  this  kind  of  information,  is  like  steering 
a  ship  through  a  sea  of  icebergs  without  sonar  to  tell  you  where  the  big  ones  are 

The  reports  of  the  budget  execution  team  have  been  critical  in  identifying  agencies  with 
problems.    Today,  my  office  has  issued  directives  to  several  agencies,  accepting  the  necessary 
action  plans  to  bring  year-end  spending  in  on  budget.    Preliminary  reports  on  city-wide 
spending  are  encouraging,  in  that  spending  to  date  is  lower  than  that  for  the  same  period  in 
FY  95     The  reports  do,  however,  point  to  some  serious  problems  regarding  practices  at  the 
agency  level  and  gaps  in  the  system. 

The  budget  execution  team  is  now  moving  forward  to  identify  obligations  that  are  outside  of 
the  Financial  Management  System.    Again,  this  is  critical  if  we  are  to  avoid  the  big  one  that 
lurks  just  below  the  surface.    We  all  know  that  millions  of  dollars  of  transactions  hit  during 
the  month  13  closing,  and  without  a  sense  of  what  truly  lies  ahead  of  us,  projections  of  year- 
end  spending  are  meaningless.    My  office  is  also  developing  policy  that  will  provide  a 
contingency  plan  to  prevent  overspending  as  year-end  approaches,  by  tying  certification  of 
expenditures  to  budget  authority  at  the  lowest  obligation  level.    Without  the  budget  authority 
to  certify  payroll,  for  instance,  agencies  will  be  forced  to  close  their  doors.    No  obligations  in 
excess  of  budget  authority  will  be  allowed. 


C.         Resouite  Management  Infrastructure. 

Over  the  last  three  months,  my  office  has  done  a  comprehensive  development  of  a  strategic 
plan  for  the  financial  cluster.    I  will  be  announcing  tomorrow  the  names  of  interim  directors 
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for  most  of  the  agencies  in  the  financial  cluster  and  tasking  them  with  immediate  office 
reorganization,  while  the  process  of  recruiting  permanent  directors  is  completed    The 
restructuring  of  the  district's  financial  operations  is  essential  if  we  are  to  bnng  efficient  and 
effective  management  and  practices  to  all  the  operations  of  the  cluster,  from  budget 
formulation  to  budget  execution,  asset  management,  and  monitoring  of  obligations.    It  is 
equally  important,  however,  that  this  restructuring  not  result  in  diverting  our  attention  from 
where  we  are  headed.    It  requires  an  investment  of  time  and  resources. 


n.         Asset  Management 

I  have  been  asked  what  steps  the  District  is  taking  to  address  the  shortfall  in  Fiscal  Year  1996 
between  expenditures  and  expected  revenues.    The  question  embodies  an  impatience  with  our 
pace  that  I  think  is  warranted  --  and  is  shared  by  the  Authority,  but  also  invites  a  corollary 
query?    What  is  the  District  doing  to  maximize  the  value  of  assets  it  has? 

I  am  pleased  to  testify  today  to  outline  certain  balance  sheet  restructuring  and  capital  markets 
initiatives  my  office  intends  to  undertake  immediately.    These  initiatives  are  intended  to 
stabilize  the  District  finance  so  that  we  can  focus  on  our  longer  term  goals  of  reaching 
structural  fiscal  balance  . 

With  the  District  still  in  a  financial  crisis,  I  believe  that  it  is  time  for  bold  measures.    The  job 
of  Chief  Financial  Officer  must  go  beyond  the  important  task  of  monitoring  expenditure 
reductions.    We  must  take  a  fresh  look  at  the  total  balance  sheet  of  the  District    We  must 
examine  the  management  of  our  assets  and  liabilities.    We  must  restructure  and  reallocate 
resources  to  further  our  efforts  to  achieve  sustainable  structural  fiscal  balance. 

It  is  true  that  must  work  needs  to  be  done  by  Congress  to  enhance  the  revenue  side  of  the 
equation.    There  have  been  some  innovative  proposals  made  recently.    However,  while  such 
proposals  are  under  consideration,  we  in  District  government  owe  it  to  our  citizens  to  do 
everything  we  can  to  demonstrate  that  we  have  left  no  stone  unturned  in  optimizing  the 
resources  and  assets  that  we  have. 

This  week  I  will  be  briefing  the  Mayor  and  the  Council  on  a  balance  sheet  restructuring  plan 
that  has  received  the  informal  endorsement  of  the  Authority.    Without  detailing  a  complete 
list  of  our  balance  sheet  initiatives,  I  will  highlight  the  most  important  of  them  today. 

There  are  three  initiatives  that  are  receiving  our  highest  attention. 


A.         Expansion  of  Tax  Lien  Securitization. 

First,  I  have  proposed  to  the  Authority  that  the  District  implement  a  broad  property  tax  lien 
securitization  program.    This  program  should  not  only  include  delinquent  taxes  as  Jersey  City 
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and  New  Haven,  Connecticut  has  done.    We  should  also  securitize  current,  performing 
property  tax  liens.    Merely  by  changing  District  law  to  place  a  lien  on  property  at  the  time  a 
tax  levy  is  imposed,  we  can  create  an  asset  that  can  be  securitized  immediately.    Through 
such  a  securitization  of  performing  tax  liens  annually  at  the  beginning  of  each  fiscal  year,  or 
twice  a  year,  we  can  eliminate  or  reduce  greatly  the  need  for  short-term  borrov/ing  from  the 
U.S.  Treasury.    This  approach  can  be  a  substitute  for  the  tax  revenue  anticipation  notes  that 
the  District  issued  in  the  past.  If  the  District  sells  the  liens  to  the  Authority,  we  believe  that 
this  securitization  can  be  done  on  a  tax-exempt  basis.    By  structuring  this  transaction  as  a 
securitization,  we  can  insulate  the  bond  investors  from  any  fiscal  problems  of  the  District. 

In  addition  to  addressing  our  short-term  annual  cash  flow  needs,  the  broad  property  tax  lien 
securitization  program  we  propose  includes  the  restructuring  of  the  District's  property  tax  levy 
to  carve  out  a  special,  fixed  long-term  levy  that  would  constitute  a  "floor"  on  the  total 
property  tax  base.    That  floor,  which  would  be  a  small  portion  of  the  existing  property  tax 
levy,  could  also  be  securitized  to  provide  long-term  financing  for  the  District's  accumulated 
general  fund  deficit.    Likewise,  we  would  expect  that  this  long-term  fixed  lien  could  be 
securitized  through  a  sale  to  the  Authority  which  would  issue  tax-exempt  debt. 

It  is  important  to  note  here  what  these  proposals  do  not  do.    These  proposals  will  not  raise 
anyone's  taxes.    They  will  not  affect  anyone's  property  values.    Nothing  will  change  for 
people  who  pay  their  taxes  on  time.    This  is  because  the  mere  act  of  imposing  a  lien  does  not 
create  any  additional  charges. 

These  proposals  will  improve  the  property  tax  information  and  collection  system  through  state 
of  the  art,  private  sector  billing  and  collection.    The  thousands  of  diligent  citizens  who  pay 
their  taxes  on    will  notice  fewer  errors  from  the  District.    Those  who  do  not  pay  their  taxes 
on  time  will  notice  that  the  District  is  very  serious  about  collecting  taxes.    We  will  move 
aggressively  to  collect  overdue  taxes. 

The  District's  general  obligation  bondholders,  bond  insurers,  and  letter  of  credit  providers 
should  like  this  program.    The  first  use  of  proceeds  from  the  securitized  special  real  property 
taxes  will  be  to  fund  fully  the  special  tax  fund  established  for  the  benefit  of  general  obligation 
bondholders.    Importantly,  the  existing  security  interest  that  general  obligation  bondholders 
have  in  proceeds  from  the  special  real  property  taxes  will  be  preserved. 

While  the  expansion  of  the  tax  lien  securitization  program  I  propose  does  break  new  ground, 
elements  of  the  program  have  been  done  before  and  are  in  fact  under  consideration  at  the 
moment  by  our  District  Council.    This  expanded  program  is  based  on  an  unsolicited  proposal 
we  have  received  from  the  firm  of  Morgan  Stanley.    The  Authority  staff  and  I  are  currently  in 
discussions  with  them    concerning  the  terms  of  a  possible  engagement  to  structure  such  a 
program. 
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B.  New  Water  and  Sewer  Authority. 


The  second  major  initiative  involves  establishing  a  fair  financial  relationship  between  the 
District  and  the  new  Water  and  Sewer  Authority.    We  should  not  only  consider  private 
management  and/or  sale  of  Blue  Plains,  we  should  consider  reimbursement  to  the  District  for 
the  millions  of  dollars  of  capital  the  District  has  contributed  to  the  water  and  sewer  system 
over  the  years.    Amounts  the  District  has  borrowed  from  the  system  can  be  netted  out  of  the 
reimbursement.    The  new  Water  and  Sewer  Authority  should  also  make  ongoing  lease 
payments  to  the  District  for  its  use  of  the  physical  plant  and  infrastructure  that  will  continue 
to  be  owned  by  the  District. 


C.         D.C  Lotteiy. 

The  third  major  short-term  initiative  involves  a  very  close  examination  of  the  cost  structure 
and  cost  management  of  the  D.C.  Lottery.    The  lottery  is  a  national  leader  with  respect  to 
sales  per  capita  and  net  income  per  capita.    We  should  not  overlook  however,  opportunities  to 
increase  the  frequency  and  the  flow  of  revenues  to  the  District.    We  should  look  at  options 
that  can  grow  revenues  and  income. 


D.         Other  Steps. 

Over  the  intermediate  term,  we  will  undertake  an  aggressive  management  and  disposition 
strategy  for  District  real  property  investment.    For  instance,  at  year-end,  1995,  the  District 
owned  1,898  lots  and  1,652  acres  of  land.    Combined,  these  assets  could  be  worth  some  $2.7 
billion.    Similarly,  an  evaluation  of  some  2,7000  buildings  owned  by  the  city  is  needed.    We 
need  to  appraise  them  and  determine  whether  they  should  be  retained,  sold,  or  sold  and 
leased-back  by  the  city. 

Lorton  is  a  prime  example  of  a  severely  underutilized  asset.    Lorton  comprises   thousands  of 
acres  in  close-in  Northern  Virginia  —  land  which  could  be  extremely  valuable  for  a  number  of 
other  uses.    We  should  pursue  with  regional  and  appropriate  Federal  officials  appropriate 
options  to  leverage  the  asset,  stabilize  the  operation  of  Lorton,  and  re-locate  the  facility  on  a 
privatized    basis.    This  can  be  done  in  a  way  that  protects  jobs  while  allowing  the  District  to 
reduce  it  operating  outlays  for  corrections. 


nL        Restructuring  and  Reorganization. 

The  Office  of  Chief  Financial  Officer  has  a  vital  role  in  supporting  the  Mayor's 
Transformation  Plan.    In  this  respect  we  advance  the  District's  redefinition  of  its  role  and 
responsibilities  in  three  respects:    one,  by  providing  financial  information  and  analysis;  two, 
by  ensuring  via  budget  execution  that  plans  are  actually  implemented;  and  three,  by  assuming 


481 


responsibility  ourselves  for  change  and  restructuring. 

I  have  talked  about  our  efforts  in  providing  financial  information  and  advice,  strengthening 
budget  execution,  and  restructuring  the  District's  financial  organization.    The  Department  of 
Finance  and  Revenue  is  an  example  of  all  of  these  approaches.    We  have,  in  conjunction  with 
the  Authority,  has: 

o  moved  toward  completion  on  a  securitization  of  delinquent  property  tax  liens; 

o  initiated  steps  for  rebuilding  its  tax  systems  on  a  performance  basis  --  using 

expected  additional  revenues  to  help  defray  improvement  costs; 

0  integrated  changes  in  customer  service,  strategy,  and  employee  culture  with 

technology  investments;  and 

o  ,        targeted  improved  tax  discovery  and  compliance  as  top  areas  for  improved  ratio 
of  revenues  realized  for  costs  incurred. 


In  summary,  the  Fiscal  Year  1997  Financial  Plan  and  Budget  lays  the  groundwork  for  real 
structural  balance  in  the  District's  budget,  and  with  that  achievement,  financial,  fiscal,  and 
economic  recovery.    While  much  remains  to  be  done,   this  foundation  has  been  laid  without 
relying  on  any  additional  contribution  by  the  Federal  government  necessitating  changes  in 
Federal  law.    That  is,  any  additional  federal  contribution,    all  cash  and/or  revenue  realized  by 
aggressive  asset  management,  and  all  of  the  impacts  of  further  expenditure  reductions  cannot 
be  dedicated  to  building  real  competitiveness  and  integrity  in  the  District's  fiscal  affairs.    This 
is  no  small  achievement,  and  I  salute  Mayor  Barry,  the  Council,  and  the  Authority  for  their 
individual  and  collective  contribution  to  this  effort. 

At  this  point  Mr.  Chairman  I  would  be  happy  to  entertain  any  questions  you  or  members  of 
the  Committee  may  have. 
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Mr.  Walsh.  Before  we  have  Mr.  Hill  give  his  testimony,  I  would 
like  to  recognize  the  presence  of  Delegate  Norton.  Glad  to  have  you 
with  us. 

Opening  Statement  of  John  Hill 

Mr.  Hill.  Mr.  Chairman  and  members  of  the  subcommittee,  on 
behalf  of  the  Authority,  I  want  to  thank  you  for  this  opportunity 
to  come  here  today. 

I  deal  with  a  few  issues  certainly'  under  the  efforts  of  the  author- 
ity of  the  city  pertaining  to  improving  financial  management.  In 
the  interest  of  time,  however,  I  am  going  to  summarize  some  of  the 
things  that  are  important  and  ask  to  have  my  entire  statement 
placed  in  the  record. 

The  Authority  supports  the  efforts  by  the  City  Administrator  and 
by  the  Chief  Financial  Officer.  I  am  sure  that  the  representatives 
of  Financial  World  in  their  ranking  of  the  Nation's  30  largest  cities 
and  the  fact  that  there  were  extremely  low  marks  for  the  District 
of  Columbia  really  does,  I  guess,  reiterate  the  condition  that  both 
the  Congress  and  this  Committee,  GAO,  and  others  were  making 
that  find  that  the  District  was  in  a  very,  very  difficult  state  of  cri- 
sis as  well  as  poor  management,  and  certainly  that  is  one  of  the 
things  that  prompted  the  Financial  Authority. 

Since  our  inception,  we  have  been  working  with  the  city,  and  I 
will  highlight  briefly  some  of  the  things  we  have  been  doing.  In  the. 
area  of  financial  management,  clearly,  as  the  Chief  Financial  Offi- 
cer said,  one  of  the  issues  and  one  of  the  issues  that  was  raised 
in  Financial  World  is  certainly  availability  of  information,  and  as 
the  Chief  Financial  Officer  said,  we  certainly  were  making  im- 
provements in  the  quality  of  that  information. 

After  the  financial  audit  that  was  done  on  1994,  one  of  the  first 
tasks  that  we  did  was  to  really  supervise  the  financial  audit  of 

1995  because  of  some  of  the  problems  that  we  found  with  the  audit 
in  1994,  and  we  also  expanded  that  audit  to  include  reviews  in 
other  areas  as  well.  So  those  efforts  are  certainly  continuing. 

[CLERK'S  NOTE. — Concerning  the  above  statement  ".  .  .  one  of  the  first  tasks 
that  we  did  was  to  really  supervise  the  financial  audit  of  1995  because  of  some  of 
the  problems  that  we  found  with  the  audit  in  1994  .  .  .",  see  "CLERK'S  NOTE" 
on  page  120,  this  volume.] 

FMS 

The  financial  management  system,  which  is  one  of  the  things 
that  I  know  GAO  has  been  talking  about  for  quite  a  while,  the  au- 
thorities mentioned  clearly  both  the  CFO  and  the  administrator 
have  indicated  a  need  for  that.  Funds  included  in  the  budget  of 

1996  $5  million. 

[CLERK'S  NOTE.— The  fiscal  year  1996  appropriations  act  includes  $28  million 
to  be  spent  on  a  new  financial  management  system,  if  so  determined  after  comple- 
tion of  an  evaluation  and  review  process.  Two  million  dollars  was  to  be  spent  on 
the  first  two  phases  of  the  improvement  process,  namely  to  do  a  needs  assessment 
and  an  assessment  of  the  present  system's  capabilities.  The  remaining  monies  are 
not  to  be  obligated  until  30  days  after  the  control  board  submits  a  report  to  Con- 
gress. I 

One  of  the  things  I  am  not  sure  people  really  focused  on  is  some 
of  the  activities  of  the  Authority  which  tried  to  guarantee  that  the 
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actions  outside  the  budget  will  be  consistent  with  the  budgets  in 
the  past. 

Over  the  last — just  the  last  half  of  last  year,  the  Authority  has 
been  reviewing  the  legislation  passed  by  the  city  counsel.  We  also 
now  have  the  responsibility  to  review  all  emergency  legislation  and 
budgets. 

There  have  been  a  number  of  situations  where  we  have  looked 
at  the  financial  impact  of  legislation  and  avoided  legislation  being 
passed  that  would  be  inconsistent  as  well  as,  rejected  legislation 
that  we  believe  wasn't  consistent  with  the  budget. 

Let  me  turn  quickly  to  the  issue  of  performance  measurement 
and  performance  evaluation.  Clearly,  what  the  control  board  and 
the  city,  and  certainly  the  committee,  is  most  interested  in  is  that 
there  be  some  ability  to  monitor  the  outcomes  that  we  are  getting 
from  the  inputs,  or  the  resources,  that  are  being  used  within  the 
government. 

NEED  PERFORMANCE  MEASURES  THAT  WORK 

I  think  that  the  article  made  it  clear,  certainly  as  all  of  the  GAO 
studies  that  you  looked  at  to  date,  the  assessment  of  the  City  Ad- 
ministrator, the  assessment  of  the  CFO  did,  we  all  agree  that  the 
District  has  not  had  clear,  measurable  goals  and  that  there  are  not 
clear  objectives  for  each  one  of  the  problems.  There  are  outcome 
measurements  that  need  to  be  tied  to  results  that  work. 

D.C.  TO  SHARE  INFORMATION  WITH  ICMA 

A  couple  of  things  I  want  to  point  out  that  are  very  encouraging 
on  the  horizon  of  performance  measures.  One,  the  City  Adminis- 
trator has  agreed  to  be  a  part  of  the  consortium  with  the  Inter- 
national City  Managers  Association  [ICMA]  to  actually  share  infor- 
mation on  performance  measures.  We  believe  this  will  help  the 
City  be  able  to  benchmark  their  results  against  other  cities  of  a 
similar  size,  cities  of  200,000  population  and  over. 

Also  I  wanted  to  mention  some  performance  management  high- 
lights and  results  that  we  are  working  on  currently  with  the  City 
Administrator,  and  with  the  CFO,  and  also  with  the  director  of  per- 
sonnel. We  believe  there  will  have  to  be  changes  in  the  personnel 
part  to  make  this  particular  pilot  work. 

PERFORMANCE  MEASUREMENT  PILOT  AT  D.C.  PUBLIC  WORKS 

We  believe,  as  we  said  in  our  report  in  July  as  well  as  in  August, 
that  there  needs  to  be  a  performance  pilot  especially  in  the  area 
of  the  Department  of  Public  Works.  Around  the  country,  there  have 
been  a  number  of  situations  and  a  number  of  cities  and  States 
where  they  have  been  able  to  measure  the  results  in  those  types 
of  programs.  So  we  believe  there  is  a  lot  of  information  out  there 
that  will  drive — that  we  can  use  to  drive  the  results-oriented  ap- 
proach. 

The  approach  that  we  are  looking  at,  and  I  think  one  that  the 
City  is  signing  on  to,  will  be  an  agreement  with  the  head  of  the 
department.  The  head  of  the  department  will  produce  a  certain  out- 
come, not  just  spending  an  amount  of  money  that  is  included  in  the 
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budget,  not  just  make  sure  that  they  staff  up  in  budget,  but  that 
they  actually  produce  a  specific  and  measurable  outcome. 

There  would  also  be  agreements  that  would  cascade  down 
through  the  entire  department  on  key  management  issues  as  well 
as  side  agreements  with  the  head  of  the  department  where  they, 
too,  would  agree  to  a  specific  outcome  that  is  measurable.  In  ex- 
change for  that,  we  believe  that  there  could  be  some  positions  that 
we  are  still  working  out,  perhaps  possibilities  to  move  resources 
around,  perhaps  flexibilities  in  terms  of  ceilings. 

There  would  not  be  inflexibility  in  terms  of  budget  resources 
dedicated  to  that  particular  agency,  and  in  fact  one  of  the  things 
we  would  try  is  an  incentive  we  could  drive  into  the  agency,  the 
incentive  to  make  good  management  decisions  when  some  of  the 
decisions  that  currently  have  to  be  made  could  potentially  increase 
the  budget  deficit  as  opposed  to  decrease  the  budget  deficit. 

So  it  will  be  a  pilot  that  will  include  the  proper  incentives  and 
include  direct  accountability  for  the  direction  of  a  specific  outcome. 
We  have  talked  about  a  number  of  what  those  specific,  measurable 
outcomes  can  be,  and  I  think  that  we  are  getting  very,  very  close 
to  an  agreement  with  the  City  Administrator  and  with  the  Mayor 
to  move  forward  on  this  pilot.  We  are  committed  to  do  that. 

PERFORMANCE  MANAGEMENT — CITIZEN  INPUT 

We  also  believe  that  it  is  very  important  as  part  of  this  manage- 
ment— part  of  the  performance  management  process  to  actually 
survey  the  citizens  on  their  thoughts  and  ideas  about  hov/  the  serv- 
ices are  being  provided.  We  don't  need  the  entire  amount  of  infor- 
mation we  use  to  determine  whether  your  program  will  deliver  the 
result,  but  we  certainly  believe  that  how  citizens  view  the  services 
of  the  government  is  an  interesting  part  of  any  proposed  manage- 
ment. In  the  cities  and  States  that  we  have  looked  at  that  are  mov- 
ing in  this  direction,  that  is  a  very  important  element  of  the  man- 
agement system. 

IDEAS  FROM  OTHR  LOCALITIES 

We  also  believe  that  the  District  should  look  not  only  inside.  But 
we  believe  although  there  are  some  very  good  ideas  that  are  cur- 
rently coming  up  through  the  ranks  within  the  City,  that  the  City 
has  to  turn  outward.  The  City  has  to  look  at  other  cities.  The  City 
has  to  look  at  other  States  and  also  other  counties  than  the  Dis- 
trict, both  city.  State,  and  county  functions,  because  we  don't  be- 
lieve that  all  new  ideas  and  all  new  actions  that  the  City  can  take 
have  to  be  invented  here  in  Washington,  that  there  is  a  lot  out 
there  that  can  be  done  in  the  City. 

VISITS  TO  OTHER  JURISDICTIONS 

So  we  are  launching,  in  conjunction  with  the  City  Administrator, 
visits  to  the  municipalities  and  to  other  States.  We  visited  the 
State  of  California  and  looked  at  some  of  the  things  they  are  doing 
in  their  tax  processes,  things  that  look  promising  for  bringing  them 
back  here  to  the  District.  I  think  it  is  time — I  know  that  the  City 
Administrator  has  been  doing  this.  It  is  time  to  really  reach  out  to 
other  cities  and  try. 
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INFRASTRUCTURE  PROBLEMS 

As  was  pointed  out  in  the  article,  and  as  many  of  you  know,  just 
to  look  at  the  City,  there  are  huge  infrastructure  problems  here, 
ones  that  really  do  have  to  be  attacked.  And  finding  the  resources 
in  order  to  rebuild  not  only  the  physical  infrastructure,  the  infra- 
structure of  the  systems,  the  training  for  employees,  the  support 
systems  that  ensure  that  people  will  be  able  to  perform  in  a  way 
that  delivers  the  services  in  the  way  that  they  should,  has  to  be 
done. 

There  are  a  number  of  other  initiatives  that  we  talk  about  in  the 
States,  and  I  can  go  over  them  in  a  lot  more  detail  in  your  ques- 
tions in  that  regard. 

NEED  TO  CHANGE  WAY  CITY  DOES  BUSINESS 

Let  me  close  by  saying  that  one  the  issues  that  we  are  doing  is 
clearly  initiating  an  effort  that  will  have  to  be  extended  over  the 
next  2  or  3  years,  but  I  think  it  is  important  to  recognize  that  we 
have  been  moving  down  that  road,  and  we  need  to  move  down  that 
road  in  order  to  change  the  way  that  the  City  does  business  on  a 
regular  basis. 

NEW  BROOKINGS  INSTITUTION  PROJECTS 

I  should  note  that  there  are  a  couple  of  expenditure  projects  that 
we  specifically  launched  in  conjunction  with  Brookings  Institute 
and  also  with  an  outside  consultant.  The  people  who  are  involved 
in  the  expenditure  projects  are  the  same  two  people  that  moved 
forward  in  the  Financial  World  article.  They  have  quite  a  bit  of  ex- 
perience in  the  District,  and  are  right  now  looking  at  how  the  Dis- 
trict is  delivering  services  and  comparing  those  expenditures  to 
other  jurisdictions  that  are  comparable  to  the  District  to  see  if 
things  are  out  of  balance. 

We  expect  that  should  be  finished  very,  very  shortly.  And  as  we 
mentioned  about  the  revenue  overall,  when  we  put  the  two  of  those 
projects  together  I  think  we  have  a  good  picture  of  a  financial 
structure  that  says  these  are  the  resources  that  may  be  needed  in 
order  for  the  city  to  operate  programs  and  operate  as  compared  to 
other  jurisdictions;  and  these  are  the  revenues  that  the  city  can 
count  on  on  an  ongoing  basis  if  nothing  changes  from  a  structural 
standpoint.  We  will  also  be  looking  at  other  ways  that  the  City 
might  be  able  to  get  additional  revenues. 

PREPARED  STATEMENT  OF  JOHN  HILL 

I  would  be  happy  to  answer  your  questions. 
[Mr.  Hill's  prepared  statement  follows:] 
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Mr.  Chairman  and  Distinguished  Members  of  the  Subcommittee: 

My  name  is  John  W.  Hill,  Jr.,  and  I  am  the  Executive  Director  of 
the  District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Authority.  On  behalf  of  the  Authority,  thank  you  for  the 
opportunity  to  appear  before  the  Subcommittee  today. 

Mr.  Chairman,  as  requested  by  the  Subcommittee,  I  will  discuss 
the  efforts  that  the  Authority  and  the  City  are  taking  to  improve  the 
management  and  financial  stability  of  the  District  of  Columbia 
govemment.  The  Authority  and  City  officials  share  the  same  goals  ~ 
achieving  good  financial  and  program  management  in  the  District,  and 
delivering  needed  services  efficiently  and  effectively  to  the  city's 
residents.  As  you  have  just  heard  from  the  City  Administrator  and  the 
Chief  Financial  Officer,  a  number  of  efforts  are  taking  place  that  offer 
the  hope  of  achieving  these  goals  and  of  easing  the  city's  financial 
strain  and  improving  its  management  capabilities.  The  Authority 
supports  these  efforts  and  is  working  closely  with  District  officials  to 
implement  them. 
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As  Richard  Greene  has  told  you  today,  In  March  1 995,  the 
District  government  was  ranked  last  in  Financial  World's  bi-annual 
ranking  of  the  nation's  30  largest  cities,  scoring  low  marks  for  financial 
management,  performance  measurement  and  evaluation, 
infrastructure  maintenance,  and  information  technology.  This 
assessment  was  consistent  with  those  that  the  Congress,  the  General 
Accounting  Office  (GAO),  and  others  were  making  at  the  time.  It  was 
the  District's  deepening  financial  crisis  and  poor  management  skills 
that  prompted  the  Congress  to  create  the  Authority. 

Since  its  inception  shortly  after  these  rankings  were  made,  the 
Authority  has  focused  its  efforts  on  improving  the  District's  financial 
situation  and  its  management  performance.  I  would  like  to  take  the 
opportunity  to  briefly  highlight  some  of  those  efforts.  -'-^ 
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Financial  Management 

One  of  the  Authority's  highest  priorities  has  been  to  improve  the 
financial  management  of  the  District  The  first  and  most  critical  effort 
must  be  to  establish  credible  budget  and  financial  information.  This  is 
essential  in  order  to  determine  the  extent  of  the  city's  financial 
difficulties,  to  re-establish  credibility,  and  to  identify  areas  of  cost 
reduction  and  the  extent  to  which  the  existing  systems,  particulariy  the 
financial  management  systems,  need  improvement.  To  meet  this 
priority,  the  Authority  embariced  on  the  following  tasks: 

Financial  Audit  of  the  District  of  Columbia.  Because  of  the 
uncertainties  surrounding  the  1994  audit,  one  of  the  first  tasks  of  the 
Authority  was  to  contract  for  and  supervise  the  FY  1 995  financial  audit 
of  the  District.  The  results  of  the  audit  which  were  sent  to  you  in 
February  1996  and  discussed  in  our  May  15, 1996  testimony,  provided 
credible  budget  and  accounting  information  to  evaluate  the  extent  of 
the  financial  crisis  and  the  effectiveness  of  the  efforts  to  reduce 
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spending.  These  results  will  serve  as  a  baseline,  from  which  to 
evaluate  whether  the  District  is  making  substantial  progress  toward 
resolving  its  financial  crisis. 

Financial  Management  System.  As  first  discussed  in  testimony  before 
this  Subcommittee  on  July  19, 1995,  the  Authority  agrees  with  GAO's 
assessment  of  the  poor  state  of  financial  infomiation  in  the  District  and 
has  recommended  that  a  new  financial  management  system  be 
implemented  by  the  end  of  Fiscal  Year  1996.  A  new  system  is  needed 
to  provide  better  infomnation  for  monitoring  such  things  as 
departmental  differences  between  budgeted  and  actual  spending, 
cash  balances  and  outstanding  debt.  The  Authority  has  reiterated  this 
recommendation  in  reports  on  the  FY  1996  and  FY  1997  budgets  by 
making  sure  that  funds  were  available  to  perform  a  comprehensive 
needs  assessment  and  the  initial  development  of  a  new  financial 
management  system.  Funds  in  the  amount  of  $5  million  were 
included  in  the  FY  1996  budget  for  a  needs  assessment  and  the  initial 
developmental  stages  for  the  new  system.  Approximately  $1 9  million 
is  included  in  the  FY  1997  budget  for  the  financial  management 
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system.  When  completed,  the  financial  management  system  will  be 
integrated  with  the  District's  budget  personnel  and  payroll,  and 
procurement  systems,  as  well  as  with  other  program  and  performance 
management  systems. 

Financial  Plan  and  Budget  As  you  know,  Mr.  Chairman,  the  Authority 
has  spent  much  of  Its  time  in  the  last  year  reviewing  the  District's  FY 
1996  and  FY  1997  financial  plans  and  budgets  and  recommending 
changes  to  reduce  spending  and  improve  performance.  A 
comprehensive  and  balanced  financial  plan  and  budget  is  the 
centerpiece  of  any  effort  to  restore  financial  stability  to  the  District. 
While  much  more  wori<  remains  to  be  done,  the  FY  1 997  financial  plan 
and  budget  will  be  a  credible  first  step.  Authority  members  and  staff 
are  working  closely  with  the  Mayor,  the  Chief  Financial  Officer,  and  the 
Council  to  continue  to  improve  the  quality  of  the  District's  financial 
plan  and  budget 

Financial  Impact  Statements.  Our  enabling  legislation  requires  that  all 
legislation  submitted  to  the  Authority  for  its  review  and  approval  be 
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accompanied  by  a  financial  Impact  statement  which  details  the  effect 
the  legislation  will  have  on  District  revenues  and  expenditures.  This 
will  allow  the  Authority  and  the  District  to  evaluate  the  impact  of  the 
proposed  legislation  over  the  long-term  and  determine  whether  it 
should  be  approved.  While  the  quality  of  these  statements  needs 
improvement,  financial  impact  statements  have  been  included  in  the 
legislation  that  the  Authority  has  reviewed.  These  financial  impact 
statements  have  been  the  basis  of  changes  in  the  District  budget,  and 
the  Authority  staff  is  continuing  to  wori<  with  the  D.C.  Council  to 
improve  their  quality.  v. 

Performance  Measurement  and  Evalualion 

Unfortunately,  Mr.  Chairman,  the  District  does  not  currently  have  clear 
measurable  goals  and  objectives  for  each  department,  outcome 
measures  tied  to  actual  results  or  wori<load,  a  performance-oriented 
budget,  nor  does  it  use  perfomiance  measures  in  management  and 
personnel  reviews.  In  addition,  the  District  does  not  evaluate  its 
performance  with  independent,  objective  testing  infonnation  such  as 
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benchmarking  with  other  cities  or  states,  or  citizen  surveys.  However, 
the  Authority,  working  with  District  officials,  is  beginning  to  lay  the 
foundation  for  a  comprehensive  performance  measurement  and 
evaluation  system  by: 

Performance  Measures.  The  Authority  is  worthing  with  national 
organizations  such  as  the  Intemational  City/County  Managers 
Association  (ICMA)  and  the  Brookings  Institution  to  identify 
perfonnance  measures  for  the  core  services  that  the  District  performs 
and  whether  these  core  services  are  being  delivered  in  the  most 
efficient  and  economical  way.  These  efforts  combined  with  the  results 
of  the  Authority's  efforts  to  identify  best  practices  in  other  cities  and 
the  citizens  survey  should  provide  a  baseline  assessment  of  the 
District's  core  services  that  can  be  used  to  develop  approaches  to 
improving  perfonnance  and  to  compare  the  District's  peri'ormance  with 
that  of  other  govemments.  As  a  measure  of  his  commitment  to  the 
development  of  meaningful  performance  measures,  the  City 
Administrator  has  included  the  District  in  the  ICMA's  consortium  of  42 
cities  with  populations  over  200.000  which  are  developing  common 
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performance  measures  in  four  key  areas  of  city  management-fire, 
police,  neigliborhood  services,  and  administrative  services. 

Performance  Manaaement/Results-Oriented  Pilots.  In  July  1995,  the 
Authority  requested  that  the  District  establish  pilot  programs 
incorporating  business  process  reengineering  and  quality 
management  principles  in  three  areas-Public  Works,  Administrative 
Services,  and  Personnel.  In  response  to  this  request,  the  Department 
of  Public  Works  (DPW)  is  developing  performance  measures  in  each 
of  its  principal  functional  areas.  This  work  should  be  completed  by  the 
end  of  the  fiscal  year.  In  addition,  the  Authority  is  working  with  DPW 
and  the  City  Administrator  to  make  it  a  pilot  department.  As  such, 
DPW  will  commit  to  achieving  agreed  upon  performance  levels  and 
increased  accountability  in  return  for  increased  regulatory  and  process 
flexibility.  Under  the  Mayor's  fiscal  year  1997  budget  and  financial 
plan,  the  Department  of  Administrative  Services  is  to  be  eliminated 
and  its  functions  assumed  by  the  City  Administrator.  Additional 
initiatives  have  also  been  proposed  to  improve  the  operational 
effectiveness  of  functions  being  transferred,  such  as  improved 
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procurement  practices  and  implementation  of  a  District-wide 
telecommunications  architecture.  The  Authority  is  also  working 
actively  to  improve  the  District's  personnel  practices  and  procedures. 
It  is  reviewing  collective  bargaining  agreements  to  reform  work  rules 
and  identifying  practices,  such  as  the  disability  evaluation  and 
compensation  system,  for  improving  productivity  and  reducing  costs. 

Citizens  Survev.  The  Authority  issued  a  request  for  proposals  (RFP) 
soliciting  contractors  to  conduct  a  survey  of  the  citizens  of  the  District. 
An  award  is  expected  shortly.  In  the  survey,  residents  will  be  asked  to 
evaluate  the  delivery  of  essential  District  services  and  to  identify  which 
services  they  view  to  be  most  important.  The  survey  will  be  used  to 
provide  a  baseline  rating  on  the  performance  of  these  services,  and  to 
detemriine  where  to  focus  attention  in  improving  services  and 
allocating  resources.  The  Authority  intends  to  conduct  follow-up 
surveys  at  least  annually  to  measure  changes  in  residents'  views. 

State  and  City  Database.  The  Authority  is  also  creating  a  database  of 
state  and  local  management  and  operating  practices  to  use  in  its  work 
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on  District  programs.  Initially  the  database  will  include  broad 
management  and  financial  practices  in  all  50  states  and  the  30  largest 
cities.  Over  time,  the  Authority  also  expects  to  augment  this  database 
with  more  specific  practices  in  individual  programs  and  functions. 

Visits  to  Well-Managed  Cities.  The  Authority  staff  expects  to  visit  five 
municipalities  this  summer  that  are  widely  recognized  as  being  well- 
managed,  in  order  to  identify  best  practices,  perfonnance  measures 
and  standards  in  programs  similar  to  those  operated  by  the  District. 
City  officials  will  also  be  invited  to  make  these  trips.  The  information 
gained  from  these  trips  will  be  added  to  the  database  and  used  in  our 
day-to-day  woric  to  improve  the  District's  service  delivery  and  lower  its 
costs. 
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Infirastaicture 

The  Authority  is  deeply  concerned  alxjut  the  condition  of  the  District's 
infrastructure.  The  District's  assets-real  estate,  roads,  bridges,  and 
equipment-are  deteriorating.  As  the  District  developed  cash 
shortages  and  lost  access  to  the  capital  maricets,  funding  for  capital 
projects  has  been  rescinded  or  slowed,  and  normally  routine 
preventative  maintenance  was  discontinued  or  deferred.  For  example, 
building  maintenance  contracts  were  suspended  in  1996,  as  was 
funding  for  maintenance  of  streetlights  and  traffic  signals,  alley 
cleaning  and  rat  control.  As  a  consequence,  building  elevators  do  not 
wori<,  fire  alamn  systems  are  not  In  full  operation  and  are  infrequently 
tested,  snow  removal  equipment  was  not  operational  during  this 
winter's  heavy  snowfalls,  and  at  the  Blue  Plains  sewage  treatment 
plant  there  is  the  risk  of  sewage  flowing  into  the  Potomac.  Not  only  is 
it  more  expensive  to  restore  or  replace  these  deteriorating  assets  than 
to  maintain  property  them  in  the  first  place,  but  deferred  maintenance 
can  create  serious  health  and  safety  risks  as  well.  Adequate  and  well- 
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maintained  infrastmcture  is  essential  to  health  and  safety,  and  to 
economic  development  opportunities  in  the  District  To  date,  the 
Authority  has  responded  to  this  situation  in  two  ways: 

Budgetary  Assistance.  The  Authority  has  avoided  reductions  from 
needed  infrastructure  improvements  and  maintenance,  and  even      i 
added  funds  to  support  them  in  some  areas.  For  example,  the 
Authority  has  added  $2  million  in  the  FY  1996  operating  budget  and 
$3.97  million  in  the  FY  1997  capital  plan  for  the  purchase  fire 
equipment.  The  Authority  has  also  assisted  the  Police  Department  in 
its  purchase  of  additional  emergency  vehicles  such  as  police,  fire  and 
EMS  vehicles  by  guaranteeing  payment  to  the  manufacturer.  It  has 
been  instrumental  in  assisting  DPW  obtain  additional  Federal  funding 
for  roads  and  bridges. 

Strategic  Facilities  Plan.  In  November  1995,  the  Authority  requested 
that  the  District  make  a  comprehensive  assessment  of  its  real  estate 
assets,  including  schools,  and  develop  a  five-year  plan  to  enhance  the 
value  and  productivity  of  its  real  estate  assets  and  take  advantage  of 
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cost  savings.  A  private  sector  group  of  real  estate  experts  led  this 
effort,  on  a  pro  bono  basis,  a  report  was  Issued  In  January  1996,  and 
Implementation  of  the  plan  t)egan  Immediately.  One  of  the  many  areas 
addressed  in  the  report  was  the  maintenance  of  buildings  and  the 
need  for  regular  preventative  maintenance.  The  report  identified  a 
series  of  problems  with  the  District's  real  estate  assets,  including 
underutilized  property,  lease  rates  significantly  atx)ve  the  cun^ent 
mari<et,  utility  costs  that  were  greater  than  necessary,  deteriorating 
assets  and  defen'ed  maintenance,  lack  of  organization  and  oversight, 
crises  management,  and  lack  of  reliable  property  and  portfolio  data. 
To  correct  these  problems,  the  report  recommended  adopting  the  best 
practices  of  the  public  and  private  sectors,  reducing  the  amount  of 
space  needed  through  space  consolidation,  renegotiating  costly 
leases,  conducting  utility  audits,  creating  an  asset  management 
strategy  based  on  the  premise  that  real  estate  assets  are  public 
assets  that  have  value,  contracting  out,  and  a  client  focus.  An  integral 
part  of  the  asset  management  strategy  is  to  examine  each  property, 
make  needed  improvements  If  It  Is  deemed  that  the  property  should 
be  kept,  maintain  or  enhance  the  value  of  the  property,  and  sell  that 
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property  which  has  no  further  value  to  the  District.  If  the  District  fully 
implements  the  report's  recommendations,  its  authors  estimate  that 
the  District  can  save  approximately  $17.5  million  in  the  short-temri  and 
approximately  20  percent  of  its  current  costs  over  time. 

Information  Technology 

In  1990,  the  Rivlin  Commission  found  that  employees  lack  the  proper 
computer  and  telecommunications  support  to  do  their  jobs  effectively 
and  efficiently.  The  Information  Technology  Strategic  Plan  for  the 
District  of  Columbia  1995-1998,  also  found  problems  with  infomnation 
technology  management  in  the  District  stating  that  the  cost  of 
operating  information  systems  is  unknown,  and  there  is  no  capability 
in  the  District's  Financial  Management  System  to  separate  the 
purchase  of  information  technology  goods  and  services  from  other 
types  of  equipment.  The  Authority  has  been  very  supportive  of  the 
Mayor's  efforts  to  improve  the  District's  information  technology  by 
replacing  antiquated  equipment  and  implement  a  unified 
telecommunications  architecture  that  will  improve  service  and  reduce 
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costs.  The  District's  estimates  that  these  initiatives  could  save  $8.8 
million  in  FY  1997. 

Competitive  Govemment 

The  Authority  has  also  focused  on  making  the  District  govemment 
more  competitive-  both  through  increased  and  improved  competitive 
procurement  practices  and  privatization  Initiatives.  These  efforts  offer 
the  potential  of  not  only  improving  financial  stability  and  management, 
but  also  improving  service  delivery  and  reducing  costs.  The  Authority 
is  worthing  with  the  District  govemment  to  develop  a  comprehensive 
and  effective  procurement  reform  strategy  that  will  streamline  the 
process  and  eliminate  the  cit/s  excessive  use  of  sole  source  and 
emergency  contracts.  Competition  Is  also  a  cornerstone  of  the 
Authority's  wori<  with  the  District  In  developing  a  privatization  program 
that  will  allow  employees  to  compete,  reduce  costs,  and  improve 
services.  Worthing  with  the  Authority,  the  District  has  identified  1 1 
privatization  Initiatives  in  FY  1996  covering  1,096  FTE  and  currently 
costing  over  $65  million.  There  are  an  additional  1 1  privatization 
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initiatives  identified  for  review  in  FY  1 997.  The  initiatives  cover  such 
functions  as  the  sale/Ieaseback  of  the  800  bed  Correctional  Treatment 
Facility,  food  services,  police  and  fire  medical  services,  transportation 
and  motor  pool  services,  and  solid  waste  transfer  and  disposal. 

Conclusion  .  ,  i. 

That  concludes  my  summary  of  the  Initial  efforts  that  the  Authority  is 
pursuing  to  improve  the  District's  financial  stability  and  management 
performance.  However,  let  me  emphasize  that  these  efforts  should  be 
considered  first  steps-these  efforts  alone  will  not  move  the  District 
from  the  bottom  of  Financial  World's  rankings  to  the  top.  The 
condition  in  which  the  District  finds  itself  today  is  much  worse  than  the 
Authority  anticipated  when  it  began  its  work  in  June  1 995.  Cash 
shortages,  the  size  of  the  deficit,  dwindling  revenues,  and  decaying      . 
infrastructure  all  seem  worse  than  when  the  Authority  began.  And 
while  we  believe  that  the  steps  I  have  outlined  are  necessary  and 
correct,  it  will  clearly  take  time  for  the  District  to  work  its  way  up  from 
the  bottom  of  Financial  World's  ranks. 
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This  concludes  my  testimony,  Mr.  Chairman.  I  would  be  happy  to 
respond  to  any  questions  that  you  or  the  other  members  of  the 
Subcommittee  may  have. 
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Mr.  Walsh.  Thank  you  very  much,  all  of  you,  for  your  testimony. 

We  have  run  over  our  time  a  little  bit,  so  what  I  would  like  to 
do  since  there  are  three  of  us,  to  give  everybody  an  equal  oppor- 
tunity we  will  go  with  our  5-minute  limit  on  questions  and  see  if 
we  can  get  around  a  couple  of  times  before  4:30  or  around  4:30  and 
then  let  everybody  go. 

Let  me  begin  with  Mr.  Hill,  and  I  will  try  to  be  brief  with  my 
questions  too. 

CONTROL  BOARD  LATE  IN  SUBMITTING  REPORT  TO  CONGRESS 

Mr.  Hill,  I  have  asked — I  am  a  strong  proponent  of  the  Control 
Board,  and  I  continue  to  be.  That  should  not  be  confused  in  any 
way.  But  we  have  asked,  number  one,  back  last  October  that  the 
Control  Board  look  at  28  authorization  type  changes  that  we  sug- 
gested in  the  last  go  around  in  the  appropriations  bill.  The 
Commitee  asked  that  the  report  be  completed  by  March  1st.  It 
wasn't.  You  asked  for  an  extension  to  April  1.  Today,  is  June  5th 
and  we  still  don't  have  your  report.  When  are  we  going  to  get  it? 

Mr.  Hill.  It  should  be  noted  that  those  were  not  in  the  legisla- 
tion. 

Mr.  Walsh.  We  took  them  out. 

Mr.  Hill.  It  wasn't  in  the  report. 

Mr.  Walsh.  The  Congressional  request  with  the  April  1st  due 
date  was  on  page  103  of  the  joint  House/Senate  conference  report, 
House  Report  No.  104-455. 

Mr.  Hill.  The  Control  Board  has  a  draft  copy.  Each  Control 
Board  member  has  a  draft  copy.  They  are  right  this  minute  meet- 
ing on  what  changes  to  that  draft  copy  they  want  to  make,  and  as 
soon  as  they  clear 

Mr.  Walsh.  I  would  ask  that  it  be  done  quickly.  We  get  on  the 
City  when  they  are  late.  I  need  to  get  on  you  when  you  are  late. 
This  is  the  first  week  of  June  now. 

RENT  CONTROL  ISSUE 

Mr.  Hill.  Let  me  stress  one  issue  with  that  report.  There  are  a 
number  of  items  in  the  report  especially  relating  to  rent  control 
that  ask  the  Control  Board  if  they  are  in  a  position  to  take  a  posi- 
tion on  rent  control. 

The  Control  Board  really  wanted  to  consider  in  as  much  detail 
as  we  could  what  the  staff  had  to  say  on  that  issue.  There  are  a 
number  of  other  very  contentious  issues,  and  the  Members  right 
now  have  a  draft  of  that  report.  I  am  sure  as  soon  as  I  get  back 
we  will  have  it  ready. 

Mr.  Walsh.  We  are  in  the  process  now  of  getting  the  next  year's 
budget  together,  and  the  Authorizing  Committee  is  still  sitting.  Be- 
fore we  get  to  the  appropriations  process,  we  need  to  really  get 
moving  on  those  issues. 

REPORT  ON  28  ITEMS 

[The  following  report  was  subsequently  received  on  June  17, 
1996:] 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority 

Washington,  D.C. 

yUN  1  7 1996 

June  17,  1996 


The  Honorable  James  T.  Walsh 

Chairman 

Subcommittee  on  the  District  of  Columbia 

Committee  on  Appropriations 

United  States  House  of  Representatives 

Longworth  HOB,  Room  1330 

Washington,  D.C.  20515-6019 

Dear  Mr.  Chairman: 

Enclosed  is  the  Authority's  report  in  response  to  the  request  of  the  House 
Committee  on  Appropriations  in  H.Rep  104-294,  104th  Cong.,  1st  Sess.,  at  pp.  7-9,  to 
review  28  items  of  concem  to  the  Committee.  This  request  was  reiterated  in  the 
Conference  Report,  H.Rep.  104-455,  104th  Cong.,  2nd  Sess.,  at  pp.  103-104,  and  the 
Authority  was  asked  to  report  to  both  the  House  and  Senate  Committees  on 
Appropriations. 

We  will  be  pleased  to  answer  any  questions  you  or  your  staff  may  have  as  to  the 
report. 

Sincerely  yours, 

Andrew  F.  Brimmer 
Chairman 


One  Thomas  Circle.  N.W.    •    Suite  900    ■    Washington,  D.C  20005    •    (202)504-3400 
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No.  1:  Timely  payment  of  Ryan  White  and  other  Federal  grant  funds  and  vendor 
payment. 

When  Anthony  A.  Williams,  the  new  CFO,  was  appointed  by  Mayor  Barry,  and 
approved  by  the  Authority,  one  of  the  first  tasks  he  undertook  was  to  establish  interim 
cash  procedures  for  payments  to  vendors,  including  procedures  associated  with  grants. 
This  interim  cash  management  policy  was  an  attempt  to  balance  the  need  to  pay  the  oldest 
bills  with  the  need  to  pay  vendors  that  provide  services  to  District  residents.  In 
establishing  these  procedures,  the  CFO  prioritized  payments  based  on  the  type  of  funds 
available  and  the  type  of  services  to  be  provided.  Included  as  a  top  priority  is  the  payment 
of  wholly  grant-funded  activities  which  will  be  immediately  disbursed  upon  receipt  of  the 
funds  in  accordance  with  the  Prompt  Payment  Aa. 
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No.  2:  The  establishment  of  a  highway  transportation  fund  for  the  purpose  of 
escrowing  motor  vehicle  fuel  taxes  to  comply  with  the  provisions  of  Public  Law  104- 
21,  approved  August  4, 1995,  which  waived  the  District's  local  match  for 
$160,000,000  in  Federal  highway  funds. 

In  August  1995,  the  "District  of  Columbia  Emergency  Highway  Relief  Act" 
Public  Law  104-21  was  passed  by  Congress.  This  act  authorized  the  Federal  Highway 
Administration  (FHWA)  to  waive  the  local  matching  requirements  for  the  District's 
federal-aid  transportation  program  for  FY  1995  and  FY  1996.  The  District  was  on  the 
verge  of  losing  approximately  $82  million  in  FY  1995  highway  funds  due  to  its  inability 
to  provide  the  local  match.  Historically,  the  District  had  matched  federal  funds  through 
the  sale  of  general  obligation  debt  bonds.  However,  with  the  downgrade  of  the  District's 
bond  rating,  the  city  was  unable  to  secure  funds  to  match  the  federal-aid  transportation 
program.  In  conjunction  with  the  Act,  a  Memorandumof  Agreement  was  also  signed 
between  the  District  and  FHWA. 

The  Act  and  the  Memorandum  of  Agreement  between  the  District  and  FHWA 
require  that  the  District  establish: 

•  A  highway  trust  by  December  31,1 995  to  be  financed  by  the  motor  vehicle  fuel  tax 
or  an  equivalent  amount; 

•  A  revolving  account  to  pay  federal-aid  transportation  program  contractors; 

•  Procedures  to  expedite  the  advertisement  and  award  of  federal-aid  transportation 
program  contracts;  and 

•  Procedures  to  stabilize  and  increase  the  staffing  required  to  implement  thef  HWA 
program  in  the  District. 

The  highway  trust  fund  was  required  to  be  established  by  December  31,1 995  or 
the  District  would  lose  access  to  federal-aid  highway  funds  in  the  future.  The  highway 
trust  fund  guarantees  the  repayment  of  the  waived  local  match  and  the  availability  of 
funds  to  match  future  federal-aid  highway  appropriations. 

In  December  1995,  the  D.C.  Council  passed  the  "District  of  Columbia  Highway 
Trust  Fund  Emergency  Declaration  Resolution  of  1995."  This  resolution  fulfilled  the 
short-term  need  to  establish  the  highway  trust  fund  by  the  December  31,  1995  deadline 
outlined  in  Public  Law  104-21.  The  Council  also  passed  DC.  Act  11-218,  "Highway 
Trust  Fund  Establishment  Temporary  Act  of  1996,"  temporary  legislation  necessary  to 
continue  the  trust  fund  before  the  emergency  resolution  expired.  The  Council  must  act  to 
pass  the  permanent  trust  fund  legislation  before  the  temporary  legislation  expires. 

The  Mayor  is  required  to  deposit  into  the  Fund  an  amount  "equivalent  to"  revenue 
received  from  the  motor  vehicle  fuel  tax  and  associated  fees  and  fines.  These  monies  are 
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not  to  be  commingled  with  the  general  fund  of  the  District  nor  any  other  fiind  of  the 
District.  As  of  April  30,  1996,  the  District  had  deposited  $18  million  into  the  Highway 
Trust  Fund.  This  is  equivalent  to  the  amount  of  motor  vehicle  tax  revenues  collected 
from  October  1,  1995  through  January  31,  1996.  Begirming  in  February  1996,  the 
Department  of  Finance  and  Revenue  began  depositing  funds  equivalent  to  the  District's 
motor  vehicle  tax  revenues  into  the  trust  fund.  This  will  continue  on  a  monthly  basis. 
For  FY  1996,  the  total  amount  to  be  deposited  is  estimated  at  $34.5  million.  For  FY 
1997,  the  estimated  amount  to  be  deposited  is  between  $33  and  $35  million. 

In  October  1995,  the  District  established  the  revolving  fund  account  called  for  in 
the  Memorandum  of  Agreement,  using  $5  million  from  a  $96  million  capital  expenditure 
borrowing.  The  fund  is  to  be  used  for  prompt  payment  to  contractors  working  on  100 
percent  federally  funded  construction  projects.  The  General  Accounting  Office  (GAO)  is 
reviewing  the  establishment  of  the  trust  fund  and  the  revolving  fund  to  determine  whether 
the  revolving  fund  complies  with  the  requirements  of  the  legislation.  The  Authority,  in 
conjunction  with  the  Chief  Financial  Officer,  is  working  to  ensure  that  this  revolving 
account  is  maintained  and  used  properly. 

The  Highway  Relief  Act  also  calls  for  the  District  to  expedite  the  award  of 
federal-aid  transportation  contracts.  The  Authority  is  working  with  the  CFO  and  the  City 
Administrator's  Office  to  improve  the  current  process.  Also,  the  Authority  under  its 
contract  review  duties  will  monitor  these  contracts  to  ensure  that  proper  procurement 
regulations  are  maintained.  Recently,  the  District  and  the  Authority,  along  with  the 
Federal  Government,  signed  a  Memorandum  of  Agreement  to  expedite  the 
implementation  of  Federal-aid  highway  improvements.  This  agreement  should  help  to 
streamline  the  process  of  obtaining  highway  aid  and  making  needed  repiars,  and  should 
also  help  to  reduce  contract  reviews  and  implementation. 

The  Fiscal  Year  1997  financial  plan  and  budget  contains  an  initiative  that  would 
use  $10  million  of  excess  trust  fund  revenues  in  FY  1999  and  2000  for  highway  repairs 
and  maintenance  that  are  currently  funded  from  the  general  fiind.  The  Authority  will 
work  with  DPW  to  ensure  that  if  there  are  surplus  funds  in  FY  1 999  and  2000  that  could 
be  spent  on  repairs  and  maintenance,  these  funds  will  be  used  appropriately  and  their  use 
will  comply  with  the  legislative  requirements.  The  Authority  will  also  monitor  the 
implementation  of  the  Highway  Relief  Act  and  carefully  consider  the  recommendations 
of  the  report  to  be  issued  by  FHWA. 


510 


No.  3:  The  economic  impact  of  rent  control  and  the  feasibility  of  decontrolling  units 
as  they  become  vacant 

The  Authority  has  undertaken  a  study  of  the  economic  impact  of  rent  control  and 
the  feasibility  of  decontrolling  units  as  they  become  vacant.  Upon  completion  of  the 
study,  the  Authority  will  provide  a  report  to  the  Congress. 
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No.  4:  The  issue  of  whether  unemployment  benefits  should  be  paid  to  seasonal 
workers  for  their  customary  vacation  period. 

Elected  officials  have  coacluded  that  this  practice  should  no  longer  occur,  and 
there  are  no  funds  in  the  Fiscal  Year  1996  budget  to  support  these  benefits. 
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No.  5:  The  effect  of  the  Displaced  Workers  Protection  Act  on  the  District 
government  and  the  feasibility  of  repealing  the  Act. 

The  Displaced  Workers  Protection  Act  of  1994  requires  contractors  who  provide 
certain  types  of  services  to  retain  many  of  their  predecessor  employees  after  the 
contractors  have  taken  over  service  contracts.  Employees  covered  include  food  service 
workers,  building  maintenance  workers,  and  non-professional  health  care  workers.  The 
law  applies  to  services  provided  in  both  public  and  private  establishments.  In  part,  for 
workers  covered  under  the  act,  the  law  provides  that  if  a  new  contract  replaces  the  old 
one,  the  new  contractor  must: 

•  retain  the  old  contractor's  employees  for  ninety  days; 

•  within  ninety  days  evaluate  all  old  conti'actor  employees  and  hire  on  a  permanent  basis 
all  those  who  have  satisfactory  ratings;  and 

•  use  seniority  as  the  basis  for  keeping  old  contractor  employees,  if  fewer  employees  are 
needed  under  the  new  contract 

In  addition,  if  the  old  contrartor  loses  a  contract,  but  is  awarded  a  new  contract 
for  similar  services  at  another  establishment  within  30  days,  the  contractor  must  retain  at 
least  fifty  percent  of  the  old  staff  to  work  on  the  new  contract,  as  well  as  50  percent  of  the 
workers  fi^om  the  previous  contractor  at  the  new  establishment. 

The  Committee  asked  specifically  how  this  law  affects  the  District  government  and 
whether  the  Act  should  be  repealed.  It  is  difScult  for  the  Authority  to  offer  definitive 
assessment  of  the  impact  that  the  Displaced  Employees  Act  might  have  upon  the  District 
of  Columbia.    Recently,  a  coalition  of  service  industry  contractors  filed  suit  in  the  United 
States  District  Court,  seeking  to  block  the  implementation  of  the  Act.  The  District  Court 
ruled  in  favor  of  the  plaintiffs,  holding  that  the  act  was  in  conflict  with  the  National  Labor 
Relations  Act  and  therefore,  was  unenforceable.  The  District  of  Columbia  and  the  Service 
Employees  International  Union  appealed  the  Distrirt  Court  ruling.  In  May  1995,  a  panel 
of  the  United  States  Court  of  Appeals  for  the  District  of  Columbia  Circuit  reversed  the 
District  Court.  That  matter  had  been  pending  before  the  Supreme  Court  on  a  petition  for 
a  writ  o{ certiorari  which  was  recently  denied.  Until  that  time,  the  Act  had  been 
unenforceable.  Since  then,  no  employee  has  claimed  rights  under  the  Act.  As  a 
consequence,  the  Authority  lacks  sufficient  data  upon  which  to  render  an  opinion  as  to 
what,  if  any,  effect  the  Act,  might  have  upon  the  District  and  its  business  community. 
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No.  6:  Reducing  the  amounts  paid  to  members  of  the  Board  of  Education  and 
reducing  the  Board's  staff  and  other  expenses. 

The  Mayor's  FY  1997  budget  proposed  saving  $500,000  by  reducing  Board  of 
Education  Members'  salaries  to  $15,000  per  year  and  by  reducing  staff.  The  Authority 
endorsed  this  initiatve  and  it  was  included  in  the  final  FY  1997  budget  submitted  to  the 
Congress. 
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No.  7:  Reducing  the  amounts  paid  to  members  of  the  Retirement  Board  and 
strengthening  the  qualifications  for  appointed  members. 

The  District  of  Columbia  Retirement  Board  (DCRB)  was  established  by  the  U.S. 
Congress  in  1979  as  an  independent  agency  of  the  D.C.  Government.  The  DCRB  was 
given  exclusive  authority  and  discretion  to  manage  the  pension  funds  of  the  police, 
firefighters,  teachers  and  judges.  The  act  that  estabUshed  the  Board  also  set  the  structure, 
authority,  and  responsibility  of  the  Board. 

The  DCRB  has  thirteen  members.  Six  of  the  members  are  elected  by  active  and 
retired  participants  in  the  plans  (active  and  retired  poUce,  fire  fighters,  and  teachers).  A 
seventh  member  is  appointed  by  the  Joint  Committee  on  Judicial  Administration  to 
represent  judges.  The  Council  of  the  District  of  Columbia  and  the  Mayor  each  appoint 
three  additional  members.  Specific  experience  requirements  are  stipulated  for  only  three  of 
the  13  members  (two  members  appointed  by  the  Council  and  one  member  appointed  by 
the  Mayor.)  These  three  members  must  have  "professional  work  experience  in  the 
banking,  insurance,  or  investment  industry."  This  is  the  only  criterion  for  financial 
experience  required  for  any  Board  member.  Board  members  are  part-time  and  are 
compensated  for  meeting,  reading,  and  travel  time  at  a  rate  of  $38.39  per  hour.  Total 
compensation  paid  to  board  members  equaled  $1 19,000  in  fiscal  year  1995. 

In  April  1995,  Bear  Steams  Fiduciary  Services,  Inc.  issued  a  report  on  the  District 
of  Columbia  Retirement  Board  that  recommended  increasing  the  qualifications  of  Board 
members  and  revising  compensation  formulas  to  bring  the  Board  more  in  line  with  similar 
Boards.  Similar  Boards,  if  they  provide  compensation,  do  so  only  on  a  per  meeting  basis 
rather  than  on  an  hourly  rate  basis.  For  example  the  Delaware  State  Board  of  Pensions  is 
paid  $100  for  each  meeting  for  a  maximum  of  1 1  meetings  a  year.  The  Idaho  Public 
Employee  Retirement  System  pays  members  $50  a  meeting  for  twelve  meetings  a  year. 

Last  December,  the  DCRB  submitted  proposed  legislation  to  the  Council  that 
would,  among  other  things,  increase  the  experience  required  for  some  Board  members  and 
revise  downward  the  compensation  of  Board  members. 

This  legislation  has  not  been  introduced,  and  the  Authority  has  taken  no  position 
on  the  issue. 
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No.  8:  Reviewing  the  District's  health  care  system  and  Medicaid  program.  The 
Rivlin  Commission  stated  that  the  District's  Medicaid  benefits  are  exceeded  by  only 
five  states.  In  addition,  estimates  are  that  almost  one  third  of  the  District's 
expenditures  are  medically  related. 

The  District's  health  care  system  is  expensive,  and  a  high  percentage  of  its  citizens 
are  uninsured.  Per  capita  health  care  costs  in  the  District  exceed  those  in  neighboring 
states  and  in  cities  of  similar  size.  The  District's  relatively  high  level  of  expenditures  is 
found  in  both  the  public  and  private  sectors  of  the  health  care  system.  According  to  the 
Urban  Institute,  the  District's  per  capita  Medicaid  costs  are  as  high  as  any  other 
jurisdiction  in  the  country.  When  all  public  health  care  expenditures  are  included,  in  1994 
the  District  spent  a  total  of  $1.3  billion  on  health  care  services,  or  $1,600  per  resident,  far 
more  than  that  of  any  state.  A  comparison  of  private  health  insurance  rates  in  the  District 
to  those  of  neighboring  jurisdictions  found  private  health  insurance  coverage  in  the 
District  of  Columbia  to  be  substantially  higher.  For  example,  one  comparable  plan  was  75 
percent  more  expensive  in  the  District  than  in  Baltimore,  Maryland. 

The  District's  rate  of  uninsured  is  among  the  highest  of  any  city  or  state  in  the 
nation.  The  percentage  of  the  District's  population  under  65  years  of  age  that  is  uninsured 
is  estimated  at  20  percent.  From  this  high  rate  of  uninsured  follows  a  high  degree  of 
uncompensated  care.  In  fact.  District  hospitals  in  1994  absorbed  over  $200  million  in 
uncompensated  care  costs  alone,  with  the  District's  General  Hospital  providing  nearly  40 
percent  of  that  total.  As  a  percentage  of  total  hospital  revenues,  aggregate  unsponsored 
hospital  care  in  the  District  exceeded  1 1  percent  in  1994.  This  compares  to  a  national 
average  of  7  percent. 

The  District  has  identified  reform  of  Medicaid  program  operations  as  among  its 
highest  priority.  In  the  Mayor's  Fiscal  Year  1997  Budget  and  Multiyear  Plan,  ambitious 
goals  were  presented  for  slowing  the  growth,  and  ultimately  reducing  medicaid" 
expenditures.  Baseline  projections  show  the  District's  Medicaid  program  growing  at 
approximately  9.5  percent  per  year.  These  projections  anticipate  a  3.5  percent  average 
annual  growth  in  enrollment  and  a  6  percent  annual  growth  in  per  capita  expenditures. 
The  Mayor's  plan  would  drastically  alter  these  projections.  In  total,  52  percent  of  the 
cumulative  savings  in  the  Mayor's  multiyear  plan  would  come  from  reductions  in 
projected  Medicaid  expenditures.  The  Authority  has  raised  concerns  about  the  ability  of 
the  District  to  achieve  savings  of  this  magnitude.  Re-estimates  of  potential  Medicaid 
savings  are  underway.  Nonetheless,  although  estimates  of  potential  savings  may  be  overly 
optimistic,  the  need  to  gain  control  over  Medicaid  expenditures  has  been  clearly 
recognized. 

The  efforts  of  the  District  to  achieve  savings  in  the  Medicaid  program  center  on 
the  following  three  principal  areas; 

•    Where  feasible  the  District  is  moving  Medicaid  recipients  into  managed  care. 
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•  Where  the  District  is  contracting  directly  with  providers  for  services,  reductions  in  per 
service  compensation  is  being  sought. 

•  The  District  is  moving  toward  separating  the  health  care  regulatory,  financing  and 
planning  functions  from  direct  service  delivery.  At  present,  over  6,000  District 
employees  provide  health  care  services  to  residents.  Over  time,  the  services  that  are 
currently  provided  by  District  employees  will  be  provided  by  private  contractors. 

With  the  Authority's  assistance,  the  District  is  undertaking  a  systematic  review  of 
each  health  and  human  services  program.  The  goal  of  the  review  is  to  ensure  that  high 
quality  services  are  being  delivered  and  to  require  that  the  most  efBcient  and  accessible 
means  of  delivering  the  services  are  instituted.  Service  redundancies  will  be  identified  and 
services  prioritized  within  existing  budget  constraints.  The  District  has  already  undertaken 
this  type  of  review  with  the  DC  Village  Nursing  Home.  The  Home  is  closing  after 
relocating  the  260  residents,  resulting  in  a  30  percent  reduction  of  the  cost  of  providing 
long-term  care  services  to  this  population.  At  the  same  time,  the  residents  will  be  cared 
for  in  facilities  that  are  in  full  compliance  with  federal  and  private  certification  standards,  a 
status  DC  Village  frequently  lacked  in  the  past. 

Numerous  other  District  operations  are  or  will  be  reviewed  in  a  similar  fashion. 
For  example,  a  review  of  the  mission,  operations  and  ownn^hip  structure  of  the  District- 
owned  and  operated  neighborhood  health  clinics  is  underway.  The  District  will  consider 
merging  or  closing  public  clinics,  leasing  clinics  to  private  health  care  providers,  and/or 
contracting  directly  with  private  community-based  providers  for  the  delivery  of  the 
services.  The  District's  to-be-established  Public  Benefit  Corporation  will  operate  those 
clinics  that  remain  under  District  management.  This  review  of  clinic  operations  will  result 
in  substantial  savings  to  the  District,  improvements  in  the  aecessibility  and  quality  of  health 
care  services,  and  a  stronger  health  care  delivery  system. 

The  Authority  has  taken  other  actions  in  reviewing  the  District's  health  care 
system  to  address  problems.  In  February  of  this  year,  the  Authority  requested  and 
received  a  detailed  workplan  on  how  the  District  will  gain  control  over  Medicaid  program 
expenditures.  As  part  of  this  workplan,  resource  needs  were  identified.  The  Authority 
committed  to  providing  $260,000  to  the  District's  Commission  on  Health  Care  Finance  to 
contract  for  specialized  consulting  services.  As  a  result  of  this  initiative,  $4  5  million  in 
savings  is  anticipated  in  fiscal  year  1996. 

The  Authority  also  agreed  to  facilitate  projects  previously  identified  by  the  District. 
For  example,  in  1994  the  District  proposed  a  prescription  drug  utilization  review  program 
for  the  Medicaid  population.  This  computer-based  system  would  enable  the  District  to 
improve  the  quality  of  pharmaceutical  services  provided  to  Medicaid  recipients  while 
achieving  measurable  savings  in  the  $27  million  expended  on  prescription  drugs  annually. 
With  the  Authority's  support,  the  District  anticipates  savings  totaling  $2  4  million  in  fiscal 
year  1996  as  a  result  of  reduced  program  expenditures  and  increased  rebate  collections 
from  manufacturers    The  Authority  is  also  facilitating  the  implementation  of  other  specific 
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initiatives  identified  by  the  District.  For  instance,  the  District  has  recommended  modifying 
the  federal  Medicaid  cost  sharing  match,  which  the  Authority  supports.  The  District  of 
Columbia  currently  receives  a  federal  Medicaid  match  of  50  percent,  the  lowest  match 
provided  among  all  participating  jurisdictions.  The  General  Accounting  Office  issued  a 
series  of  reports,  dating  bade  to  May  1991,  identifying  the  need  to  adjust  the  Medicaid 
match  formula.  The  GAO  found  that  the  matching  formula  does  not  target  the  most 
federal  funds  to  states  with  the  greatest  needs;  that  is,  those  with  weak  tax  bases  and  high 
concentrations  of  poor  people.  While  the  District's  per-capita  income  ranks  third,  the 
District's  povoty  rate  ranks  fourth  among  all  jurisdictions,  highlighting  the  problem 
inherent  in  a  formula  that  factors  in  the  per-capita  income  but  does  not  consider  a 
jurisdiction's  poverty  rate.  These  important  issues  are  being  reviewed  by  the  Authority  as 
part  of  a  broader  examination  of  the  District's  healthcare  delivery  system. 
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No.  9:  Reviewing  writeofTs  and  waivers  of  District  taxes  and  other  revenues. 

A  necessary  component  of  the  District's  comprehensive  plan  to  eliminate 
its  deficit  is  the  recognition  that  the  city  must  broaden  its  overall  tax  and  revenue 
base.  To  aid  the  District  in  identifying  new  sources  of  revenue,  the  Authority  is 
collaborating  with  a  number  of  respected  organizations,  including  the  Brookings 
Institution,  to  study  initiatives  aimed  at  expanding  the  District's  tax  base.  This 
study  will  analyze  the  financial  and  economic  impact  of  tax  write-ofiFs  and  waivers, 
explore  options  for  maximizing  District  and  federal  revenue  sources,  and 
recommend  policy  options  and  implementation  strategies  for  increasing  the 
District's  overall  revenue  base. 

The  Department  of  Finance  and  Revenue  has  focused  its  transformation  and 
reorganization  activities  on  augmenting  the  Department's  ability  to  collect  tax  revenues 
through  improvements  in  its  systems  and  processes.  The  Department  is  currently  analyzing 
ways  to  improve  its  eflFectiveness  in  tax  enforcement  to  guard  against  the  growing  threat 
of  any  reduction  in  voluntary  compliance.  These  initiatives  include  measures  to  enhance 
data  entry,  tax  processing,  and  timeliness  of  the  receipt  of  cash  payments.  Current  tax 
systems  are  outdated  and  require  tremendous  manual  manipulation.  The  aim  of  this 
activity  will  be  to  reduce  the  agency's  reliance  on  personnel  and  manual  systems,  while 
preserving  and  improving  the  current  taxpayer  compliance  rate. 

The  Department  is  also  preparing  to  make  significant  improvements  to  its 
automated  systems,  tax  assessment  and  collection  capabilities.  Obsolete  and  limited 
systems  processing  of  tax  data  is  being  replaced  with  integrated  systems  that  are  faster, 
more  accurate,  and  less  labor  intensive.  These  activities  will  together  strengthen  the 
agency's  ability  to  collect  taxes,  and  reduce  the  total  amount  of  the  agency's  aged 
accounts  receivable  and  reserves  holdings.  Finally,  the  Chief  Financial  Officer  and  the 
Authority  have  been  working  collaboratively  with  District  agencies,  the  Council  "of  the 
District  of  Columbia  and  private  entities  to  initiate  a  delinquent  tax  lien  securitization  of 
the  District's  delinquent  tax  portfolio. 
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No.  10:  Reviewing  uncollected  water  bills  which  totaled  $33.3  million  as  of  July  29, 
1994. 

As  of  April  30,  1996,  the  District's  total  uncollected  water  bills  totaled 
$  30  million.  Ofthis  amount  the  District  believes  it  can  collect  $16.5  million.  The  Bureau 
of  Water  Measurement  and  Billing  ("the  Bureau"),  within  the  Department  of  Public 
Works,  is  responsible  for  collecting  these  funds  as  well  as  maintaining  the  water 
measurement  system,  reading  water  meters  and  billing  customers.  The  Bureau  is  also 
responsible  for  terminating  water  services  for  delinquent  water  bills. 

The  problem  with  delinquent  water  bills  began  in  the  late  1970's  when  water 
meters  were  inaccurate,  leading  the  Bureau  to  stop  the  practice  of  terminating  water 
services  if  accounts  were  delinquent.  As  the  accuracy  of  the  water  metering  system 
improved,  the  Bureau  resumed  tenninating  service  to  delinquent  accounts.  However,  the 
District  did  not  resume  tenninating  so^ce  to  apartment  buildings  with  delinquent  water 
bills.  As  a  result,  delinquencies  at  apartment  buildings  mounted.  The  current  problem 
with  delinquent  water  bills  is  due  almost  entirely  to  not  terminating  service  to  apartment 
buildings. 

The  Bureau  is  working  to  resolve  its  delinquent  water  bilb.  The  Bureau  places  its 
delinquent  accounts  into  six  categories  based  on  the  current  status  of  the  account. 

The  Table  below  summarizes  the  delinquent  water  bills  as  of  April  30,  1996,  for 
the  Bureau  of  Water  Measur«nent  and  Billing  as  well  as  the  status  of  those  accounts. 


Total  Delinquent  Balance 
Uncollectible 
Total  Collectible 
Accounts 


$30,105,560.66 
$13,517,096.77 
$16,588,463.89 
16,366 


Type  of  Delinquency 

Number  of  Delinquent 
Water  Bills 

Uncollectible 
Amount  $ 

Collectible  $ 

Bankruptcy  (I) 

108 

4,500,104.90 

0 

Distressed  Properties  (2) 

48 

2,812,391.31 

0 

Tax  Sale  Properties  (3) 

820 

1,868,315.50 

1,006,015.80 

Accounts  Pending  Compromises 

(4) 

40 

155,061.35 

620,245.38 

Litigation  (5) 

172 

4,181,223.71 

4,181,223.71 

Others  (6) 

15,178 

0 

10,780,979 

Total 

16,366 

13,517,096.77 

16,588,463.89 
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(1)  Bankruptcy 

This  category  consists  of  accounts  in  which  the  owner  of  the  property  has  filed  for 
either  Chapter  7  or  Chapter  1 1  bankruptcy.  There  are  108  accounts  with  a  delinquent 
balance  totaling  $4,500,104.90.  Based  upon  previous  court  decisions,  100  percent  of  this 
amount  will  be  written  off. 

(2)  Distressed  Properties 

This  category  consists  of  accounts  for  properties  that  are  abandoned  or  in  poor 
condition.  The  D.C.  Department  of  Housing  and  Community  Development  operates  a 
program  to  improve  the  condition  of  these  properties  by  forgiving  or  deferring  delinquent 
accounts.  There  are  48  accounts  with  a  delinquent  balance  of  $2,8 1 2,39 1 .3 1 .  Based  upon 
previous  decisions  rendered  by  the  Department  of  Housing  and  Community  Development, 
the  delinquencies  will  be  totally  forgiven  and/or  deferred  for  payments  five  and  ten  years 
hence. 

(3)  Tax  Sale 

This  category  consists  of  accounts  for  properties  that  are  being  sold  by  the  District 
because  of  unpaid  taxes.  Frequently,  the  delinquent  water  bill  of  these  properties  is 
greater  than  the  value  of  the  property.  There  are  820  accounts  with  a  delinquent  balance 
of  $2,874,331.30.  Based  upon  previous  sale  records,  35  percent  or  $1,006,015.90  of  this 
amount  will  be  realized. 

(4)  Pending  Compromises 

This  category  consists  of  accounts  in  which  the  Office  of  Corporation  Counsel 
negotiates  a  reduced  payment  of  the  delinquent  account.  There  are  40  accounts  with  a 
delinquent  balance  of  $775,306.73.  Pending  action  by  the  Office  of  the  Corporation 
Counsel,  80  percent  or  $620,245.38  of  this  amount  will  be  realized. 

(5)  Litigation 

This  category  consists  of  accounts  for  properties  that  the  Office  of  Corporation  is 
suing.  There  are  172  accounts  with  a  delinquent  balance  of  $8,362,447.42.  Based  upon 
discussions  with  the  Office  of  the  Corporation  Counsel,  50  percent  or  $4,181,223.70  of 
this  amount  may  be  realized. 

(6)  Other 

This  category  consists  of  accounts  30  days  over  due  that  do  not  fall  into  any  of  the 
above  categones.  In  this  category  are  15,178  residential  and  commercial  accounts  with  a 
delinquent  balance  of  $10,780,979.  It  is  expected  that  100  percent  of  this  amount  can  be 
collected 
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In  additioa  to  resolving  its  current  delinquent  water  bills,  the  District  is  attempting 
to  reduce  future  delinquencies  by  establishing  an  independent  water  and  sewer  authority. 
DC.  Act  1 1-201,  "Water  and  Sewer  Authority  Establishment  and  Department  of  Public 
Works  Reorganization  Act  of  1996"  would  give  the  new  authority  the  responsibilities  that 
currently  reside  with  the  Bureau  as  well  as  ability  to  terminate  water  services  to  all 
delinquent  accounts. 
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No.  11:  Reviewing  the  District's  bond  restructuring  program  especially  in  light  of 
the  proposal  earlier  this  year  that  District  ofTicials  stated  would  have  increased 
interest  payments  over  the  life  of  the  debt  by  $198,000,000  which  would  have  come 
out  of  operating  revenues  in  future  years,  thus  i  educing  the  amount  of  revenues 
available  to  pay  current  operating  expenses  in  those  years.  It  would  seem  prudent 
and  fiscally  responsible  that  any  debt  restructuring  result  in  a  reduction  in  the  cost 
of  total  debt  service  after  accounting  for  issuance  costs. 

The  original  proposal  was  dropped.  Since  then,  the  Authority  stafiFhave  been 
working  with  District  officials  on  a  plan  to  reduce  the  accumulated  deficit  as  well  as  to 
address  short  term  cash  flow  issues.  Any  debt  restructuring  plan  can  only  be  considered  in 
the  context  of  a  substantial  plan  and  budget  that  addresses  how  to  solve  the  cash  shortages 
caused  in  part  by  the  accumulated  deficits. 
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No.  12:  Eliminating  the  twice-a-year  cost  of  living  increase  for  police.  Tire,  and 
teachers  that  was  eliminated  for  Federal  retirees  in  1982  and  link  their  annual 
increases  to  the  Federal  system.  Also  consider  a  new  retirement  program  for  new 
hires  that  does  not  create  an  unfunded  liability. 

The  Congress  instituted  defined  benefit  pension  plans  for  the  District's  police 
officers  and  fire  fighters  in  1916,  for  teachers  in  1920,  and  forjudges  in  1970.  Benefits 
established  by  the  three  plans  were  provided  by  the  federal  government  on  a  pay-as-you- 
go  basis;  that  is,  federal  payments  each  year  were  sufficient  only  to  cover  that  year's 
benefit  payments.  No  money  was  accumulated  to  pay  for  the  benefits  that  current 
employees  were  earning  and  would  receive  after  they  retired. 

In  1979,  the  Congress  passed  the  District  of  Columbia  Retirement  Reform  Act 
(P.L.  96-122).  The  act  recognized  the  past  inadequate  level  of  fijnding  for  the  pension 
plans,  established  a  retirement  board,  and  provided  Federal  contributions  to  the  fund. 
Federal  contributions  were  established  at  $52. 1  million  for  25  years.  The  District's 
contribution  was  based  on  a  formula  that  was  not  sufficient  to  cover  the  unfiinded  liability. 
In  fact.  Congress  specifically  recognized  in  the  1979  Act  that  the  District  was  unable  to 
contribute  enough  to  cover  the  liability.  The  District's  annual  contribution  to  the  pension 
plans  in  fiscal  year  1995  was  $297  million.  The  fiscal  year  1996  contribution  is  $336.5 
million,  increasing  to  $418.4  million  fiscal  year  2000.  After  2004,  when  the  Federal 
contribution  ends,  the  District's  annual  payment  jumps  to  $640  million  and  rises  to  more 
than  $1  billion  by  2026.    These  amoimt  are  depicted  in  the  following  figure. 

Pension  Plan  Contributions 


«      800 


I  Dstrct  Contrfcutnn 
I  Federal  Conlrbutjon 


Source:  DC  Retirement  Board 


Under  the  payment  scheme,  the  unfunded  liability  increases  from  its  current  level 
of  approximately  $5  billion  to  $6  I  billion  in  2005  and  then  holds  constant    When  the 
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Congress  enacted  the  DC.  Retirement  Reform  Act  of  1979,  it  transferred  a  $2  billion 
unfunded  liability  to  the  District.  The  intervening  growth  in  the  unfunded  liability 
represents  the  interest  on  the  original  debt. 

A  comparison  of  the  Distrirt's  pension  plans  with  other  jurisdictions  indicates  that 
the  District's  system  is  not  out  of  line  with  other  pension  programs.  In  fact,  the  teachers' 
pension  program  is  less  generous  than  other  such  programs.  A  1992  General  Accounting 
Office  report  indicated  that,  after  30  years  of  service,  the  District's  fire  and  police  plan 
pays  77.5  percent  of  salary,  the  second  highest  of  eleven  plans  surveyed.  However,  five  of 
the  plans  paid  75  percent  of  salary  and  the  range  was  from  60  percent  to  84  percent.  The 
District's  teachers'  pension  plan  paid  the  second  lowest  benefit  (56.25%).  Eight  of  the 
plans  paid  60  percent  or  more  with  the  range  being  50  percent  to  75  percent.  However, 
the  District's  pension  plan  was  the  only  one  that  paid  twice  a  year  cost  of  living 
adjustments. 

The  Mayor's  Fiscal  Year  1997  Budget  and  Multiyear  Financial  Plan  has  two 
initiatives  that  address  the  District's  pension  program  for  police,  fire  fighters,  teachers,  and 
judges:  development  of  a  new  pension  plan  for  these  workers  and  the  unfunded  liability 
for  the  current  plan. 

Although  the  plan  discusses  these  two  initiatives  separately,  they  need  to  be 
considered  together.  Forming  a  new  pension  plan  without  a  strategy  for  addressing  the 
unfunded  liability  is  not  prudent.  Section  207  of  the  Financial  Responsibility  and 
Management  Assistance  Act  of  1995,  which  outlined  areas  that  the  Authority  should 
address,  noted  that  the  Authority  could  identify  "...alternatives  for  meeting  obligations  to 
pay  for  the  pensions  of  former  District  government  employees."  Addressing  the  unfunded 
liability  in  the  current  pension  program  requires  commitments  from  the  Federal  and 
District  governments  and  the  labor  unions  that  represent  affected  police,  fire  fighters,  and 
schools  employees. 

Various  options  have  been  proposed  to  address  the  unfunded  liability  and  the 
significant  growth  in  the  District's  payment.  These  include  changes  in  the  fbnding 
methods,  freezing  or  capping  the  cost-of-living  adjustments,  adjusting  the  employee 
contribution,  and  increasing  the  Federal  contribution.  The  Authority  is  studying  the  issue 
and  plans  to  work  with  District  and  Federal  officials  to  develop  a  plan  to  address  this 
problem.  The  Authority  notes  that  shifting  to  a  single  year  COLA  will  bring  the  DC 
pension  programs  more  in  line  with  other  pension  plans,  but  it  will  have  only  a  small 
impact  on  the  District  contribution  and  overall  unfunded  liability. 

The  District  has  proposed  creating  a  new  police,  fire  fighters',  and  teachers' 
pension  plan  for  new  hires  after  October  1,  1996.  Legislation  to  accomplish  this  was 
submitted  to  the  Council  in  early  March.  This  plan  will  reduce  the  cost  to  the  District  of 
police  and  fire  figheters'  pension  plans  of  the  District  of  Columbia  from  44  percent  of 
salaries  to  23  percent;  teachers'costs  to  the  District  remain  about  the  same    The  Authority 
is  analyzing  the  specifics  of  this  plan. 
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In  May  1996,  Congresswoman  Norton  proposed  legislation  to  address  the 
unfunded  liability  in  the  police,  firefighters,  teachers,  and  judges  pension  program.  This 
legislation  calls  for  the  reduction  in  the  annual  District  contribution  to  a  fixed  $185  million 
and  an  increase  in  the  annual  federal  contribution  to  $295  million.  In  addition,  the 
legislation  calls  for  increases  in  the  employees'  contribution  to  the  plan  and  revisions  to 
the  automatic  cost-of-living  adjustments.  The  Authority  is  studying  this  proposal. 
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No,  13:  Repealing  the  Clean  Air  Compliance  Fee  Act  of  1994. 

The  Authority  is  currently  reviewing  this  issue.  Upon  completion  of  the  review, 
we  will  share  the  results  with  the  Congress. 
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No.  14:  Strengthening  The  District's  financial  structure  so  that  those  responsible 
for  overspending  can  be  held  accountable. 

The  District's  Financial  Management  System  (FMS)  can  not  provide  reliable, 
timely  information  for  managers  to  manage  operations  and  costs  at  any  level.  The  system 
does  not  include  the  subsystems  and  ledger  accounts  necessary  to  develop  routine  financial 
reports  such  as  interim  or  year-end  financial  statements,  accounts  receivable  balances,  and 
accounts  payables  reports.  Also,  the  FMS  can  not  interface  with  basic  subsystems.  For 
example,  financial  transactions  for  check  writing,  wire  transfers,  and  cash  transfers 
between  fiands  are  processed  in  systems  separate  fi"om  FMS.  Further,  a  payroll  subsystem 
was  never  implemented  and  an  effective  grants  management  subsystem  was  never 
developed. 

Funding  development  and  implementation  of  new  technology  for  financial 
management  operations  and  systems,  as  well  as  for  essential  subsystems  and  processes    is 
one  of  the  District's  highest  priorities.  The  following  specific  actions  have  been  initiated 
to  address  these  needs; 

•  Funding  for  a  comprehensive  needs  assessment  for  the  District's  financial  management 
system,  and  development  and  implementation  of  an  upgraded  system  during  fiscal 
years  1996  and  1997. 

•  Establishing  a  budget  review  team  to  monitor  the  execution  of  the  budget.  The  Office 
of  the  Budget  will  develop  procedures  for,  monitor  and  enforce  allotments  to  agencies; 
and  analyze  spending  and  revenues  to  alert  managers  to  potential  fiscal  problems. 

•  Requiring  agencies  to  submit  obligating  documents  to  a  certification  team  in  the 
Controller's  Office  for  review  prior  to  acceptance  into  the  FMS-a  requirement  for 
issuance  of  contracts  or  purchase  orders  to  vendors.  The  certification  team  will 
review  obligating  documents  to  assure  that  the  (1)  the  requested  goods  or  services  are 
related  to  the  agency  mission;  (2)  the  agency  is  adhering  to  its  budget;  (3)  the  request 
is  an  appropriate  use  of  fimds;  and  (4)  costs  charged  to  grants  are  likely  "to  be 
reimbursed. 

•  Allocating  fiinds  to  some  agencies  at  no  more  than  90  percent  of  the  $4,994  billion 
budget  ceiling  established  by  the  Congress.  In  order  to  ensure  that  the  execution  of 
the  budget  as  apportioned  is  implemented  properiy,  the  component  agencies'  finance, 
budget  and  accounting  managers  have  been  directed  to  report  to  the  CFO    Also, 
specific,  advance  certification  of  agencies'  and  offices'  plans  to  obligate  funds  have 
been  developed  and  submitted  to  the  CFO  for  approval    The  CFO  must  report 
monthly  on  agencies'  performance 

•  Placing  the  agency  controllers  directly  under  the  control  of  the  CFO,  requiring  them  to 
implement  practices  and  policies  established  by  the  CFO  to  establish  financial 
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accountability  within  the  agencies,  and  to  develop  a  centralized  core  of  financial 
professionals  who  report  not  only  to  the  agency  directors,  but  also  to  the  CFO. 

Ending  the  practices  of  automatically  paying  vendors  with  tax  and/or  other  liens 
against  them  and  discontinuing  the  issuance  of  manual  checks  for  vendor  payments. 
Rules  also  have  been  established  to  prioritize  payments. 
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No.  15:  The  propriety  and  fiscal  impact  of  allowing  elected  ofTicials  to  represent 
third  parties  in  actions  against  the  District  government 

Both  District  of  Columbia  law  and  Federal  law  comprehensively  regulate  (and 
basically  prohibit)  the  representation  of  third  parties  by  elected  officials  before  the  District 
government. 

For  example,  D.C.  Code  Section  1-I461(h)  provides: 

Neither  the  Mayor  nor  any  member  of  the  Council  of  the  District  of 
Columbia  may  represent  another  person  before  any  regulatory  agency  or 
court  of  the  District  of  Columbia  while  serving  in  such  office. 

There  is  also  a  general  prohibition  in  D.C.  Code  Section  1 .  146 1  (b)  providing: 

No  public  official  shall  use  his  or  her  official  position  or  office  to  obtain 
financial  gain  for  himself  or  herself ...  or  any  business  with  which  he  or 
she  ...  is  associated,  other  than  that  compensation  provided  by  law  for 
said  pubUc  official. 

In  addition,  to  the  extent  that  a  member  of  the  Council  or  other  elected  official 
could  obtain  confidential  information  which  might  be  useful  in  representing  third  parties 
against  the  Distrirt  of  Columbia  government,  D.C.  Code  Section  1. 1461(e)  forbids  it: 

No  public  official  shall  use  or  disclose  confidential  information  given  in  the 
course  of  or  by  reason  of  his  or  her  official  position  or  activities  in  any  way 
that  could  result  in  financial  gain  for  himseiror  herself  or  for  any  other 
person. 

It  is  also  provided  in  D.C.  Code  Section  1 .  1461(g)  that: 

Any  public  official  who,  in  the  discharge  of  his  or  her  official  'duties,  would 
be  required  to  take  an  action  or  make  a  decision  that  would  affect  directly 
or  indirectly  his  or  her  financial  interest  or  those  of ...  a  business  with 
which  he  or  she  is  associated,  or  must  take  an  official  action  on  the  matter 
as  to  which  he  or  she  has  a  conflict  situation  created  by  a  personal,  family, 
or  client  interest,  shall  prepare  a  written  statement  describing  the  potential 
conflict  of  interest  [and  may  be  excused  from  official  action  on  the  matter.] 

In  addition  to  the  members  of  the  Council,  the  Board  of  Education  and  the  Mayor, 
these  conflict  of  interest  provisions  of  DC.  Code  Section  1 .  1461  also  apply  to  members  of 
the  Advisory  Neighborhood  Commissions,  the  only  other  group  of  elected  officials  in  the 
District  of  Columbia  .  See  DC.  Code  Section  I  1462(i)(2). 
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The  provisions  of  several  Federal  conflict  of  interest  laws  also  prevent  elected 
o£5cials  of  the  District  of  Columbia  from  representing  third  parties  before  the  District  of 
Columbia  government. 

18  U.S.C.  §  203(b)  provides: 

(b)  Whoever,  otherwise  than  as  provided  by  law  for  the  proper  discharge  of 
official  duties,  directly  or  indirectly— 

(1)  demands,  seeks,  receives,  accepts,  or  agrees  to  receive  or 
accept  any  compensation  for  any  representational  services,  as  agent 
or  attorney  or  otherwise,  rendered  or  to  be  rendered  either 
personally  or  by  another,  at  a  time  when  such  person  is  an  officer  or 
employee  of  the  District  of  Columbia,  in  relation  to  any  proceeding, 
application,  request  for  a  ruling  or  other  determination,  contract, 
claim,  controversy,  charge,  accusation,  arrest,  or  other  particular 
matter  in  which  the  District  of  Columbia  is  a  party  or  has  a  direct 
and  substantial  interest,  before  any  department,  agency,  court, 
officer,  or  commission;  or 

(2)  knowingly  gives,  promises,  or  offers  any  compensation  for  any 
such  representational  services  rendered  or  to  be  rendered  at  a  time 
when  the  person  to  whom  the  compensation  is  given,  promised,  or 
offered,  is  or  was  an  officer  or  employee  of  the  District  of 
Columbia;  shall  be  subject  to  the  penalties  set  forth  in  .  .  .  this  title. 

18  U.S.C.  §  205(b)  provides:  '■- 

(b)  Whoever,  being  an  officer  or  employee  of  the  District  of  Columbia, 
.  . .  otherwise  than  in  the  proper  discharge  of  official  duties— 

(1)  acts  as  agent  or  attorney  for  prosecuting  any  claim  against  the 
District  of  Columbia,  or  receives  any  gratuity,  or  any  share  of  or 
interest  in  any  such  claim  in  consideration  of  assistance  in  the 
prosecution  of  such  claim;  or 

(2)  acts  as  agent  or  attorney  for  anyone  before  any  department, 
agency,  court,  officer,  or  commission  in  connection  with  any 
covered  matter  in  which  the  District  of  Columbia  is  a  party  or  has  a 
direct  and  substantial  interest;  shall  be  subject  to  the  penalties  set 
forth  in  .  .  .  this  title. 

In  addition,  18  U.S.  C.  §  208  provides  that  no  officer  or  employee  of  the  District 
of  Columbia  shall  participate: 
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personally  and  substantially  as  a  Government  officer  or  employee,  through 
decision,  approval,  disapproval,  recommendation,  the  rendering  of  advice, 
investigation,  or  otherwise,  in  a  judicial  or  other  proceeding,  application, 
request  for  a  ruling  or  other  determination,  contract,  claim,  controversy, 
charge,  accusation,  arrest,  or  other  particular  matter  in  which,  to  his 
knowledge,  he  .  .  .  [or  his]  general  partner,  [or  any]  organization  which  he 
is  serving  as  general  partner  or  employee  ...  has  a  financial  interest. 

These  federal  statutes,  which  carry  criminal  penalties,  cover  every  elected  official 
of  the  District  of  Columbia  government. 

In  view  of  existing  Federal  and  District  laws,  the  Authority  believes  that  additional 
legislation  is  not  needed  to  regulate  and  control  elected  officials  in  representing  third 
parties  in  actions  against  the  District  of  Columbia. 
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No.  16:  Reviewing  employee  work  rules  to  determine  whether  they  are  overly 
generous  at  the  expense  of  taxpayers. 

The  Authority  is  in  the  process  of  evaluating  the  District  of  Columbia's  personnel 
rules,  policies,  and  procedures,  as  well  as  the  agreements  that  have  been  negotiated  with 
labor  unions.  While  this  review  has  not  been  completed,  the  Authority  has  been  able  to 
make  a  few  preliminary  observations.  With  respect  to  its  personnel  rules  and  procedures, 
the  District  has,  to  a  large  measure,  adopted  rules  similar  to  those  of  the  old  Civil  Service. 
These  rules  may  have  been  appropriate  for  a  system  as  large  and  complex  as  the  United 
States  Government.  However,  they  have  proven  to  be  cumbersome  and  unwieldy  for  a 
local  government  to  manage.  Exacerbating  this  problem  has  been  the  introduction  of  an 
unusually  expansive  collective  bargaining  program  which  has  resulted  in  an  extraordinary 
number  of  collective  bargaining  units  and  agreements.  The  result  of  all  of  this  has  been 
the  development  of  a  large,  expensive,  and  inefficient  personnel  system,  as  well  as  one  that 
is  unresponsive  to  the  needs  of  the  District  Government  and  its  employees.  The  Authority 
is  continuing  to  study  ways  to  reform  the  District's  personnel  system  to  make  it  more 
efficient  and  cost-effective.  It  will  also  closely  monitor  the  collective  bargaining  process 
to  ensure  that  new  work  rules  are  similar  to  those  in  comparable  jurisdictions. 
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No.  17:  Reducing  police  overtime  for  court  appearances  through  night  papering  or 
other  means. 

Kight  papering  is  designed  to  enable  police  officers  who  make  arrests  late  in  the 
day  to  "paper"  (file  the  paperwork  with  the  U.S.  Attorney's  Office  and  the  Office  of 
Corporation  Counsel )  cases  while  on  their  regular  shifts,  thereby  avoiding  overtime.  The 
filing  of  the  paperwork  permits  the  initiation  of  prosecution  proceedings.  The  Courts  have 
noted  that  one  significant  benefit  of  night  papering  is  that  under  such  a  system  "no  paper" 
cases,  which  can  constitute  as  much  as  30  percent  of  the  adult  caseload  and  over  30 
percent  of  the  juvenile  caseload,  are  identified  more  quickly  than  would  otherwise  occur, 
and  defendants  in  these  cases  are  more  quickly  released.  Night  papering  may  be 
implemented  alone  or  in  conjunction  vwth  Night  Court. 

The  Metropolitan  Police  Department  estimates  that  fiill  implementation  of  the  its 
technology  plan,  which  includes  night  papering,  will  reduce  the  number  of  officers  needed, 
expand  services,  eliminate  waste,  reduce  overtime,  and  add  nearly  50  percent  more  time  to 
officers'  patrol  time.  Full  implementation  of  the  plan  also  will  result  in  a  reduction  in  case 
processing  time  fi-om  the  current  six  hours  to  an  estimated  two  and  one  half  hours,  which 
equates  to  placing  nearly  200  additional  officers  on  the  street.  The  Department  estimates 
that  the  plan  can  be  fiilly  implemented  within  two  years  of  receiving  fimding.  The  payback 
period  is  estimated  at  less  than  two  years.  In  its  response  to  the  Mayor's  FY  1997  Budget 
and  Multiyear  Plan,  the  Authority  strongly  supported  this  initiative. 

The  Department  recently  received  a  $6  million  grant  for  automation/equipment 
fi-om  the  Department  of  Justice  (DOJ).  This  grant,  referred  to  as  the  COPS  More  grant, 
will  fiind  a  significant  portion  of  MPD's  technology  plan.  MPD  will  fund  the  remainder  of 
its  technology  plan  with  a  portion  of  the  additional  $15  million  received  by  the  Department 
for  fiscal  year  1996. 

Not  everyone  supports  this  iniutive.  The  District  undertook  a  pilot  project  on 
night  papering  several  years  ago.  The  US.  Attorney's  Office  concluded  that  given  MPD's 
lengthy  case  processing  time,  night  papering  was  not  an  efficient  use  of  resources.  Last 
year,  the  U.S.  Attorney's  Office,  the  Courts,  and  MPD  met  to  discuss  the  possibility  of 
instituting  night  papering  on  a  pilot  basis  once  again.  The  U.S.  Attorney's  Office 
concluded  that  night  papering  was  still  not  cost  effective  since  case  processing  time  had 
not  been  reduced.  The  U.S.  Attorney's  Office  maintains  that  until  the  Police  Department 
is  fully  automated  and  case  processing  time  is  reduced,  night  papering  is  not  an  effective 
use  of  the  U.S.  Attorney's  Office's  time  and  resources.  The  U.S.  Attorney's  Office  is 
willing  to  revisit  night  papering  once  MPD  is  fiilly  automated  and  has  demonstrated  that 
case  processing  time  has  been  reduced  fi-om  the  current  six  hours  to  the  estimated  two  and 
one  half  hours. 

However,  the  Court  consistently  has  indicated  its  intent  to  participate  fiilly  in  a 
night  papering  effort,  as  long  as  the  Court  is  ftinded  for  the  minimal  costs  associated  with 
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night  papering.  The  Court's  role  in  night  papering  would  be  administrative  at  the  end  of 
the  process  it  would  accept  the  final  paperwork  and  log  the  information  into  its  computer 
system. 
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No  18:  Reviewing  the  District  government's  role  and  responsibilities  in  the  recent 
agreement  with  the  suburban  governments  concerning  the  operation  of  the  Blue 
Plains  Waste  Water  Treatment  Plant  and  how  the  agreement  can  be  implemented  to 
reduce  the  city's  fiscal  liability. 

The  provision  of  effective  water  distribution  services  and  sewage  collection, 
treatment  and  disposal  to  the  District  and  portions  of  the  Metropolitan  Area  is  essential  to 
ensure  the  health,  safety  and  well-being  of  the  citizens  of  the  Distnct.    The  Water  and 
Sewer  Utility  Administration  (WASUA)  of  the  District  of  Columbia  Department  of 
Public  Works  currently  is  responsible  for  providing  wastewater  treatment  services  to  the 
District  and  jurisdictions  in  the  surrounding  area  including  Fairfax  County,  Virginia; 
Montgomery  County,  Maryland;  and  Prince  George's  County,  Maryland.  WASUA 
consists  of  1  242  employees,  2,400  miles  of  sewers,  1,300  miles  of  water  mains,  25,000 
catch  basins,' 27  pumping  stations  and  has  a  capacity  to  treat  309  million  gallons  per  day  of 
wastewater   Blue  Plains,  the  sewage  treatment  arm  of  WASUA,  is  valued  at  $1 .4  billion, 
and  occupies  154  acres  of  waterfront  property  in  southwest  Washington.  Blue  Plains  is 
scheduled  to  be  expanded  to  treat  370  million  gallons  per  day  by  the  year  2010. 

The  financial  crisis  in  the  District  has  negatively  affected  the  operations  of  the  Blue 
Plains  Wastewater  FaciUty.  The  crisis  prompted  the  use  of  over  $81  million  in  WASUA 
reserve  funds  in  FY  1994  to  fund  other  District  cash  needs.  In  addition,  various  capital 
and  chemical  supply  needs  went  unmet  and/or  contractors  supplying  critical  supplies  and 
services  to  Blue  Plains  were  not  paid.  This  situation  brought  Blue  Plains  dangerously 
close  to  violating  its  EPA  permit  to  operate. 

It  has  become  increasingly  apparent  to  the  surrounding  suburban  users  of  Blue 
Plains  and  to  District  officials  that  a  more  efficient  way  of  operating  the  facility  must  be 
found    The  creation  of  the  new  water  and  sewer  authority  is  the  appropriate  step  m 
moving  Blue  Plains'  operations  toward  better  management,  and  providing  improved 
service  and  maintenance  for  health  and  safety  of  the  Washington  Metropolitan  area. 

DC  Act  1 1-201,  "Water  and  Sewer  Authority  Establishment  and  Department  of 
Public  Works  Reorganizktion  Act  of  1996,"  which  passed  the  DC.  Council  on  January  4, 
1996    establishes  an  independent  water  and  sewer  authority  which  will  effectively 
separate  the  finances  and  management  of  WASUA,  or  Blue  Plains,  fi-om  the  Distnct 
government  and  insulate  the  plant's  operations  fi-om  the  current  financial  difficulties  of  the 
District.  The  authority  would  be  governed  by  a  10  member  board  of  directors,  six  of 
whom  must  be  District  residents.  The  remaining  four  members  would  come  from  the 
suburban  jurisdictions  of  Fairfax  county,  Virginia,  Montgomery  County,  Maryland,  Pnnce 
George's  County,  Maryland,  and  the  Washington  Suburban  Sanitary  Commission.  The 
Mayor  would  appoint  the  chairperson  from  among  the  six  District  Board  members 

Under  the  legislation,  the  new  authority  would  have  the  power  to  (1)  borrow 
money;  (2)  issue  revenue  bonds;  (3)  establish,  levy,  and  collect  revenues  and  fees,  and  (4) 
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raise  and  expend  its  own  funds  without  congressional  approval.  The  authority  would  also 
have  an  independent  budgetary  process;  determine  water  rates  independent  of  the  Mayor 
and  D.C.  Council;  and  its  funds  would  be  separate  from  the  District's  general  fund.  The 
Mayor,  as  agent  for  the  new  authority,  would  expeditiously  deposit  all  dedicated  revenues 
into  the  authority's  fund. 

The  legislation  also  calls  for  the  new  authority  to  assess  the  feasibility  of 
privatizing  Blue  Plains  within  six  months  after  enactment.  The  new  authority's 
recommendations  would  be  submitted  to  the  Mayor  and  Council  for  approval.  The 
Authority  would  also  approve  the  privatization  recommendations  under  its  powers  to 
review  legislation  and  contracts.    The  new  authority  also  must  conduct  a  study  after  the 
first  full  year  of  operation  to  determine  the  feasibility  of  establishing  the  authority  as  a 
regional  authority,  similar  to  Metro.  This  study  would  also  make  recommendations 
concerning  the  ongoing  relationship  between  the  user  jurisdictions. 

The  Authority  approved  the  legislation  creating  the  new  water  and  sewer 
authority  on  February  15,  1996,  after  an  extensive  review  including  a  public  hearing  at 
which  the  District  and  Council  of  Governments  (COG)  officials  presented  testimony  in 
support  of  the  legislation.  The  Authority  did  so  because  the  legislation  offered  the 
potential  for  significant  improvement  in  the  efficient,  eflfective,  and  equitable  operation  of 
Blue  Plains  and  the  assurance  of  quality  wastewater  treatment  and  quality  water  delivery 
to  the  citizens  of  the  District  and  the  region. 

However,  the  Authority  remained  concerned  with  two  aspects  of  the 
legislation— (1)  the  development  of  a  District  plan  for  the  repayment  of  $81  million 
borrowed  from  WASUA  reserve  funds;  and  (2)  the  complete  separation  of  water  and 
sewer  revenues  from  the  general  fund  of  the  District— and  conditioned  its  approval  on  their 
resolution.  The  first  issue  has  been  resolved  with  the  inclusion  in  the  FY  1997  ffaancial 
plan  and  budget  of  a  plan  to  repay  the  $81  million  over  the  next  five  years  beginning  in 
FY  1997.  The  emergency  legislation,  "District  of  Columbia  Water  and  Sewer  Authority 
Emergency  Amendment  Act  of  1996,"  passed  by  the  Council  on  June  4,  1996,  addresses 
the  second  concern. 

The  emergency  legislation  makes  it  expressly  clear  that  the  funds  received 
by  the  new  authority  are  not  to  be  commingled  with  the  funds  and  accounts  of  the  District 
government  at  any  time.  It  also  provides  that  the  District  Treasurer  will  collect  retail 
water  and  sewer  payments  for  the  new  authority  only  until  the  new  authority  has 
implemented  a  collection  system  of  its  own.  Similar  provisions  are  provided  for 
disbursements  for  the  new  authority.  These  provisions  will  make  potential  investors 
comfortable  that  funds  will  be  totally  segregated  for  the  repayment  of  their  water  and 
sewer  bonds. 

The  emergency  legislation  also  provides  that  the  new  authority  will  have 
sufficient  revenues  to  pay  its  costs  and  principal  and  interest  on  any  outstanding  bonds  and 
on  any  proposed  bonds,  and  that  assets  made  available  to  the  new  authority  remain  under 
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the  authority's  control  for  as  long  as  authority  revenue  bonds  remain  outstanding.  These 
provisions  are  also  attractive  from  the  bondholders'  standpoint.  It  is  important  that  the 
entity  which  issues  the  debt,  i.e.,  the  new  authority,  have  sufficient  revenues  available  to 
repay  bond  obligations,  and  that  it  control  not  only  its  revenues,  but  also  the  underlying 
assets  which  support  the  generation  of  those  revenues.    Controlling  those  assets  is 
essential  to  being  able  to  efifectively  generate  revenues  and  manage  operations  in  a  manner 
that  will  permit  the  timely  repayment  of  bondholders. 

The  emergency  legislation  provides  the  new  authority  with  the  ability  to 
defease  its  bonds.  This  means  that  sufficient  funds  to  pay  all  principal  and  interest  on  the 
outstanding  bonds  will  be  put  in  escrow  (usually  invested  in  U.S.  securities).  The  escrow 
will  serve  as  a  guarantee  of  repayment  for  bondholders.  For  the  new  authority,  this  means 
that  it  would  issue  new  bonds  to  fully  fiind  the  escrow  account. 

The  emergency  legislation  also  addresses  some  of  the  Authority's  other 
concerns  by  increasing  the  membership  of  the  new  authority's  board  by  one  and 
eliminating  the  position  to  be  held  by  a  representative  of  the  Washington  Suburban 
Sanitation  Commission;  and  requiring  eight  votes  of  the  board  to  hire  or  fire  the  general 
manager. 

In  the  Authority's  view,  the  original  legislation  and  the  emergency 
legislation  passed  recently,  represent  an  appropriate  step  in  moving  the  Blue  Plains 
operation  toward  better  management  and  improved  service.  The  legislation  also  requires 
that  the  new  authority  study  the  feasibility  of  privatizing  the  Blue  Plains  facility-a  move 
that  should  it  prove  feasible~the  Authority  supports. 

Pending  legislation  will  allow  the  new  authority  to  issue  bonds,  notes,  and 
other  obligations  to  borrow  money  to  finance  or  assist  in  the  financing  of  its  undertakings. 
These  bonds  would  not  be  considered  obligations  of  the  District  or  subject  to  its  14 
percent  debt  limit    However,  the  payments  the  new  authority  makes  to  the  District  related 
to  certain  general  obligation  bonds  would  be  included  in  the  debt  limit.  The.  bill  would 
also  require  that  fiinds  transferred  to  the  District  Treasurer  to  make  debt  service  payments 
be  deposited  into  a  segregated  account  in  the  general  fimd.  The  new  authority  would  also 
be  required  to  submit  an  annual  budget  to  the  District  for  inclusion  in  the  District's  annual 
budget  and  financial  plan,  though  neither  the  Mayor  nor  the  Council  would  be  able  to 
make  any  reductions  to  its  budget.  Eight  of  the  new  authority's  1 1  board  members  would 
be  required  to  approve  any  budget  item  related  to  joint-use  facilities. 

The  proposed  bill  is  generally  compatible  with  those  passed  by  the  DC. 
Council  and  would  provide  the  needed  changes  to  the  District's  charter  to  allow  the  new 
authority  to  finance  improvements  to  its  wastewater  treatment  facilities.  However,  the 
Authority  recently  recommended  to  the  House  Committee  on  Government  Reform  and 
Oversight  Subcommittee  on  the  District  of  Columbia  that  revisions  to  several  provisions 
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be  made  for  clarity  and  to  optimize  both  the  new  authority's  and  the  District's  borrowing 
capacity. 
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No.  19:  Reviewing  the  District  government's  plan  to  privatize  the  correctional 
activities  at  Lorton  and  close  the  Lorton  prison  facility  over  a  five-year  period 
beginning  with  fiscal  year  1996. 

The  issues  facing  the  Department  of  Corrections  have  been  well  publicized,  and 
include  such  problems  as  overcrowding,  a  severe  shortage  of  correctional  officers,  and 
deteriorating  and  poorly  designed  facilities.  Moreover,  the  Department  is  operating  under 
numerous  court  orders  and  consent  decrees,  which  impact  virtually  every  aspect  of  its 
operations,  including  staffing  levels.  With  inadequate  staffing  levels  to  meet  court-ordered 
requirements,  the  Department  must  rely  on  overtime  to  fill  court-ordered  positions  and 
avoid  fines.  The  Department  currently  has  300  vacant  court-ordered  correctional  officer 
positions  for  which  coverage  is  provided  strictly  on  an  overtime  basis.  Staff  are  being 
asked  to  work  an  inordinate  number  of  hours.  This  is  not  an  acceptable  correctional 
standard,  and  it  places  staff  and  inmates  at  substantial  risk.  Through  mid- April,  the 
Department  of  Cortections  has  already  incurred  more  than  $11  million  in  overtime.  The 
Department  anticipates  spending  $2 1  million  in  overtime  this  fiscal  year.  At  this  spending 
level,  the  Department  could  hire  nearly  600  correctional  officers.  However,  the 
Department's  FTE  ceiling  of  3,407  prevents  it  fi^om  hiring  the  number  of  correctional 
officers  needed  to  meet  the  court-ordered  staffing  requirements  and  forces  the  Department 
to  use  overtime  to  fill  the  court-ordered  positions. 

Historically,  the  Department  of  Corrections  has  been  underfunded.  The 
Department  has  not  had  a  budget  that  supports  full  compliance  with  court  orders  or 
operational  needs.  The  Department  of  Corrections  estimates  that  a  fiilly-fijnded  budget 
would  be  approximately  $300  million  versus  its  current  budget  of  $249  million.  Although 
personal  services  spending  has  increased  since  1990,  much  of  this  increase  is  driven  by  the 
excessive  amounts  of  overtime.  Non-personal  services  spending,  on  the  other  hand,  has 
dropped  dramatically  fi-om  $120  million  in  fiscal  year  1990  to  $61  million  in  1995  It  is  this 
decline,  in  part,  which  has  resulted  in  the  deterioration  of  the  Department's  facilities  and 
infrastructure. 

The  fiscal  year  1997  budget  as  proposed  by  the  Mayor  again  severely  underfiinds 
the  Department  of  Corrections.  The  Authority  believes  that  the  budget  is  underfunded  by 
nearly  $50  million.  To  help  address  this  underfunding,  the  Authority  in  its  May  8  revisions 
added  $35  million  to  the  Mayor's  proposed  FY  1997  budget  for  public  safety  agencies    A 
substantial  portion  of  this  increase  will  be  allocated  to  the  Department  of  Corrections. 
Previously,  the  Authority  had  increased  the  Department's  FY  1996  budget  by  $16  8 
million  over  the  Mayor's  proposed  budget  of  $232  million    The  Authority  will  continue  to 
work  closely  with  the  Department  of  Corrections  to  identify  additional  areas  of 
anderfunding,  and  to  develop  a  budget  that  begins  to  meet  the  critical  needs  of  the 
Department 

The  National  Center  for  Crime  and  Delinquency  (NCCD)  study  also  chronicles  the 
severe  underfunding  of  the  Department  of  Corrections    The  study  states  that  the 
Department  of  Corrections  budget  should  be  adequate  to  fund  a  prison  system  of  its  size 
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However,  the  study  concludes  that  the  costs  for  operating  the  Department  are  higher  than 
necessary  and  will  continue  to  be  so  as  a  result  of  the  condition  of  the  facilities,  the 
numerous  court  orders,  cumbersome  personnel  policies  and  procedures,  mismanagement, 
and  an  inability  so  far  to  privatize  some  Department  operations.  The  Authority  agrees 
with  the  study's  conclusion  that  "these  obstacles  make  it  impossible  to  properly  manage 
the  system  with  existing  funds  and  staff" 

Many  infrastructure  changes  are  clearly  needed  at  the  correctional  facilities.  For 
instance,  the  NCCD  study  refers  to  the  many  physical  plant  upgrades  needed  at  the 
various  facilities.  Additionally,  the  Department  of  Corrections  has  developed  a  list  of 
basic  infrastructure  repairs  needed  at  the  various  facilities,  including  electrical  and 
mechanical  improvements,  improvements  to  the  sewage  collection  system,  and  plumbing 
upgrades.  The  Department  estimates  the  cost  of  these  repairs  at  $16  million.  The  study 
also  highlights  numerous  short-term  security  needs  of  the  Department  which  must  be 
addressed  even  if  it  is  determined  that  the  Lorton  Complex  should  be  closed.  The 
Department  estimates  that  its  short-term  security  needs  total  slightly  more  than  $7  million, 
and  include  such  equipment  as  intrusion  detection  systems,  long-range  radio 
communications  systems,  and  night  vision  equipment.  Currently,  funding  is  not  available 
for  this  equipment. 

Moreover,  the  NCCD  study  recommends  additional  spending  to  correct  numerous 
structural  deficiencies,  to  build  new  facilities  for  housing  an  additional  2,000  inmates,  and 
to  hire  additional  correctional  officers.  At  a  time  when  the  District  is  trying  to  reduce  the 
number  of  FTEs,  the  study  recommends  that  the  District  approve  the  hiring  of  at  least  425 
staff  to  reduce  overtime  and  ensure  that  court-ordered  staffing  levels  are  met.  As  noted  in 
the  study,  because  of  the  significant  discrepancies  between  the  physical  design  of  the 
facilities  and  inmate  custody  needs,  there  are  inadequate  numbers  of  staff  to  properly 
supervise  and  control  the  inmate  population  at  virtually  every  facility. 

As  mentioned  earlier,  the  current  authorized  FTE  level  for  the  Department  of 
Corrections  is  3,407.  However,  the  Department  currently  has  3,601  FTEs  on  the  payroll, 
placing  it  194  above  its  authorized  FTE  level.  The  Department  has  exceeded  its 
authorized  FTE  level  because  there  are  a  number  of  privatization  initiatives  that  were 
included  in  prior  budgets,  but  which  have  never  been  implemented.  The  FTEs  have  been 
eliminated,  even  though  the  staff  remain  on  the  payroll.  For  example,  funding  for  256 
medical  staff  remains  in  the  budget,  but  the  FTEs  to  support  these  staff  have  been 
removed.  By  the  end  of  fiscal  year  1996,  the  Department  plans  to  privatize  medical  and 
mental  health  care  services,  at  which  time  most  of  the  245  medical  staff  will  be  off  the 
payroll.  If  the  Department  successfully  implements  this  privatization  initiative  by  the  end 
of  this  fiscal  year,  the  Department  will  be  approximately  62  FTEs  below  its  authorized 
level.  However,  the  Department  still  will  not  have  the  FTE  authonzation  to  meet  court- 
ordered  staffing  requirements 

The  situation  is  clearly  inadequate,  and  it  must  change.  To  date,  the  Department 
of  Justice  has  identified  three  options  for  the  District's  Department  of  Corrections  (1 )  the 
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District  government  retains  control  of  its  corrections  system,  but  receives  technical 
assistance  from  the  Bureau  of  Prisons  (BOP)  and/or  is  placed  under  the  oversight  of  a 
special  administrator;  (2)  BOP  assumes  responsibility  for  DC.  felons;  or  (3)  contracting 
for  prison  space.  We  also  would  add  a  fourth  option,  privatization  of  the  construction  and 
operation  of  prison  facilities  for  District  inmates. 

The  Justice  Department  believes  the  District  can  improve  the  operation  of  the 
Department  of  Corrections  with  adequate  resources  and  support.  Although  the 
Department  of  Justice  would  provide  technical  support  under  this  option,  the  key  is  for  the 
District  to  provide  adequate  resources  for  the  Department  of  Corrections.  Director 
Moore  has  stated  that  with  additional  resources,  the  Department  could  begin  to  address 
the  numerous  operational  deficiencies  plaguing  the  corrections  facilities.  In  fact,  the 
NCCD  study  commends  Director  Moore  and  her  staff  for  beginning  to  make  "far- 
reaching"  management  improvements.  However,  given  the  District's  current  financial 
condition,  it  is  unlikely  that  the  Department  will  any  time  soon  receive  the  additional 
resources  to  fund  the  improvements  necessary  to  maintain  a  modem  correctional  complex. 
Without  the  additional  resources,  the  District's  corrections  system  will  continue  to  operate 
at  what  the  NCCD  study  describes  as  a  "stabstandard  level." 

The  Authority  has  estimated  that  nearly  $  1 00  million  in  additional  operating  funds 
is  required  to  adequately  fund  the  Department  of  Corrections  through  fiscal  year  2000.  In 
addition,  significant  expenditures  of  capital  funds  are  required.  For  example,  the 
Department  of  Corrections  has  yet  to  obtain  approval  for  $85  million  in  capital  funds  to 
build  a  new  prison  facility.  Moreover,  the  NCCD  study  makes  long-term 
recommendations  which  call  for  major  construction  and  renovation  projects  if  the  District 
remains  at  Lorton.  Given  the  severe  shortage  of  capital  funds,  it  is  extremely  unlikely  that 
the  Department  of  Corrections  will  receive  adequate  capital  funding  to  address  the 
numerous  physical  plant  deficiencies.  As  a  result,  the  District  will  continue  to  incur 
substantial  overtime  costs  or  the  cost  of  the  additional  staff  needed  to  compensate  for  the 
poorly  designed  facilities. 

A  second  option  is  for  BOP  to  assume  responsibility  for  DC.  felons,  either  by 
assuming  management  of  Lorton  or  housing  inmates  in  its  own  facilities.  The  Authority's 
response  to  the  Mayor's  FY  1997  Budget  and  Multiyear  Plan  notes  that  discussions 
should  be  held  with  federal  oflRcials,  such  as  BOP,  to  determine  the  viability  of  the  federal 
government  assuming  or  funding  some  of  the  District's  functions.  While  BOP  continues 
to  express  its  desire  to  assist  the  District,  the  Bureau  maintains  that  transferring  D.C. 
inmates  to  Lorton  would  create  several  operational  problems  for  the  Federal  prison 
system,  including  mixing  inmates  with  greatly  disparate  sentencing,  good  time,  and  parole 
staictures.  Moreover,  Federal  prisons  already  are  operating  at  125  percent  of  capacity. 
As  such,  BOP  has  indicated  that  it  would  request  use  of  the  Lorton  facilities  if  assuming 
responsibility  for  housing  DC  inmates.  The  cost  of  renovating  the  existing  Lorton 
facilities  to  meet  minimum  standards  of  the  American  Correctional  Association  is 
estimated  at  as  much  as  $300  million.  The  cost  of  constructing  new  facilities  is  estimated 
at  approximately  $630  million.  These  are  rough  estimates  that  have  not  been  finalized  by 
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BOP.  The  costs  could  in  fact  be  far  greater.  While  the  Authority  recognizes  the 
difficulties  inherent  in  this  option,  we  believe  this  option  is  worthy  of  further  study. 

The  third  option  identified  by  the  Justice  Department  is  to  transfer  Lorton's 
minimum  security  inmates  to  facilities  operated  by  private  contractors,  assuming  the  bed 
space  could  be  found.  The  Justice  Department  has  noted  that  private  corrections  has  not 
established  a  record  of  successfully  managing  medium-  and  high-security  inmates.  As 
such,  the  majority  of  Lorton  inmates  might  not  be  considered  suitable  for  confinement  in 
privately-managed  prisons.  Other  experts  dispute  this  claim.  They  agree  that  most  of  the 
private  facilities  operating  today  are  for  low-security  inmates,  but  argue  that  there  are 
successful  examples  of  private  facilities  for  higher-security  inmates.  The  Department 
already  has  pursued  this  optioa  But,  once  again,  inadequate  funding  has  prevented  the 
Department  from  moving  forward  with  its  plan  to  close  one  of  its  facilities  and  send  the 
inmates  to  contract  facilities.  The  Department  hopes  to  begin  closing  some  of  its  facilities 
and  contracting  out  for  prison  beds  beginning  in  fiscal  year  1997.  This  would  enable  the 
Department  to  redeploy  the  essential  staff  currently  assigned  to  the  facilities  targeted  for 
closure,  which  would  bring  the  Department  closer  to  meeting  court-ordered  staffing  levels 
and  reduce  overtime  spending. 

A  fourth  option  proposed  involves  the  privatization  of  the  construction  and 
operation  of  prison  facilities.  The  Mayor  has  proposed  that  the  District  privatize  more 
than  75  percent  of  its  correctional  system  over  the  next  four  years.  All  D.C.  prisons  at  the 
Lorton  Correctional  Complex  would  be  closed  and  replaced  by  privately-operated 
facilities.  All  fixed  assets  would  be  sold,  and  the  District  would  enter  into  contracts  with 
the  private  sector  to  provide  financing,  site  selection,  design,  construction,  asset 
divestiture,  and  contract  management  of  prison  facilities  to  house  the  District's  sentenced 
felon  population. 

Director  Moore  has  stated  that  privatization  is  part  of  the  long-term  solution  for 
Lorton.  She  has  noted  the  many  benefits  of  privatization,  including  increased  operational 
and  management  flexibility.  Private  vendors  also  can  design  and  construct  more  efficient 
facilities,  which  would  greatly  reduce  required  staffing  levels.  In  addition,  private  vendors 
would  not  be  bound  by  the  District's  personnel  and  procurement  regulations. 

Nevertheless,  a  key  impediment  to  privatization  is  the  absence  of  in-house 
expertise  to  develop  a  comprehensive  privatization  plan  or  to  estimate  the  cost  of 
privatization.  The  District  of  Columbia  fiscal  year  1996  Appropriations  Act  requires  the 
National  Institute  of  Corrections  (NIC),  not  later  than  July  1,  1996,  to  enter  into  an 
agreement  with  a  private  contractor  to  develop  a  plan  for  short-term  improvements  in  the 
District's  Department  of  Corrections.  NIC  also  must  enter  into  an  agreement  with  a 
private  contractor  to  develop  a  series  of  long-term  options  for  the  District's  Department 
of  Corrections.  Since  most  studies  done  on  the  Department  of  Corrections  simply  focus 
on  the  current  state  of  the  Department,  the  NIC  study  is  critical  to  identifying  the  best 
options  for  the  Department's  future  operations. 
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The  Authority  has  not  finalized  its  review  of  the  options  for  the  Department  of 
Corrections.  However,  it  is  clear  that  the  District  cannot  continue  to  operate  its 
correctional  facilities  with  currently  available  funds.  The  Authority  encourages  Federal 
and  District  ofiBcials  to  continue  their  discussions  on  the  Department  of  Corrections' 
future.  Meanwhile,  the  Authority  is  committed  to  exploring  options  to  provide  relief  for 
the  Department  of  Corrections,  and  we  will  continue  to  work  closely  with  District  and 
Federal  officials  on  this  issue. 
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No.  20:  Recommending  amendments  to  the  Authority's  enabling  legislation  (P.L. 
104-8)  to  improve  the  operational  procedures  and  powers  of  the  Authority. 

The  Fiscal  Year  1996  Appropriations  Act  for  the  District  of  Columbia  resolved 
outstanding  issues  related  to  the  improvement  of  the  operational  procedures  and  powers 
of  the  Authority.  However,  we  are  continuing  to  review  the  need  for  any  additional 
changes,  and  will  provide  them  to  the  Congress  in  the  future. 
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No.  21:  Perform  management  assessment  studies  to  improve  the  delivery  of  services 
especially  in  areas  of  issuing  permits,  trash  collection,  school  and  office  maintenance, 
and  police,  flre  and  ambulance  deployment.  Also  review  services  at  the  Bureau  of 
Motor  Vehicles  Services,  including  an  expansion  in  the  number  of  vehicle 
inspections  stations  throughout  the  District  with  certain  stations  providing  Saturday 
hours. 

The  Authority  remains  concerned  about  the  state  of  management  processes  and 
practices  that  impair  efficient  and  eflfective  service  delivery  by  the  District  Government. 
As  part  of  its  mandate,  the  Authority  is  working  with  District  agencies  and  other 
organizations  in  an  effort  to  strengthen  management  capacity,  reduce  redundancies  and 
increase  performance.  Some  of  the  initiatives  being  undertaken  are  summarized  below: 

Procurement  Reform 

Two  recent  studies  and  numerous  city  auditor  and  inspector  general  reports  have 
chronicled  poor  procurement  practices.  The  Authority,  as  a  part  of  its  review  of 
contracts,  has  observed  numerous  contracting  problems.  To  date  the  Authority  has 
reviewed  more  than  2,000  contract  actions.  Based  on  these  reviews,  we  have  found  that: 
( 1 )  contracts  are  frequendy  sole-source  that  cover  short  time-frames;  and  (2)  multiple 
contracts  for  similar  services  have  been  executed.  Both  practices  can  add  considerable 
costs.  The  problems  are  particularly  acute  at  the  Department  of  Human  Services,  where 
problems  have  hampered  service  provision  to  the  District's  most  disadvantaged  residente. 
Working  with  officials  in  the  City  Administrator's  Office  and  the  Department  of  Human 
Services,  a  team  to  address  DHS  procurement  weaknesses  has  been  formed.  This  team 
believes  that  savings  often  to  fifteen  percent  are  not  unreasonable    The  Authority  will 
work  with  the  City  Administrator,  the  Council,  and  others  to  continue  addressing 
procurement  issues  throughout  the  District  government.    :. 

Performance  Manaeement/Results-Oriented  Pilots 

In  July  1995,  the  Authority  requested  that  the  District  establish  pilot  programs 
incorporating  business  process  reengineering  and  quality  management  principles  in  three 
areas—Public  Works,  Administrative  Services,  and  Personnel.  In  response  to  this  request, 
the  Department  of  Public  Works  (DPW)  is  developing  performance  measures  in  its  each  of 
its  principle  functional  areas.  This  work  should  be  completed  by  the  end  of  the  fiscal  year. 
In  addition,  the  Authority  is  working  with  DPW  to  make  it  a  pilot  department.  As  such, 
it  will  commit  to  achieving  agreed  upon  performance  levels  and  increased  accountability  in 
return  for  increased  regulatory  and  process  flexibility.  Under  the  Mayor's  fiscal  year  1997 
budget  and  financial  plan,  the  Department  of  Administrative  Services  is  to  be  eliminated 
and  its  fianctions  divided  between  the  City  Administrator  and  DPW,  Additional  initiatives 
have  also  been  proposed  to  improve  the  operational  effectiveness  of  functions  being 
transferred,  such  as  improved  procurement  practices  and  implementation  of  a  District- 
wide  telecommunications  architecture    The  Authority  has  agreed  with  many  of  these 
initiatives,  added  additional  ones  such  as  privatizing  the  District's  printing  facility,  and  is 
requesting  that  the  District  pursue  further  restructuring  of  administrative  services 
following  the  successful  experiences  of  other  governments  in  increased  competition. 
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separating  policy  from  operations,  and  decentralizing  operations  and  procurement 
authority  to  departments  and  agencies.  The  Authority  is  also  working  actively  to  improve 
the  District's  personnel  practices  and  procedures.  It  is  reviewing  collective  bargaining 
agreements  to  reform  work  rules  and  it  is  also  identifying  practices  such  as  the  disability 
evaluation  and  compensation  system  to  improve  productivity  and  reduce  costs. 

Performance  Measures 

The  Authority  is  working  with  national  organizations  such  as  the  International 
City/County  Managers  Association  (ICMA)  and  the  Brookings  Institution  to  identify 
performance  measures  for  the  core  services  that  the  District  performs  and  whether  these 
core  services  are  being  delivered  in  the  most  efficient  and  economical  way. 
These  efforts  combined  with  the  results  of  the  Authority's  efforts  to  identify  best 
practices  in  other  cities  and  the  citizens  survey,  should  provide  a  baseline  assessment  of 
the  District's  core  services  that  can  be  used  to  develop  approaches  to  improving 
performance  and  to  compare  the  District's  performance  with  that  of  other  governments. 
Data  from  these  efforts  should  be  available  by  mid-summer  with  a  report  synthesizing 
them  issued  in  the  fall. 

Strategic  Facilities  Plan 

In  November  1995,  the  Authority  requested  that  the  District  make  a 
comprehensive  assessment  of  its  real  estate  assets,  including  schools,  and  develop  a  five- 
year  plan  to  enhance  the  value  and  productivity  of  its  real  estate  assets  and  take  advantage 
of  cost  savings.  A  private  sector  group  of  real  estate  experts  led  this  effort,  on  a  pro  bono 
basis,  and  a  report  was  issued  in  January  1996.  Implementation  of  the  plan  began 
immediately  upon  the  plan's  release.  One  of  the  many  areas  addressed  in  the  report  was 
the  maintenance  of  buildings  and  the  need  for  regular  preventative  maintenance    The 
report  identified  a  series  of  problems  with  the  District's  real  estate  assets  including, 
underutilized  property,  lease  rates  significantly  above  the  current  market,  utility  costs  that 
were  greater  than  necessary,  deteriorating  assets  and  deferred  maintenance,  lack-  of 
organization  and  oversight,  crises  management,  and  lack  of  reliable  property  and  portfolio 
data.  To  correct  these  problems,  the  report  recommended  adopting  the  best  practices  of 
the  public  and  private  sectors,  reducing  the  amount  of  space  needed  through  space 
consolidation,  renegotiating  costly  leases,  conducting  utility  audits,  creating  an  asset 
management  strategy  based  on  the  premise  that  real  estate  assets  are  public  assets  that 
have  value,  contracting  out,  and  a  client  focus.  An  integral  part  of  the  asset  management 
strategy  is  to  examine  each  property,  make  needed  improvements  if  it  is  deemed  that  the 
property  should  be  kept,  maintain  or  enhance  the  value  of  the  property,  and  sell  that 
property  which  has  no  further  value  to  the  District    If  the  District  fully  implements  the 
report's  recommendations,  its  authors  estimate  that  the  District  can  save  approximately 
$17  5  million  in  the  short-term  and  approximately  20  percent  of  its  current  overtime 
costs. 


547 


Citizens  Survey 

In  cooperation  with  the  Council  of  the  District  of  Columbia,  the  Authority  has 
issued  a  request  for  proposals  (RFP)  soliciting  contractors  to  conduct  a  survey  of  the 
citizens  of  the  District.  Four  proposals  were  received  and  are  being  evaluated    Award  is 
expected  shortly.  A  report  on  the  results  of  the  survey  is  currently  scheduled  for  the  end 
of  September  1996.  In  the  survey,  residents  will  be  asked  to  describe  their  experioice 
with  the  delivery  of  essential  District  services  and  to  identify  which  services  they  view  to 
be  most  important.  The  survey  will  be  used  to  provide  a  baseline  rating  on  the 
performance  of  these  services,  and  to  determine  where  to  focus  attention  in  improving 
services  and  allocating  resources.  The  Authority  intends  to  conduct  follow-up  surveys  at 
least  annually  to  measure  dumges  in  residents'  views. 
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No.  22:  Reviewing  the  relationship  of  escalating  operating  expenses  and  declining 
revenues  of  the  Lottery  and  Charitable  Games  Board. 

The  Lottery  and  Charitable  Games  Board  is  both  a  marketing  and  sales 
organization  whose  primary  mission  is  the  generation  of  revenue  for  the  District  by  selling 
lottery  products,  and  a  regulatory  agency  which  oversees  and  Ucenses  charitable  gambling 
in  the  District.  The  transfer  of  revenue  from  the  Lottery  to  the  city  is  critical  to  the  overall 
revenue  stream  of  the  District,  and  as  such  it  is  the  agency's  goal  to  maximize  revenues  to 
support  District  programs  and  services.  The  Lottery  is  currently  the  largest  non-tax 
source  of  revenue  for  the  District. 

According  to  the  Fiscal  Year  1994  Aimual  Report  of  the  D.C.  Lottery,  the  Lottery 
transferred  $69  million  to  the  general  fund  in  fiscal  year  1994.  This  represents  a  3  percent 
increase  over  1993.  In  1995,  DC  Lottery  sales  rose  9.7  percent,  and  transfers  to  the 
general  fund  increased  16  percent  to  $82  million. 

Lottery  products  have  experienced  an  increasingly  rapid  rate  of  growth  since  FY 
1990,  with  $1,168  billion  in  revenues  which  represents  60  percent  of  the  historical  total. 
Expenditures  declined  roughly  1  percent  through  that  period.  This  experience 
corresponds  to  the  D.C.  Lottery's  having  been  consistently  ranked  in  the  top  three  of 
lotteries  nationally.  This  industry  award  recognizes  its  top  performers  in  production  and 
efficiency.  Revenue  grew  from  $150.5  million  in  FY  1990  to  $232.4  million  in  FY  1995. 
Net  proceeds  to  the  District  averaged  34  percent,  and  expenditures  declined  to  66  percent. 
In  FY  1995,  the  agency's  most  successful  year,  revenues  increased  10  percent  to  $232.4 
million.  Operational  profits  grew  to  37.3  percent  with  expenses  at  an  historic  low  of  62.7 
percent. 

Revenues  generated  through  May  21,  1996,  reached  $137  9  million    This  reflects 
an  $17.6  million  decline  from  FY  1995,  and  a  $10  million  decline  from  current  projections. 
These  losses  can  be  attributed  to  the  following  factors: 

•  Approximately  $6  million  to  the  Federal  Government  shutddwn  and  snow 
^  storms; 

•  ~  A  single  large  jackpot  of  $87  million  in  the  current  year,  compared  to  two 

$100  milUon  jackpots  last  year  at  this  time;  and 

•  The  inability  to  adequately  respond  to  market  changes  and  aggressive 
competition,  especially  from  neighboring  states. 

Although  revenues  are  down,  overall  expenses  are  lower  than  projections  1996 
transfers  to  the  city's  general  fund  is  $48.3  milhon,  which  is  $1.6  million  over  budget  for 
FY  1996. 

The  Authority  is  working  closely  with  the  Chief  Financial  Officer  to  improve  the 
oversight  and  management  of  the  Lottery,  with  the  aim  of  maximizing  immediate  cash  for 
the  city.  The  end  result  of  this  exercise  will  be  better  accounting  of  revenues,  better 
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monitoring  of  the  investments  that  are  the  source  of  Lottery  pay-outs,  and  improvements 
in  the  city's  ability  to  leverage  the  Lottery's  assets  to  provide  the  city  critically  sought- 
after  cash,  while  proving  additional  revenue  for  enhanced  games  and  better  operating 
efficiency. 
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No.  23:   Insuring  that  fleet  maintenance  is  performed  properly  and  timely  so  that 
vehicles  and  equipment  for  police  operations,  fire  fighters,  ambulance  service  and 
trash  collection  are  in  a  state  of  readiness  to  provide  the  services  needed  by  the 
citizens  of  the  District 

Currently  fleet  maintenance  operations  in  the  District  are  divided  among  several 
different  departments.  The  major  departments  with  separate  fleet  maintenance  operations 
include  Public  Works,  Metropolitan  Police  Department,  Fire,  Emergency  Medical  Services 
and  Public  Schools.  The  estimated  size  of  the  District's  fleet  is  5,500.  The  Department  of 
Public  Works  has  the  majority  of  vehicles,  estimated  at  3,000  vehicles. 

The  financial  crisis  as  well  as  inefficient  operations  have  put  severe  stress  on  these 
agencies'  ability  to  service,  maintain,  replace  and  manage  the  fleets  in  many  of  these 
agencies.  Some  of  the  common  problems  found  in  these  agencies  include;  (1)  lack  of  a 
replacement  program;  (2)  lack  of  standardization  in  vehicles;  (3)  lack  of  specialized 
training;  and  (4)  little  or  no  preventative  maintenance. 

In  the  Authority's  report  on  the  Mayor's  FY  1997  financial  plan  and  budget,  the 
Authority  addressed  the  issue  of  fleet  maintenance.  The  Metropolitan  Police  Department 
is  considering  privatizing  its  fleet  management  operations  and  the  Department  of  Public 
Works  is  exploring  the  option  of  moving  its  Fleet  Maintenance  Administration  (FMA)  to 
an  internal  service  fimd,  and  giving  FMA  ownership  of  the  vehicles  it  maintains.  This 
proposal  would  help  DPW  to  reduce  the  number  of  vehicles  the  District  currently  owns  or 
leases  as  well  as  reduce  the  costs  of  maintaining  the  remaining  vehicles.  To  compensate 
for  such  problems,  in  February,  1996,  the  Ford  Motor  Company,  in  conjunction  with 
guarantees  for  prompt  payment  provided  by  the  Authority,  issued  a  $750,000  line  of  credit 
to  the  District  Government  for  the  repair  of  Ford  emergency  vehicles  and  the  training  of 
City  mechanics. 

The  Authority  supports  these  initiatives  and  recommends  that  DPW,  as  well  as 
other  agencies  with  fleet  operations,  expand  their  initiatives  to  include  the  full  range  of 
best  practices  that  were  identified  in  a  1995  General  Accounting  Office  (GAO)  report  on 
motor  vehicle  fleet  management.  GAO  identified  five  practices  used  by  effective  fleet 
managers  that  are  essential  to  cost-efficient  fleet  management:  (1)  assessing  vehicle 
utilization  to  determine  the  appropriate  size  of  the  fleet  and  establish  a  baseline  for  fleet 
operations,  (2)  having  needed  information  and  supporting  management  information 
systems  to  make  sound  decisions  and  assess  performance,  (3)  comparing,  or 
benchmarking,  the  costs  and  performance  of  the  fleet  with  those  in  the  best-managed 
fleets,  (4)  funding  the  fleet  through  a  revolving  fiind,  and  (5)  centralizing  fleet 
management  responsibilities  to  identify  opportunities  for  improving  a  fleet's  cost- 
efficiency.  Many  of  the  most  successful  fleet  managers  also  contract-out  the  day-to-day 
operation  and  management  of  the  fleet  to  reduce  operatmg  and  capital  costs,  and  to 
improve  the  quality  of  performance  and  cost  information    Adoption  of  these  practices 
have  allowed  these  managers  to  make  impressive  cost  savings. 
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No.  24:  Reducing  the  per  capita  costs  of  services  provided  by  the  District 
government.  The  District's  per  capita  costs  for  education,  safety,  trash  collection, 
recycling,  aid  to  families  with  dependent  children,  job  training,  homelessness,  and 
substance  abuse  appear  to  be  higher  than  many  local  jurisdictions  and  other  cities 
in  the  nation. 

As  mentioned  previously  in  this  report,  the  Authority  and  the  District  Government 
have  undertaken  a  number  of  initiatives  to  reduce  costs  and  improve  service  delivery.  In 
July  1995,  the  Authority  requested  that  the  District  establish  pilot  programs  incorporating 
business  process  reengineoing  and  quality  management  principles  in  three  areas—Public 
Works,  Administrative  Services,  and  Personnel.  In  response  to  this  request,  the 
Department  of  Public  Works  (DPW)  is  developing  performance  measures  in  its  each  of  its 
principle  functional  areas.  This  work  should  be  completed  by  the  end  of  the  fiscal  year.  In 
addition,  the  Authority  is  working  with  DPW  to  make  it  a  pilot  department.  As  such,  it 
will  commit  to  achieving  agreed  upon  performance  levels  and  increased  accountability  in 
return  for  increased  regulatory  and  process  flexibility.  Under  the  Mayor's  fiscal  year  1997 
budget  and  financial  plan,  the  Department  of  Administrative  Services  is  to  be  eliminated 
and  its  fiinctions  divided  between  the  City  Administrator  and  DPW.  Additional  initiatives 
have  also  been  proposed  to  improve  the  operational  effectiveness  of  fiinctions  being 
transferred,  such  as  improved  procurement  practices  and  implementation  of  a  District- 
wide  telecommunications  architecture.  The  Authority  has  agreed  with  many  of  these 
initiatives,  added  additional  ones  such  as  privatizing  the  District's  printing  facility,  and  is 
requesting  that  the  District  pursue  fiirther  restructuring  of  administrative  services 
following  the  successfiil  ejqieriences  of  other  governments  in  increased  competition, 
separating  policy  fi'om  operations,  and  decentralizing  operations  and  procurement 
authority  to  departments  and  agencies.  The  Authority  is  also  working  actively  to  improve 
the  Distria's  personnel  practices  and  procedures.  It  is  reviewing  collective  bargaining 
agreements  to  reform  work  rules  and  it  is  also  identifying  practices  such  as  the  disability 
evaluation  and  compensation  system  to  improve  productivity  and  reduce  costs. 

Additionally,  the  Authority  is  working  with  national  organizations  such  as  the 
International  City/County  Managers  Association  (ICMA)  and  the  Brookings  Institution  to 
identify  performance  measures  for  the  core  services  that  the  District  performs  and  whether 
these  core  services  are  being  dehvered  in  the  most  efficient  and  economical  way. 
These  efforts  combined  with  the  results  of  the  Authority's  efforts  to  identify  best 
practices  in  other  cities  and  the  citizens  survey,  should  provide  a  baseline  assessment  of 
the  District's  core  services  that  can  be  used  to  develop  approaches  to  improving 
performance  and  to  compare  the  District's  performance  with  that  of  other  governments 
Data  from  these  efforts  should  be  available  by  mid-summer  with  a  report  synthesizing 
them  issued  in  the  fall. 
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No.  25:  Improving  the  reporting  format  and  content  of  financial  information  by  the 
District  government  to  the  Mayor,  Council,  Congress,  the  President,  and  the  general 
public  so  that  it  is  understandable  and  useable  by  all  parties. 

The  Comprehensive  Annual  Financial  Report  for  the  District  of  Columbia  for  fiscal 
year  1995  was  developed  under  the  auditing  standards  promulgated  by  the  U.S.  General 
Accounting  Office  (Generally  Accepted  Goverrmient  Auditing  Standards)  that  provide  for 
specific  procedures  applicable  to  the  government  environment.  The  supporting 
information  developed  included  the  traditional  independent  auditors'  opinion,  a  report  on 
the  internal  control  structure,  and  a  report  on  compliance  with  laws  and  regulations.  The 
latter  two  reports  provide  a  clearer  perspective  for  non-accountants  on  the  problems  and 
issues  related  to  the  District. 

The  fiscal  year  1997  Budget  was  developed  with  the  assistance  of  a  financial 
advisor  with  extensive  municipal  budgets  experience  to  provide  a  budget  that  more  clearly 
presents  the  basis  for  estimates  and  cost  projects. 

Under  the  current  procedure,  the  first  deadline  is  for  the  Mayor  to  submit  the 
financial  plan  and  budget  to  the  Authority  by  February  1 .  A  better  process  would  be  for 
the  Authority,  Council,  and  Mayor  to  meet  in  early  January  to  develop  an  overall  strategy 
for  the  financial  plan  and  budget.  The  Plan  should  be  worked  on  jointly  by  the  three 
entities  with  the  Council  holding  hearings  it  deems  as  appropriate.  Congress  would 
continue  to  receive  the  budget  by  June  15. 

Regarding  budget  formulation,  the  Authority  will  continue  working  with  the  CFO 
to  improve  the  budget  procedures  and  process  throughout  the  District    At  the  District 
level,  the  budget  will  be  addressed  to  develop  a  format  and  structure  that  identifies  the 
impact  of  various  budget  issues  on  the  deficit/surplus  each  year.  Also,  the  budget  may  be 
reformatted  to  more  clearly  present  the  discretionary  versus  non-discretionary  fijnds  and 
revenue  sources    At  a  more  detailed  level,  the  Authority  will  work  with  agencies  to  refine 
the  methods  of  estimating  costs  and  revenues  and  to  develop  spending  plans  that  can  be  as 
a  comprehensive  basis  for  building  a  budget  and  to  monitor  fimd  status  on  ajnore  timely 
basis.  Another  goal  for  the  budget  is  for  estimates  to  be  built  fi-om  a  zero  basis  and  not 
simply  focus  on  changes  to  the  previous  year's  budget. 
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No.  26:    Restructuring  the  District  government  so  that  state  functions  are 
accurately  identified  and  the  operations  and  costs  of  those  functions  addressed 
properly  and  fairly. 

The  Authority  has  a  comprehensive  review  underway  on  this  issue,  which  it 
expects  to  complete  during  FY  1997.  Upon  completion,  the  Authority  will  provide  the 
Congress  with  its  report.  The  Authority  does  not  underestimate  the  magnitude  of  this 
issue,  as  the  results  of  the  study  could  fundamentally  reshape  the  way  in  which  the  City  is 
governed  and  determine  the  future  of  its  economic  health.  A  myriad  of  different  solutions 
for  restructuring  the  District  have  been  proposed,  from  increasing  the  Federal  payment  to 
cover  the  District's  county  and  state  functions,  to  eliminating  its  county  and  state 
functions;  from  changing  its  form  of  governance  with  retrocession  to  Maryland,  to 
allowing  the  District  to  become  a  territory  or  state.  The  Authority  is  addressing  the  full- 
range  of  questions  this  issue  presents,  such  as  what  functions  are  typically  considered 
county  or  state  functions,  what  type  of  functions  should  the  District  perform,  what  types 
of  structural  and  cost  issues  exist  with  different  arrays  of  functions,  how  the  Federal 
payment  should  be  figured,  and  what  type  of  governance  would  best  serve  the  District. 
All  aspects  of  this  important  issue  should  be  examined  before  a  conclusion  is  reached  on 
the  most  beneficial  approach  to  the  District's  future. 
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No.  27:  Seeking  ways  to  encourage  new  businesses  to  locate  in  the  District  as  well  as 
retain  present  business  operations. 

The  District,  like  other  major  cities,  is  experiencing  both  a  declining  middle  class 
population  and  a  loss  of  business.  Business  decisions  to  locate  or  remain  in  the  District 
depend  upon  a  large  number  of  Actors,  including  market  consideration,  government 
facilities  and  services,  costs  of  doing  business,  regulatory  restrictions,  personal 
preferences,  and  quality  of  life  determinants. 

The  Authority  views  business  retention  and  attraction  as  a  major  component  of 
efforts  to  increase  the  District's  revenue  base.  The  Authority  has  focused  on  assisting  the 
Distria  in  strengthening  its  ability  to  plan  and  stimulate  new  development,  revitalize  older 
depressed  areas,  renew  a  sense  of  neighborhood  and  community,  and  create  new  jobs. 

To  date,  the  Authority  has  offered  assist  the  District  in: 

•  identifying  ways  of  providing  efiScient,  streamlined  services  to  business 

•  identifying  and  eliminating  existing  impediments  to  business  development 

•  developing  a  strategic  economic  development  plan 

•  identifying  qualified  economic  development  stafif 

•  and  meeting  with  surrounding  jurisdictions  and  business  groups  to  identify  best 
practices  and  policies 

In  addition,  the  Authority  has  been  examining  ways  to  leverage  private  and  public 
resources  to  support  the  District's  economic  development  goals. 

As  part  of  the  Authority's  first  iteration  of  the  financial  and  budget  review  process 
for  the  District's  FY  97  Financial  Plan  and  Budget,  the  Authority  made  several  - 
recommendations  to  aUgn  the  District's  resources  with  the  priorities  of  business'retention 
and  attraction.  The  Authority  generally  supports  the  District's  conceptual  approach  to 
achieving  the  goals  of  economic  development.  Overall,  the  vision  reflected  in  the 
transformation  document  represents  a  new  direction  for  the  District's  economic 
development  programs,  towards  customer  driven  services  and  business  outreach.  Other 
core  elements  of  the  Mayor's  plan  include: 

•  Restructuring  and  consolidating  the  economic  development  cluster  agencies  to  create  a 
cohesive  and  nearly  seamless  organization;  i.e  the  Business  Services  and  Economic 
Development  Center; 

•  Co-location  of  economic  development  components  in  the  same  facility  to  achieve 
operational  efficiencies  and  improved  communications;  and 

•  Enhanced  information  systems  and  technology  to  coordinate  activities  both  within  the 
Business  Services  and  Economic  Development  component  and  across  other  enabling 
agencies  that  affect  the  economic  development  goals  of  the  District. 
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The  Authority's  initial  recommendations  concerning  the  Mayor's  initiatives, 
which  are  highly  dependent  i^)on  well  defined  plans  of  implementation,  have  focused  on 
their  overall  feasibility.  Early  implementation  of  the  technology  initiatives  are  vital  to 
achieving  operational  cost  savings,  and  for  implementing  cost  effective  approaches.  The 
Authority  has  recommended  that  the  FY  97  Financial  Plan  and  Budget  be  revised  to 
include: 

•  detailed  implementation  plans 

•  revenue  and  benefits  analysis 

•  quantifiable  performance  measures 

Studies  which  have  examined  the  District's  business  environment  attribute  the 
continual  loss  of  businesses  to  such  factors  as  relatively  high  tax  levels;  burdensome 
regulations;  relatively  high  unemployment  taxes,  workmen's  compensation  benefits  and 
disability  insurance;  extensive  delays  in  routine  processes  such  as  zoning,  issuance  of 
permits,  inspections,  and  licensing;  limited  outreach  to  the  business  community;  and  the 
government's  overall  passive  approach  to  business  retention  and  attraction. 

Despite  the  District's  identifying  of  economic  development  as  a  high  priority, 
many  of  legislative  initiatives,  regulations,  policies,  and  practices  run  counter  to  the  goals 
of  economic  development  Additionally,  unrelated  regulations  are  often  implemented 
without  regard  to  their  impact  on  die  business  climate.  Many  of  the  District's  regulations 
and  legislation  were  developed  under  different  economic  circumstances,  independent  of 
the  goals  of  economic  development,  and  often  are  no  longer  ^plicable  or  compatible 
with  the  new  emphasis  on  promoting  economic  development.  Examples  include: 

•  Taxes—Taxes  appear  in  the  top  tier  of  all  factors  identified  as  obstacles  to  the  District's 
business  growth.  Both  the  absolute  and  relatively  higher  levels  of  income,  real 
property,  and  sales  and  use  taxes  are  reported  consistently  as  major  obstacles  to 
economic  development  The  District's  individual  and  corporate  income 'taxes  are 
higher  than  in  the  neighboring  jurisdictions.  This  tax  differential  erodes  the  tax  base  in 
two  ways:  it  discourages  residency  and  the  relocation  of  businesses  into  the  District, 
and  encourages  businesses  to  leave  the  District 

A  recent  study  by  the  Washington  Committee  estimated  that  District  real  estate 
tax  rates  for  commercial  properties  were  three  to  four  times  higher  than  in  suburban 
Maryland  and  Virginia.  Other  studies  have  reported  that  the  city's  average  rate  of  tax 
increases  has  also  been  higher  than  in  the  other  suburban  jurisdictions.  The  Authority  has 
recommended  to  the  Mayor  that  the  District  investigate  eliminating  tax  differentials  that 
are  disincentives  for  attracting  and  retaining  businesses.  Additionally,  the  Authority 
plans  to  work  closely  with  the  Council-proposed  Tax  Revision  Commission,  whose 
purpose  will  be  to  analyze  the  District's  current  overall  tax  structure  and  recommend 
changes  where  appropriate. 
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The  Authority  has  recommended  that  the  zoning  and  planning  regulations,  policies  and 
practices  of  the  Office  of  Zoning,  Zoning  Commission,  and  Planning  be  reviewed, 
focusing  on  changing  regulations,  policies  and  procedures  to  reduce  the  backlog  of 
Board  and  Commission  hearings  and  approvals. 

•  Workmen's  Compensation— Currently  the  District's  rates  for  workers'  compensation 
are  SOpercent  higher  than  in  Maryland,  and  130percent  higher  than  in  Virginia.  Claims 
resolution  processes  are  protracted,  caused  in  major  part  by  excessive  delays  in  getting 
claims  examiner  decisions.  The  average  time  for  these  decisions  ranges  from  2  to  7 
years  and  leads  to  inefifective  control  over  medical  costs.  There  is  no  automated 
medical  fee  schedule  to  ensure  that  costs  are  reimbursed  at  the  customary  and  usual 
rates.  The  Authority  is  working  closely  with  the  Mayor  to  ensure  that  the  Department 
of  Employment  Services  in^)lement  an  automated  system  which  will  determine 
eligibility  quickly  and  process  benefits  at  lower  costs. 

•  Unemployment  Insurance— The  District's  maximum  benefit  for  calendar  year  1996  is 
$359  per  week,  which  compares  unfevorably  to  Maryland's  maximum  rate  of  $250  and 
Virginia's  of  $208.  An  annual  report  published  by  Laurdan  Associates.  Inc.  ranked  the 
District  7th  nationally  in  the  average  unemployment  insurance  tax  paid  by  employers. 
There  is  a  3-6  months  backlog  in  cross-checking  between  the  unemployment  insurance 
rolls  and  the  employee  payroll  files  to  determine  whether  unemployment  insurance 
beneficiaries  have  taken  other  jobs  while  receiving  benefits.  In  addition  the  District  has 
an  inadequate  claims  tracking  process.  As  a  result  of  inconsistent  and  infrequent  cross- 
checking, many  of  these  claimants  may  still  be  receiving  unemployment  insurance  after 
having  accepted  new  jobs.  The  Authority  has  recommended  that  the  District  decrease 
the  maximum  benefit  to  $309,  with  the  intent  of  eventually  equalizing  the  District's 
maximum  rates  with  regional  norms;  that  the  Council  analyze  the  fiscal  and  economic 
impact  prior  to  increasing  fiiture  unemployment  insurance  rates;  and  that  DOES 
explore  implementing  an  efifective  claims  tracking  system. 

Additionally,  the  Authority  has  recommended  to  the  Mayor  that  the  Department  of 
Consumer  and  Regulatory  Affairs  modify  current  regulations  and  policies  affecting  areas 
such  as  period  of  notification,  item  priority,  and  permit  and  inspection  approvals  to 
substantially  reduce  their  current  processing  time.  The  Authority  also  recommended  that 
the  District  assess  its  fee-based  processes  to  determine  the  adequacy  and  equity  of  its  fees 
and  their  appropriate  structure,  and  that  the  District  include  funding  in  the  budget  for 
technology  to  support  the  efficient  automation  of  processes. 

Finally,  many  District's  businesses  view  government  services  such  as  education 
and  crime  prevention  as  critical  considerations  in  their  efforts  to  attract  customers  and 
access  a  highly  skilled  labor  pool.  Although  the  need  for  these  services  is  fully  justified 
independent  of  the  goals  of  economic  development,  the  linkage  between  them  is  only  now 
being  explored  by  the  District  government 
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No.  28:  Seeking  out  the  best  management  and  operating  practices  of  other  cities 
and  introducing  them  into  the  District  government  to  improve  operations. 

As  mentioned  earlier,  the  Authority  remains  concerned  about  the  state  of 
management  processes  and  practices  that  impair  efficient  and  effective  service  delivery  by 
the  District  Government.  As  part  of  its  mandate,  the  Authority  is  working  vvith  District 
agencies  and  other  organizations  in  an  effort  to  strengthen  management  capacity,  reduce 
rwlundancies  and  increase  performance.  The  Authority  also  is  examining  the  best 
operating  practices  of  other  cities.  Initiatives  include  the  following. 


Budget  and  Financial  Plan  Recommendations 

The  Authority  has  identified  certain  practices  and  performance  levels  of  other 
entities,  public  and  private,  and  used  them  as  the  basis  for  analysis  and  recommendations. 
For  example,  on  the  fiscal  year  1996  budget,  the  Authority  recommended  that  the  District 
implement  pilot  performance/results-oriented  programs  in  the  Departments  of  Pubhc 
Works  and  Administrative  Services,  and  the  Office  of  Personnel,  based  on  the  results  of 
similar  programs  by  other  public  and  private  entities.  On  the  fiscal  year  1997  budget,  the 
Authority  based  its  work  on  the  practices  of  other  entities  in  15  instances.  Also,  the 
comparative  cost  of  governmental  fimctions  in  the  District  and  surrounding  jurisdictions 
was  one  of  the  ten  factors  the  Authority  used  in  determining  whether  the  District  had 
made  substantial  progress  as  set  forth  in  its  enabUng  legislation,  P.L.  104-8. 

State  and  Citv  Database 

The  Authority  is  also  creating  a  database  of  state  and  local  management  and 
operating  practices  to  use  in  its  work  on  District  programsr  Initially  the  database  will 
include  broad  management  and  financial  practices  in  all  50  states  and  the  30  largest  cities. 
This  portion  of  the  database  should  be  operational  by  summer.  Over  time,  the  Authority 
expects  to  augment  this  database  with  more  specific  practices  in  individual  programs  and 
functions. 

Visits  to  Well-Managed  Cities 

The  Authority  sta£f  expects  to  visit  several  munidpaUties  this  summer  that  are 
widely  recognized  as  being  well-managed  to  identify  best  practices,  performance  measures 
and  standards  in  programs  similar  to  those  operated  by  the  District.  City  officials  will  also 
be  invited  to  make  these  trips.  The  information  gained  firom  these  trips  will  be  added  to  the 
database  and  used  in  the  Authority's  day-to-day  work  to  improve  the  District's  service 
delivery  and  lower  its  costs. 
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CONTROL  BOARD  ALSO  LATE  WITH  INFORMATION  TO  GAO 

Mr.  Walsh.  The  second  is,  we  had  asked  back  in  April  that  you 
as  Executive  Director  of  the  Control  Board  provide  certain  informa- 
tion to  the  General  Accounting  Office  to  fulfill  the  role  they  have 
with  looking  at  and  auditing  not  only  the  City  government  but  the 
Control  Board's  function,  and  GAO  still  does  not  have  that  infor- 
mation. Can  you  tell  us  when  that  will  be  provided? 

We  received  a  letter  yesterday,  June  4,  from  Mr.  Holloway  saying 
the  information  has  not  still  yet  been  completed. 

Mr.  Hill.  I  talked  to  Mr.  Holloway  this  morning.  One  of  the 
things  we  wanted  to  make  sure  is  that  we  had  a  discussion.  That 
was,  the  board  members  as  well  as  the  chairman  wanted  to  talk 
to  Mr.  Holloway  before  providing  the  information. 

Mr.  Walsh.  I  have  no  problem  with  that — 

Mr.  Hill.  We  talked  to  him  this  morning  and  told  him  exactly 
when  he  will  get  the  information. 

Mr.  Walsh.  When  will  he  get  the  information? 

Mr.  Hill.  We  told  him  he  will  get  the  information  right  after  the 
meeting  of  the  board. 

What  is  at  issue  is  that,  again,  there  is  some  information  that 
he  has  asked  for  which  requires  board  action  to  pull  together  every- 
thing so  far  that  we  can  give,  and  the  board  is  going  over  each  one 
of  the  questions  and  deciding  which  item  they  want  to  hand  over 
and  which  ones  they  want  to  review  for  the  board  action  and  actu- 
ally create  the  information.  Some  of  the  things  aren't  readily  avail- 
able. 

Mr.  Holloway  explained  to  us  what  he  is  doing  is  actually  a  re- 
view of  the  Control  Board  for  a  year  and  compare  it  with  other  con- 
trol boards  a  year  after  those  other  control  boards  started.  This 
was  the  first  time  we  knew  that  that  was  really  what  he  was  doing. 

So  we  stressed  to  him  that  in  doing  that  type  of  review,  after  he 
had  talked  to  some  of  the  other  control  boards  in  New  York  and 
Philadelphia,  he  made  available  the  types  of  information  that  are 
comparable,  because  obviously  we  can  compare  Washington  to 
Philadelphia  and  New  York  and  the  different  time  periods  he  is 
looking  at 

Mr.  Walsh.  I  understand  the  difficulty  of  the  task,  but  we  have 
to  have  that  information. 

COPY  OF  GAO  LETTER  ON  NONRECEIPT  OF  INFORMATION  FROM 
CONTROL  BOARD 

[A  copy  of  the  June  4,  1996  letter  from  Mr.  Holloway  referred  to 
above  follows.  See  also  page  891,  this  volume,  for  copy  of  letter 
dated  June  18,  1996,  from  Mr.  Holloway  (GAO)  to  Dr.  Brimmer 
(control  board)  concerning  non-receipt  of  certain  information.] 
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United  State* 

General  Accoontiiift  Office 

Washington,  D.C.  20548 


AcctHuitinK  and  laftematlon 
Manacemeat  Diviaioa 


June  4,  1996 


Mr.  John  Simmons 

Staff  Director 

Subcommittee  on  Appropriations 

for  the  District  of  Columbia 
Committee  on  Appropriation 

Dear  Mr.  Simmons: 


As  of  June  4,  1996,  vfre  have  not  received  any  information  from  the  District's 
Financial  Responsibility  and  Management  Assistance  Authority  (Authority).    We  sent 
a  letter  to  the  Authority  requesting  pertinent  information  and  requested  that  the 
information  be  provided  to  uk  no  later  than  May  24,  1996. 

Today,  I  spoke  with  Mr.  John  Hill,  Executive  Director  of  the  Authority,  and  he 
informed  me  that  the  information  has  not  yet  been  completed. 

In  order  to  complete  our  work  in  time  for  the  hearings,  it  would  be  helpful  for  you 
to  contact  the  Authority  and  express  to  ihcm  the  criticallty  and  urgency  of  our 
information  needs. 

Thank  you  for  assistance. 


Sincerely  yours, 


\J    Gregory  M.0Holloway  ^ 

Director,  Govemmentwide  Audits 


27-054    O— 96 20 
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Mr  Walsh.  Mr.  Dixon. 

Mr.  Dixon.  Thank  you  very  much,  Mr.  Chairman. 

I  asked  the  Clerk  here  about  what  you  were  referring  to,  and, 
quite  frankly,  Jim,  I  normally  sent  copies  of  letters  when  I  was 
Chair  of  this  Committee  to  the  ranking  member  to  keep  them  in- 
formed of  what  was  going  on.  It  probably  was  an  oversight. 

Mr.  Walsh.  It  absolutely  was  an  oversight.  We  will  make  sure 
that  does  not  happen  again. 

Mr.  Dixon.  I  was  asking  him  what  is  that  in  reference  to. 

Mr.  Walsh.  I  apologize. 

Mr.  Dixon.  Let  me  thank  the  three  of  you  for  coming  today.  My 
personal  assessment  is  that  all  three  of  you  are  doing  an  excellent 
job. 

Let  me  give  you  my  view  of  the  situation  in  particular  as  it  re- 
lates to  what  Mr.  Rogers  is  talking  about  and  indicating  that  they 
have  made  good  efforts  to  make  cuts  but  there  are  other  elements 
to  the  financial  recovery. 

BETTER  COOPERATION  NEEDED  BETWEEN  MAYOR,  CFO  AND  CONTROL 

BOARD 

First  of  all,  I  join  the  Chairman  in  acknowledging  the  fine  work 
of  Ms.  Norton,  the  delegate  from  the  District  of  Columbia.  But  I  am 
personally  looking  for,  after  some  history  here,  a  higher  level  of 
harmony  between  the  CFO,  the  Mayor,  and  the  Board.  I  see  that 
harmony  come  and  go.  I  see  selective  leveraging  on  various  issues, 
and  before  I  am  willing  personally  to  support  any  change,  I  want 
to  see  a  higher  level  of  cooperation. 

MS.  NORTON'S  TAX  PROPOSAL 

The  second  thing  that  I  would  look  for  is  a  comprehensive  ap- 
proach to  the  finances  of  the  District.  Ms.  Norton  has  a  tax  pro- 
posal. It  has  some  merit.  I  think  there  are  some  problems  with  it. 
Others  have  talked  today  and  will  talk  in  the  future  about  the 
State-city  relationship  and  suggest  that  the  Federal  government 
take  over  certain  functions.  I  would  support  some  of  that. 

UNFUNDED  PENSION  LIABILITY 

You  raise  the  issue  of  the  unfunded  pension  liability.  My  per- 
sonal view  is  that  this  is  the  most  important  issue  to  address. 

COMPREHENSIVE  PLAN  ABSOLUTELY  ESSENTIAL 

I  guess  what  I  am  saying  is  that  I  don't  think,  since  we  have  an 
opportunity  with  a  willing  administration,  a  CFO,  and  a  Board, 
that  we  ought  to  at  random  pick:  This  a  good  idea;  let's  do  this  and 
work  on  this.  There  ought  to  be  a  comprehensive  plan  to  the  ap- 
proach of  solving  the  crisis,  and  that  starts  with  a  better  working 
relationship  between  the  three  entities. 
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SALE  OF  JAIL  ASSETS — CITY  OR  FEDERAL  PROPERTY 

The  other  thing:  I  think  the  Federal  government  is  in  part  re- 
sponsible. Others  may  not  share  that  view.  But  I  do  think  the  Fed- 
eral government  ought  to  get  credit  for  things  that  it  has  done.  To 
wit:  Mr.  Rogers,  you  talk  in  your  statement  about  selling  a  piece 
of  property,  a  jail  that  was  built  with  Federal  money,  $70  million. 
Now  that  we  have  got  this — and  I  think  it  was  appropriate  that  we 
do  it — we  want  to  sell  it  to  get  some  cash.  Well,  the  nexus  of  that 
was  70  big  ones  from  the  Federal  government. 

I  am  not  suggesting  that  you  don't,  and  I  wouldn't  raise  it,  except 
everyone  comes  in  here  and  bangs  on  the  Federal  government,  and 
from  time  to  time  we  ought  to  get  some  credit  too. 

COMPREHENSIVE  APPROACH  REQUIRED 

So  the  long  and  the  short  of  it  is,  we  have  all  made  some  mis- 
takes and  now  we  have  got  to  walk  down  there  and  get  them  all. 
There  has  got  to  be  a  comprehensive  approach.  As  much  as  I  love 
Ms.  Norton,  I  have  not  signed  on  to  her  bill.  It  may  be  a  good  one, 
but  I  want  to  see  a  comprehensive  approach. 

So  this,  you  know,  nickel  and  diming  is  not  -going  to  get  it,  from 
my  point  of  view.  And  I  think  with  the  talent  that  we  have  here 
at  the  table  and  certainly  the  Authority,  we  have  a  tremendous  op- 
portunity now  to  have  a  comprehensive  approach.  That  is  all. 

Mr.  Walsh.  Let  me  just  identify  myself  with  all  of  your  remarks. 
You  said  it  best. 

Mr.  Dixon.  So  when  you  say,  "Mr.  Chairman,  I  hope  you  will 
look  favorably  at  this  one  isolated  thing,"  don't  count  me  in.  I  want 
to  look  favorably  at  a  whole  package,  and  my  personal  view  is  that 
the  Federal  government  has  got  to  own  up  to  its  responsibility  on 
the  unfunded  liability.  But  that  is  my  prerogative.  We  can  work 
that  out. 

D.C.  MULTIYEAR  YEAR  FINANCIAL  PLAN  IS  COMPREHENSIVE 

Mr.  Rogers.  Let  me  assure  you.  Congressman  Dixon,  first,  the 
multiple  year  financial  plan  that  you  would  receive  after  approval 
by  the  Financial  Authority  is  a  comprehensive  plan  for  a  period  of 
time  that  meets  the  requirements  of  Public  Law  104-8,  the 
FRMMA  law.  It  looks  at  our  financial  situation  and  asks  the  ques- 
tion, what  does  it  take  to  meet  the  requirements  of  the  FRMMA 
law. 

TRANSFORMATION  PLAN 

But  there  is  a  second  component  of  that,  and  that  is  the  mass 
transformation  plan  where  we  in  government  have  looked  at  what 
will  it  take  long  term  to  correct  the  issue,  the  infrastructure  issues, 
and  the  service  issues  in  this  government;  what  services  should  we 
provide;  how  should  we  provide  the  services;  how  can  we  save 
money?  All  of  that  is  a  part  of  our  comprehensive  approach. 

UNFUNDED  PENSION  LIABILITY 

We  have  done  in  the  multiple  year  plan  that  which  we  can  do 
within  the  limits  of  our  authority;  for  instance,  we  spoke  of  the  un- 
funded pension  liability. 
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Mr.  Dixon.  Yes. 

Mr.  Rogers.  Work  is  being  done  on  that  under  Mrs.  Norton,  the 
Council,  the  Financial  Authority.  We  are  working  on  that,  and  we 
will  come  to  one  position,  I  believe,  on  that.  The  fact  is  we  can't 
include  in  the  multiyear  plan  the  benefits  of  that  proposal  until  the 
Congress  deals  with  it. 

TWICE  A  YEAR  COLAS  FOR  RETIREES 

Mr.  Walsh.  You  can  deal  with  the  two  COLAs  on  your  own? 

Mr.  Rogers.  And  the  Council — there  is  a  proposal  before  the 
Council,  I  believe,  right  now  on  those  COLAs. 

Mr.  Walsh.  And  you  can  have  a  new  tier  for  new  employees 
also? 

Mr.  Rogers.  That  is  before 

Mr.  Walsh.  Don't  say  you  can't  do  it  without  us,  because  you  can 
get  started. 

congressional  approval  needed 

Mr.  Rogers.  The  big  hits — if  I  can  revise  my  statement,  the  big 
hits  that  will  have  long-term  impact  on  the  structural  imbalance 
will  require  congressional  approval. 

So  my  response  to  you  is  that  on  the  comprehensive  nature  of  the 
plan,  the  4-year  plan  attempts  to  do  that.  It  is  our  first  attempt 
to  do  that.  The  plan  that  you  receive  will  be  a  plan  supported  by 
the  Mayor,  supported  by  the  Financial  Authority,  and  we  believe 
will  be  supported  by  the  Council.  It  will  be  a  budget  and  financial 
plan  for  the  District  of  Columbia.  So  that  is  the  first  step. 

The  second  step,  with  respect  to  the 

Mr.  Walsh.  Let  me  suggest  if  you  shorten  up  on  your  answers, 
we  want  to  get  to  Mr.  Parker  and  get  around  again  to  the  others. 

Mr.  Rogers.  Just  a  few  things. 

Mr.  Walsh.  I  am  sure  you  have  other  things  to  do,  too. 

Mr.  Rogers.  The  Federal  government  can  make  a  contribution 
on  CTF,  and  our  interagency  task  force  is  doing  a  lot.  You  are 
right,  we  have  not  been  saying  that  loud  enough  perhaps,  and  we 
should.  So  we  will  do  that.  That  is  evidence  of  a  good,  solid  working 
relationship,  working  with  the  Federal  Highway  Administration, 
that  has  made  life  a  lot  easier  on  dealing  with  infrastructure  is- 
sues. 

cooperation  from  mayor 

With  respect  to  the  Mayor,  our  relationship  with  the  Mayor  and 
CFO,  I  think  you  heard  the  CFO  say,  and  he  can  speak  for  himself, 
that  a  lot  of  progress  has  been  made  in  the  financial  plan. 

Mr.  Dixon.  I  recognize  that. 

Mr.  Rogers.  But  in  any  relationship  along  the  way  there  are  a 
few  bumps,  and  you  correct  them,  and  you  deal  with  them  and  get 
back  on  course. 

Mr.  Dixon.  But  ever3dhing  doesn't  have  to  be  a  struggle. 

Mr.  Rogers.  Well,  it  is  not.  I  don't  believe  it  is. 

Mr.  Dixon.  No,  from  my  observation — which  is  very  limited  and 
from  the  outside,  and  you  are  on  the  inside,  so  what  seems  like  a 
migraine  to  me,  you  know  you  have  two  a  day,  so  it  is  just  a  head- 
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ache.  But  from  my  observation,  everything  comes  very,  very  dif- 
ficult. 

Mr.  Rogers.  I'll  spend  sometime  with  you  on  that. 

Mr.  Dixon.  Okay. 

Mr.  Walsh.  Mr.  Parker. 

Mr.  Parker.  Thank  you,  Mr.  Chairman. 

I  just  want  to  join  my  colleagues  in  making  sure  everybody  un- 
derstands that  I  believe,  too,  that  the  best  thing  going  for  the  Dis- 
trict of  Columbia  is  Eleanor  Holmes  Norton. 

MAYOR  BARRY  CREATED  "MESS"  HE  CLAIMS  HE  INHERITED 

But  I  want  to  also  correct — maybe  I  shouldn't,  maybe  you  view 
it  this  way — Mr.  Rogers,  in  your  testimony  you  gave  the  impression 
to  me  in  how  you  talk  that,  well,  the  Mayor  comes  into  this  admin- 
istration, and  he  takes  all  this  mess  that  is  sitting  there,  created 
by  his  predecessor,  and  he  is  struggling  trying  to  solve  the  problem. 

Now,  Marion  Barry  was  there  a  long  time  before  his  predecessor, 
so  he  is  correcting  his  own  problems,  a  lot  of  the  problems  he  put 
in  place. 

So  I  am  a  little — it  bothers  me  just  a  tad  to  hear  political  state- 
ments being  made  saying  he  is  correcting  problems  that  came  to 
him. 

One  thing  that  I  firmly  believe  is  you  will  never  have  a  change 
until  there  is  some  type  of  enforcement  of  rules  and  regulations 
and  stopping  some  of  the  abuses  that  are  occurring. 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  page  462,  this  volume,  for  ref- 
erence to  testimony  of  former  Mayor  Sharon  Pratt  Kelly  on  this  issue.] 

INSPECTOR  general's  TWO  RECENT  SMALL  CASES 

Now,  when  Ms.  Avant,  the  Inspector  General,  was  here,  we  were 
very  pointed  with  her  basically  asking,  what  have  you  done?  Have 
you  taken  any  cases  to  the  U.S.  attorney? 

I  notice  that  the  first  two  cases  she  has  taken,  albeit  these  indi- 
viduals are  very  low  on  the  totem  pole,  you  got  two  lower-level  em- 
ployees that  basically  were  suspended,  and  they  were  taking  unem- 
ployment benefits,  applied  for  them  and  got  them.  You  also  have 
had  the  Department  of  Employment  Services  claims  examiner,  who 
Ms.  Avant  recommended  be  removed. 

SYSTEM  TO  CORRECT  IDENTIFIED  ABUSES  EARLY 

Granted  these  are  the  first  two  cases,  but  do  you  have  any  deal- 
ings with  her  from  the  standpoint  of  her  finding  a  problem  like 
that,  and  you  looking  at  the  administration  and  seeing  how  you 
handle  them  and  making  sure  that  everyone  understands  the  pol- 
icy, because  I  am  sure  that  you  don't  approve  of  a  person  being  sus- 
pended and  getting  unemployment. 

Mr.  Rogers.  The  structural  relationship  between  the  Mayor  and 
the  IG  is  as  follows:  The  IG  does  the  investigation.  Usually  that 
may  come  on  her  own  initiative  or  through  recommendation  from 
the  Mayor  or  the  City  Council  or  the  Department  here.  Once  the 
investigation  is  launched,  at  the  conclusion  of  it  there  are  findings 
and  recommendations,  and  once  they  are  issued,  it  is  incumbent 
upon  the  City  Administrator,  the  department  directly  involved,  to 
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address — and  others  to  address  those  findings,  and  this  is  some- 
thing that  I  beUeve  is  a  week  or  two  old,  something  Hke  that. 

Mr.  Parker.  You  don't  have  to  wait  for  findings  to  come  to  the 
conclusion  that  a  person  who  has  been  suspended  for  cause  does 
not  need,  does  not  deserve  unemployment  compensation.  Do  you 
need  a  finding  for  that? 

Mr.  Rogers.  No,  but  I  didn't  understand  that  to  be  your  ques- 
tion. 

If  you  are  asking  about  my  philosophical  position  on  that,  I  con- 
cur, but  the  issue  is  the  relationship,  at  what  point  does  the  admin- 
istration become  aware  of  the  specific  issue  that  the  IG  is  inves- 
tigating. 

Mr.  Parker.  My  question  is  more  pointed  than  that.  My  question 
is,  whenever  the  IG  brings  up  a  problem  like  this  that  internally 
you  look  at  your  structure  and  say,  we  don't  approve — this  is  just 
an  example.  If  she  brings  up  something  else,  it  should  be  viewed 
the  same  way.  What  I  am  saying  is  you  look  at  the  structure  you 
are  in,  and  you  say  a  person  that  has  been  suspended  for  cause 
should  not  be  drawing  unemployment,  and  it  could  be  for  any  situ- 
ation that  comes  up. 

At  that  point  it  would  make  sense  to  me  from  a  management 
standpoint  to  make  sure  that  everybody  in  the  government  knew 
that  we  don't  do  this,  especially  the  claims  examiner. 

Mr.  Rogers.  No  problem. 

Mr.  Parker.  But  do  you  have  anything  in  place  to  do  that?  Are 
you  doing  that? 

Mr.  Rogers.  Yes,  Mr.  Parker,  as  I  pointed  out  earlier,  the  IG  and 
I  would  handle  this  and  determine  the  best  response  to  this.  But 
this  particular  case — and  she  has  done  a  tremendous  service  and 
done  her  job  to  identify  this  particular  abuse,  and  the  CFO  and  I 
will  consult  and  make  sure  that  enforcement  policies  are  in  place 
and  there  is  communication. 

Mr.  Parker.  I  don't  think  we  ever  communicated  during  that 
whole  line  of  questioning,  but  that's  okay. 

My  time  is  up. 

[CLERK'S  NOTE. — See  additional  testimony  concerning  this  discussion  on  pages 
567-568  this  volume.] 

Mr.  Rogers.  Okay. 

Mr.  Walsh.  Okay. 

Your  time  is  up,  sir,  but  we  will  be  back. 

privatization  of  food  services  by  JUNE  30,  1996 

Mr.  Rogers,  earlier  you  talked  about  a  number  of  initiatives  and 
about  privatization.  You  said  that  the  City  is  looking  at  privatizing 
food  service  at  the  Department  of  Corrections.  When  will  that  hap- 
pen? 

Mr.  Rogers.  We  are  currently  in  negotiations  for  privatization  of 
food  services  for  Corrections,  and  that  contract  is  expected  to  be 
awarded  prior  to  July,  during  the  month  of  June. 

Mr.  Walsh.  So  a  decision  will  be  made  between  now  and  the  end 
of  the  month,  and  a  contract  will  be  awarded? 

Mr.  Rogers.  That  is  right.  And  we  expect  that  the  employees 
providing  that  service  will  be  leaving  the  payroll  before  September. 
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[CLERK'S  NOTE.— On  September  10,  1996,  the  City  Administrator's  office  in- 
formed the  Committee  that  food  services  at  the  Department  of  Corrections  was 
privatized  with  savings  of  approximately  $1,000,000  expected  in  fiscal  year  1997.] 

SAVINGS  FROM  PRIVATIZATION 

Mr.  Walsh.  And  you  pay  that  contractual  service  to  whomever 
wins  the  contract? 

Mr.  Rogers.  Right. 

Mr.  Walsh.  What  savings  do  you  anticipate,  in  percentages? 

Mr.  Rogers.  15-20  percent. 

Mr.  Walsh.  And  the  law  that  was  in  place 

Mr.  Rogers.  Requires  a  minimum  5  percent  savings. 

Mr.  Walsh.  That  was  a  Council-passed  law  that  I  believe  has 
been  rescinded — it  is  no  longer  on  the  books. 

Mr.  Hill.  Right. 

Mr.  Walsh.  Is  there  any  prerequisite  for  privatization? 

Mr.  Rogers.  The  Authority 

Mr.  Walsh.  I  believe  it  is  the  Displaced  Workers  Act. 

Mr.  Hill.  And  because  we  thought  the  initial  law  would  actually 
limit  the  possibility  of  moving  people  off  the  payroll,  so  that  was 
reworked  to  another  piece  of  legislation  that  was  passed. 

Mr.  Walsh.  So  there  is  legislation  in  place  that  applies,  and  you 
expect  that  this  will  occur  very  soon. 

Mr.  Hill.  And  also  the  nature  of  our  review  of  contracts,  because 
we  would  have  to  review  and  approve  the  contract.  One  of  the 
things  we  look  at  is  the  savings  to  make  sure  the  savings  are  going 
to  be  there,  because  we  think  that  it  would  be  a  travesty  to  move 
people  off  the  payroll  and  that  would  cost  more  than  if  you  left 
them  on  the  payroll. 

schools'  food  service  contract 

Mr.  Walsh.  And  in  the  schools? 

Mr.  Rogers.  Speaking  of  the  schools,  speaking  with  the  super- 
intendent, we  expect  the  contract  for  food  service  for  schools  to  be 
awarded  in  July. 

Mr.  Walsh.  So  that  would  be  very  soon. 

What  sort  of  savings  do  you  anticipate  there? 

Mr.  Rogers.  I  don't  have  that  calculation.  We  would  have  to  do 
that. 

Mr.  Hill.  The  food  service  one  will  actually  over  time  reduce  the 
subsidy  for  the  school  program  to  zero.  That  is  the  goal,  and  that 
is  part  of  what  they  are  actually  building  into  the  solicitation.  So 
that  would  be  substantial. 

Mr.  Walsh.  So  you  expect  a  larger  savings  than  15  percent? 

Mr.  Hill.  That  one  would  completely  eliminate  after  3  years  the 
need  for  the  District  to  pay  anything  for  the  school  lunch  program. 

Mr.  Walsh.  So  it  would  be  a  money-saving  proposition  for  you? 

Mr.  Hill.  Yes. 

BLUE  plains/selling  OF  FACILITY 

Mr.  Walsh.  And  Blue  Plains,  any  thought  given  to  selling  that 
facility? 

Mr.  Rogers.  As  a  part  of  the  local  law  that  was  passed,  there 
is  a  requirement  that  there  be  a  study  to  assess  the  options  for  the 
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sale  or  lease  of  Blue  Plains,  and  the  study  is  to  be  submitted  to 
the  Council  for  review.  The  Board  will  be  formed  sometime  in  July. 
We  will  do  our  work  with  the  CFO  for  participating  jurisdictions 
on  the  Board,  evaluating  the  scope  of  work,  and  submit  an  RFP 
that  permits  the  study. 

Mr.  Walsh.  There  is  a  new  intermunicipal  consortium  set  to  run 
this;  right? 

Mr.  Rogers.  Yes,  the  District  Authority  on  which  there  is  re- 
gional participation. 

Mr.  Walsh.  But  the  Council  will  make  the  determination  as  to 
whether  to  privatize  or  sell? 

Mr.  Rogers.  The  Council  will  make  the  determination,  and  re- 
serves the  right  to  dispose  of  assets  of  the  District  of  Columbia. 
The  assets  of  Blue  Plains  and  ownership  assets  like  sewer  are 
being  transferred  to  the  Authority  for  its  use.  Title  is  not  being 
transferred. 

Mr.  Walsh.  We  will  leave  it  at  that  for  now. 

Mr.  Dixon. 

Mr.  Dixon.  Just  let  me  pursue  the  Blue  Plains  situation. 

payback  of  monies  owed  blue  plains 

I  wasn't  clear  as  to  the  status  of  the  repayment  of  the  monies 
that  the  District  borrowed  from  Blue  Plains;  what  is  the  status  of 
that  repayment? 

Mr.  Williams.  Mr.  Dixon,  we  have  allocated  in  the  next  3  or  4 
years  incremental  amounts  to  pay  back  that  cash  that  was  bor- 
rowed. I  may  be  wrong,  but  it  is  about  $20  million  per  year. 

Mr.  Dixon.  $80  million. 

Mr.  Williams.  $20  million  a  year,  roughly,  yes. 

legislation  creating  regional  water  and  sewer  authority 

Mr.  Dixon.  Then  the  legislation  that  has  been  up  here  for  review 
is  not  a  specific  plan  but  is  merely  an  authorization  to  change  the 
structure  at  Blue  Plains? 

Mr.  Rogers.  No,  the  legislation  that  has  been  up  here  for  review 
has  passed  the  Congressional  review  period. 

Mr.  Dixon.  Right.  What  does  it  provide  for? 

Mr.  Rogers.  It  provides  for  creation  of  an  Authority  with  a  board 
of  4  regional  representatives.  Legislation  passed  by  the  Council  last 
night  amends  that  local  law  and  calls  for  a  11-member  Authority 
Board  on  which  there  will  be  5  regional  representatives,  1  from 
Fairfax,  2  each  from  Montgomery  and  Prince  Georges,  and  this 
comes  after  much  discussion  and  negotiation  of  participating  juris- 
dictions. 

Mr.  Dixon.  So  this  happened  last  night,  is  what  you  are  saying? 

Mr.  Rogers.  Well,  yes 

Mr.  Dixon.  In  the  last  day  or  two? 

Mr.  Rogers.  Yes. 

Mr.  Dixon.  How  do  other  jurisdictions  feel  about  that? 

Mr.  Rogers.  We  have  worked  long  and  hard 

Mr.  Dixon.  How  do  they  feel  about  it,  Mike? 

Mr.  Rogers.  I  think  they  are  in  support  of  it.  You  will  have  an 
opportunity  I  believe  at  some  other  point,  to  ask  them  directly, 
okay. 
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Mr.  Dixon.  Okay. 

CLARIFICATION  OF  PREVIOUS  DISCUSSION  WITH  CONGRESSMAN 

PARKER 

Mr.  Parker  indicated  he  thought  you  had  missed  each  other. 
Mr.  Rogers.  Well,  I  don't  know. 

[CLERK'S  NOTE.— See  pages  563-564,  this  volume,  for  testimony  referred  to  by 
Congressman  Dixon. J 

Mr.  DixON.  If  you  understand  what  he  is  saying  I  would  give  you 
the  rest  of  my  time  to  offer  an  explanation.  I  am  not  into  this  at 
all  but  I  think  it  is  important  that  when  Members  say,  I  think  we 
have  missed  each  other,  that  you  explain  just  what  it  is. 

Mr.  Rogers.  Let  me  just  say  that  I  appreciate  the  opportunity. 
But  really  the  focus  of  the  discussion  is  on  what  we  are  doing  to 
change  the  District,  and  I  think  I  did  miss  it  because  I  did  not  un- 
derstand that  particular  focus,  and  we  have  a  relationship  with  the 
IG  or  the  CFO,  the  Authority  may  identify  particular  matters  we 
need  to  address,  and  we  address  them  and  we  communicate  with 
those  organizations. 

That  is  the  answer  to  the  question. 

DISTRICT  LACKS  SYSTEM  TO  CORRECT  IDENTIFIED  ABUSES  EARLY 

Mr.  DixON.  What  I  thought — and  I  am  not  here  speaking  for  Mr. 
Parker — I  thought  he  was  asking,  is  there  a  system  in  place  to  cor- 
rect these  kinds  of  abuses  prior  to  it  coming  to  the  IG's  attention? 
That  is  what  I  thought  he  was  saying;  are  you  initiating  appro- 
priate action  on  your  own? 

Let  me  give  an  illustration.  The  coroner  came  to  me  a  year  ago 
to  tell  me  about  the  situation  there.  And  reading  the  newspaper, 
although  I  think  you  did  a  good  job  for  the  city,  it  was  like,  I  didn't 
know  that. 

She  told  me  a  year  ago  that  she  was  yelling  and  screaming  about 
the  conditions.  There  are  a  lot  of  things  in  D.C.  that  are  bad.  There 
are  things  that  are  good. 

Are  you  putting  in  place  a  system  that  will  identify  these  bad 
things  within  agencies  prior  to  their  coming  to  the  attention 
through  the  newspaper,  the  IG,  Congress  beating  up  on  you,  or  the 
Authority;  or  is  it  so  overwhelming  you  just  respond  as  it  comes  to 
your  attention? 

Mr.  Rogers.  No. 

Mr.  Dixon.  Do  you  know  today  of  other  abuses  in  this  city  that 
are  going  to  hit  the  fan? 

Mr.  Rogers.  Do  I  know 

Mr.  Dixon.  I  mean,  by  agency,  not  the  individual  person.  For  ex- 
ample, do  you  know  today  that  there  are  no  books  in  the  library 
system,  but  you  are  going  to  wait  and  a  month  from  now  you  will 
say  we  are  getting  on  top  of  that.  That  is  what  I  think  he  was  ask- 
ing you. 

Mr.  Rogers.  I  did  not  get  that  from  that  question. 

Mr.  Dixon.  I  may  be  wrong.  If  so,  let  me  assume  I  am  asking 
it. 

Mr.  Rogers.  And  the  answer  is  yes,  that  there  are  a  number  of 
initiatives  that  have  been  identified  by  agencies  that  highlight  spe- 
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cific  problem  areas  that  are  being  addressed.  In  some  cases,  the 
issue  is  money  and  finding  the  resources.  And,  frankly,  the  discus- 
sion of  the  coroner,  that — I  would  not  say  that  we  were  not  aware 
of  the  fact  that  there  were  some  issues  with  the  coroner. 

Over  the  life,  you  know,  you  hear  that  the  air  conditioning  is 
down.  What  do  you  do?  You  make  sure  that  the  air  conditioning 
gets  fixed  but  if  it  is  an  old  air  conditioning  system,  fixing  it  one 
time  will  only  be  a  one-time  fix  until  it  breaks  down  the  next  time, 
and  the  next  time  you  have  to  respond  to  it. 

The  long-term  approach  is  to  find  the  resources  to  not  just  fix  the 
system  but  replace  the  system  if  it  needs  replacement. 

We  have  a  work  plan  in  place  now  with  the  coroner  to  renovate 
the  whole  operation  and  we  looked  at  a  number  of  options.  And 
working  with  the  coroner,  there  are  lots  of  problems  out  there.  It 
is  a  big  government.  To  say  that  we  are  not  aware  of  a  number  of 
them  would  not  be  so. 

But  the  question  is,  have  we  identified  them,  are  we  trying  to  do 
something  about  it?  And  even  if  you  are  trying  to  do  something 
about  them.  Congressman,  it  doesn't  mean  they  won't  become  an 
issue  before  you  actually  fix  them.  So  when  they  come  to  light  all 
you  can  say  is  we  are  aware  of  it,  and  this  is  what  we  are  doing 
and  this  is  when  we  expect  the  problem  to  be  fixed. 

Mr.  Dixon.  Now,  if  I  may,  just  a  final  question. 

Mr.  Walsh.  I'll  just  ask  one  question  after  you  are  finished. 

STATUS  OF  PUBLIC  WORKS  DEMONSTRATORS 

Mr.  Dixon.  What  is  the  final  resolution  of  the  situation  with  the 
people  in  Public  Works,  who  had  demonstrated.  As  I  recall,  Ms. 
Avant  made  a  recommendation  and  then  I  thought  it  was  under  re- 
view. Has  there  been  any  final  resolution? 

Mr.  Rogers.  It  is  ongoing.  There  were  disinterested  designees  as 
a  part  of  our  personnel  system  that  were  appointed  to  hear  each 
one  of  those  cases.  I  think  we  had  over  a  hundred,  a  hundred-plus 
individual  cases,  and  those  decisions  are  made  based  on  the  reports 
of  those  disinterested  designees  who  are  kind  of  like  Administra- 
tive Law  Judges  in  the  process. 

And  it  is  in  the  personnel  system.  We  have  not  come  to  conclu- 
sion, I  don't  believe,  on  any  of  them  at  this  point,  but  I  do  know 
that  reports  are  being  received  from  the  disinterested  designees 
and  we  will  take  steps  to  resolve  them. 

Mr.  Dixon.  I  thought  her  report  indicated  there  were  certain  peo- 
ple that  should  be  disciplined.  I  thought  there  were  three  or  four. 

Mr.  Rogers.  It  was  more  extensive  than  that. 

Mr.  Dixon.  More  extensive  than  that? 

Mr.  Rogers.  Yes. 

Mr.  Dixon.  This  event  occurred  in — ? 

Mr.  Rogers.  In  December. 

Mr.  Dixon.  Will  it  be  resolved  any  time  soon?  If  the  people  are 
not  going  to  be  disciplined  they  would  seem — in  other  words,  is  this 
going  to  die  a  slow  death? 

Mr.  Rogers.  No,  it  is  not.  No  it's  not.  It  was  very  important  that 
we  follow  the  procedure  in  place  for  the  disciplining  of  employees 
and 
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Mr.  Dixon.  Let  me  ask  you,  what  is  taking  so  long?  Is  it  you 
don't  have  enough  hearing  officers,  are  the  facts  so  compUcated  to 
sort  out?  I  mean,  what  is  taking  so  long?  Is  there  only  one  hearing 
officer  and  you  have  a  hundred  cases? 

Mr.  Rogers.  No. 

Mr.  Dixon.  You  talk  in  terms  of  procedure.  What  is  taking  so 
long? 

Mr.  Rogers.  There  are  multiple  hearing  officers,  a  number  of 
cases. 

Mr.  Dixon.  What  is  taking  so  long? 

Mr.  Rogers.  And  we  are  working  with  them  on  a  case-by-case 
basis,  Congressman. 

Mr.  Dixon.  Will  they  ask  for  a  continuance? 

Mr.  Rogers.  They  ask  for  a  continuance  on  a  case-by-case  basis, 
so  they  are  all  at  various  stages.  You  know,  that  is — that  is  it.  And 
they  will  come  to  a  conclusion. 

Mr.  Dixon.  Are  there  some  recommendations  maybe  in  the  works 
as  to  how  to  shorten  this  process? 

Mr.  Rogers.  There  has  been  a  bill  introduced  at  the  Council  on 
personnel  reform.  There  are  provisions  in  that  bill  that  would 
shorten  that  process,  yes. 

Mr.  Dixon.  Thank  you,  Mr.  Chairman. 

[CLERK'S  NOTE.— See  pages  601B-601S,  this  volume,  for  copy  of  report  on  ac- 
tion taken  by  District  government  on  recommendations  made  by  the  Inspector  Gen- 
eral concerning  the  demonstration  by  employees  of  the  Department  of  Public 
Works.] 

status  of  motor  fuel  tax  escrow  fund 

Mr.  Walsh.  Mr.  Williams  or  Mr.  Rogers,  we  helped  out  the  Dis- 
trict last  year  on  Federal  transportation  funding  that  required  a 
local  match  to  come  out  of  an  escrow  fund.  As  the  District  collects 
its  taxes  on  petroleum  products  such  as  gasoline,  it  was  supposed 
to  put  that  money  into  an  account  to  match  the  Federal  money. 
This  was  not  being  done.  Has  that  escrow  account  been  estab- 
lished? 

Mr.  Williams.  Yes,  sir,  it  was  established,  the  trust  fund  and  the 
escrow. 

Mr.  Rogers.  They  have  both  been  established. 

Mr.  Walsh.  Good.  I  am  glad  we  could  end  on  a  somewhat  posi- 
tive note,  although  Mr.  Dixon's  point  is  sort  of  sweet  and  sour  here. 

"actual"  progress  does  not  match  "talk"  of  progress 

We  have  a  little  progress,  but  not  much.  And  we  have  these 
hearings  and  we  hear  talk  of  progress  with  the  general  feeling  after 
it's  all  over  is,  we  really  are  not  getting  anywhere.  I  think  everyone 
is  expecting  that  we  should  and  that  we  will. 

waiting  for  substantive  change  and  cooperation 

I  can't  speak  for  the  rest  of  the  Members  of  this  subcommittee, 
but  I  have  seen  some  progress,  but  I  am  still  waiting  for  sub- 
stantive change.  We  really  need,  as  Mr.  Dixon  mentioned  earlier, 
rather  than  belabor  it,  we  really  need  the  Control  Board,  the  execu- 
tive branch  of  government,  and  the  Chief  Financial  Officer  and  all 
the  other  players  in  the  city  government  to  work  together  here. 
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There  has  been  some  awful  rhetoric  in  the  last  week  or  so.  It  is 
nonsense.  None  of  it  is  true  from  any  side. 

And  it  just  causes  more  problems  and  we  don't  need  any  more 
problems.  We  need  to  work  together.  We  will  work  with  you  and 
if  you  can  get  a  plan  and  it  is  a  good  plan,  it  will  be  successful  up 
here.  But  we  really  need  to  continue  to  prod  you  and  we  will,  and 
we  will  catch  some  hell,  too,  that  is  okay.  But  we  have  got  to  work 
together,  all  of  us,  to  get  this  job  done,  and  it  is  a  real  important 
job. 

Thank  you. 

The  meeting  is  adjourned  subject  to  the  call  of  the  Chair. 

DEFICIT  FINANCING  CONCERNS 

(See  pages  471,  628,  666,  695,  and  853,  this  volume,  regarding 
following  "CLERK'S  NOTE".) 

[CLERK'S  NOTE.— The  District  government  funded  its  $331  million  accumu- 
lated deficit  in  1991  when  it  borrowed  $336  million  which  included  $5  million  in 
financing  costs.  In  approximately  three  months  the  money  was  all  spent,  and  in  sub- 
sequent fiscal  years  the  District  government  again  overestimated  its  revenues  and 
overspent  its  budget  authority  resulting  in  another  accumulated  deficit  that  now  ap- 
proximates $378  million.  The  Committee  is  concerned  about  the  present  plans  to 
again  fund  another  accumulated  deficit. 

The  current  District  government  proposal  is  to  fiind  past  and  future  deficits  of  ap- 
proximately $500  million.  The  interest  cost  of  borrowing  this  amount  is  estimated 
to  be  $435  million  with  low  repayments  of  $36  million  in  the  early  years  increasing 
to  an  annual  repayment  of  $125  million  in  the  last  year  (see  page  712,  this  volume, 
for  repayment  schedule  for  proposed  $500  million  deficit  borrowing).  The  concern  of 
Congress  was  expressed  in  the  Conference  Report  (House  Report  No.  104-740)  that 
accompanied  the  fiscal  year  1997  appropriations  bill  (H.R.  3845).  The  following  is 
an  extract  from  that  Conference  Report  and  an  internal  Committee  memo  on  the 
background  of  the  subject.] 

[The  material  referred  to  follows:] 
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CONFERENCE  REPORT 

[To  accompany  H.R.  3845] 

Deficit  Spending  and  Long-Term  Deficit  Borrowing 

The  conferees  are  concerned  with  the  insidious  aspects  of  long- 
term  borrowing  to  fHind  deficit  spending.  The  conferees  note  that 
the  actual  deficit  for  fiscal  year  1995  was  only  $25,000,000  when 
the  accounting  adjustments  of  $29,000,000  are  factored  out. 

For  fiscal  year  1996,  the  deficit  was  estimated  at  $20,000,000 
at  the  time  the  President  signed  the  appropriations  Act;  however, 
in  testimony  provided  by  the  Chief  Financial  Officer  to  the  House 
Committee  on  Appropriations  on  May  15,  1996,  the  deficit  was  pro- 
jected at  $116,000,000,  a  580  percent  increase.  While  the  deficit 
was  relatively  small  in  fiscal  year  1995,  it  is  projected  to  increase 
significantly  in  fiscal  year  1996. 

The  District  is  proposing  to  borrow  $500,000,000  long  term  to 
fiind  the  accumulated  deficit  caused  by  overspending  and  future 
projected  deficits.  The  cost  of  this  proposal  is  $435,000,000  in  inter- 
est costs  that  will  have  to  be  paid  from  current  operating  revenues 
in  addition  to  the  $500,000,000  in  principal  that  will  have  to  be  re- 
paid. Said  another  way,  instead  of  the  $435,000,000  being  used  to 
oenefit  District  taxpayers  in  the  form  of  teachers  and  counselors  for 
education  programs,  police  activities  and  fire  services  as  well  sls 
programs  to  meet  various  social  needs,  those  hundreds  of  millions 

of  dollars  will  be  used  for  interest  payments  to  bondholders  thus 
depriving  the  citizens  of  the  District  the  use  of  scarce  revenues  for 
basic  city  services.  The  insidious  nature  of  deficit  borrowing  is  that 
it  allows  higher  spending  tiiat  satisfies  immediate  needs  while  at 
the  same  time  entrapping  current  and  future  taxpayers  into  mak- 
ing interest  payments  on  funds  borrowed  to  pay  for  goods  and  serv- 
ices that  were  provided  in  the  past.  This  $435,000,000  is  in  addi- 
tion to  the  $150,000,000  in  interest  payments  being  made  on  the 
$336,000,000  in  deficit  borrowings  made  in  fiscal  year  1991. 

Long-term  borrowings  for  capital  projects,  on  the  other  hand, 
are  entirely  appropriate  because  the  projects  on  which  those  funds 
are  spent  last  for  the  period  during  which  those  borrowings  are  re- 
paid so  that  the  taxpayers  at  the  time  the  payments  are  made  are 
able  to  benefit  from  those  projects.  This  is  not  the  case  with  long- 
term  borrowings  for  deficit  spending.  Every  effort  should  be  made 
by  the  Mayor,  the  Council  and  the  control  board  to  avoid  deficit 
spending  and  thus  alleviate  the  need  to  obligate  future  taxpayers 
to  pay  for  the  overspending  of  those  who  preceded  them. 

The  accumulated  deficit  at  the  end  of  fiscal  year  1995  totaled 
$378,000,000  which  was  computed  by  subtracting  total  assets  from 
total  liabihties  in  the  General  Fund  and  resulted  in  liabihties  ex- 
ceeding assets  available  to  satisfy  those  liabilities.  However,  an 
analysis  of  the  liabilities  reveals  that  approximately  $312,000,000 
will  either  not  require  a  use  of  cash  or  are  long-term  in  nature.  For . 
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example,  $142,000,000  is  deferred  revenue,  which  is  a  record  of 
cash  already  received  that  will  be  recorded  as  revenue  earned  in 
fiscal  year  1996.  The  cash  is  already  in  the  General  Fund's  cash 
account.  Another  $170,000,000  is  recorded  as  accrued  liabilities 
which  are  estimates  of  payments  that  may  be  made  sometime  in 
the  distant  future,  such  as  payments  resulting  from  claims  and 
judgments,  disputes  from  grant  claims,  and  possible  Medicaid  pay- 
ments subject  to  audits  of  reimbursement  claims.  Thus,  only  about 
$66,000,000  of  the  remaining  excess  liabilities  over  assets  of  the  ac- 
cumulated deficit  may  need  to  be  paid  in  fiscal  year  1996.  Given 
this  analysis  it  appears  that  a  long-term  borrowing  of  $500,000,000 
should  be  carefully  analyzed  and  avoided  by  pursuing  other  op- 
tions. A  very  high  priority  should  be  given  to  living  within  the  cur- 
rent revenues. 

An  analysis  of  the  District's  cash  account  to  determine  the  pat- 
tern of  overspending  since  fiscal  year  1991  when  $336,000,000  was 
borrowed  to  fund  the  accumulated  deficit  reveals  that  the  District 
over  spent  an  average  of  $71,000,000  per  year.  It  should  be  noted 
that  this  amount  reflects  increases  and  decrecises  in  both  the  ac- 
counts receivable  and  the  accounts  payable  so  that  a  deferral  of  the 
use  of  cash  would  not  artificially  inflate  the  balance  in  the  cash  ac- 
count. This  amount  is  approximately  the  amount  of  the  projected 
fiscal  year  1997  deficit  of  $74,000,000  recommended  in  this  con- 
ference agreement.  The  Mayor  and  the  Control  Board  Chairman  re- 
cently stated  that  there  were  several  ways  of  reducing  the  pro- 
jected fiscal  year  1997  deficit.  These  recommendations  as  well  as 
those  made  by  the  many  financial  advisers  who  have  testified  and 
published  reports  on  the  various  ways  the  city  can  reduce  the  costs 
of  operating  the  Nation's  Capital  should  be  pursued  vigorously. 

Testimony  at  recent  and  past  hearings  as  well  as  reports  from 
financial  advisors  to  the  city  and  meetings  with  District  and  control 
board  officials  have  documented  the  concerns  and  inherent  prob- 
lems in  borrowing  long-term  to  fmance  operating  deficits.  The  offi- 
cials cited  several  ways  to  reduce  the  projected  deficit  for  fiscal 
year  1997;  the  advisors  have  testified  that  future  requests  by  the 
District  to  fund  an  operating  deficit  should  not  be  approved;  and 
testimony  indicates  that  a  change  in  one  item,  Medicaid,  simong 
several  other  items,  would  eliminate  the  city's  deficit  and  result  in 
a  surplus.  Efforts  should  be  pursued  immediately  on  these  items 
that  will  save  District  taxpayers  and  the  Federal  Government  hun- 
dreds of  millions  of  dollars  instead  of  spending  scarce  local  reve- 
nues on  interest  costs  to  bondholders. 

Long-term  borrowing  for  deficit  spending  does  not  resolve  the 
problems  caused  by  overspending — rather  it  increases  the  accumu- 
lated deficit  and  postpones  the  tough  decisions  that  have  to  be 
made.  Deficit  financing  carries  a  vei^  high  cost  that  has  serious 
negative  consequences  to  the  financial  health  and  quality  of  life  of 
the  community. 
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June  20,  1996 


D.C.  PROPOSED  NEW  DEBT  FINANCING 
OF  CURRENT  OVERSPENDING  IN  FYs  1994  and  1995 

When  the  District  government  proposed  to  fund  its  general  fund 
deficit  in  FY  1991  through  the  sale  of  deficit  recovery  bonds,  the 
Committee  held  a  hearing  on  May  21,  1991,  and  received  testimony 
that  raised  serious  concerns  and  warnings  about  the  proposal  to 
finance  current  overspending.  This  testimony  was  received  from 
District  officials  as  well  as  financial  consultants  who  were 
invited  to  testify.  A  statement  was  made  by  the  District's 
financial  advisor  that  if  District  officials  in  the  future 
requested  further  deficit  financing,  it  would  be  a  clear  indication 
that  the  District  was  once  again  overspending  its  budgets  and  the 
request  should  be  denied. 

It  now  appears  that  history  is  repeating  itself  in  the 
District.  There  is  a  proposal  to  again  seek  debt  financing  to  fund 
the  current  overspending  practices  of  the  District  government 
during  FYs  1994  and  1995.  The  District  government  has  been  cited 
numerous  times  in  its  annual  financial  report  for  violations  of  the 
Anti -Deficiency  Act,  yet  no  punitive  actions  have  been  brought 
against  those  responsible  and  no  lessons  have  been  learned  by  those 
officials . 

This  new  deficit  funding  proposal  should  be  discouraged,  and 
instead  a  serious  program  of  balancing  the  budget  should  be  put  in 
place  immediately,  along  with  an  effort  toward  implementing  a 
schedule  to  reduce  the  accumulated  fund  deficit  in  the  next  ten 
years . 

The  purpose  of  the  Committee's  hearing  on  May  21,  1991,  was  to 
discuss,  among  other  things,  retiring  the  accumulated  general  fund 
deficit  of  approximately  $332  million  through  the  issuance  of 
"deficit  recovery  bonds."  Testimony  from  Frank  Raines,  then 
financial  advisor  to  Mayor  Sharon  Pratt  Kelly  (now  Dixon)  and  the 
Mayor  herself  regarding  the  approach  of  retiring  the  fund  deficit 
through  a  program  of  systematic  appropriations  in  the  annual 
budgets  versus  going  into  debt  by  issuing  bonds.  Mr.  Raines  stated 
that  "The  problem  is  one  that  it  is  a  voluntary  [emphasis  added] 
decision  each  year  as  to  whether  or  not  the  budget  includes  the 

(amount  of  money  needed  to  retire  the  deficit) .... (but)  if  it  is 
put  in  the  debt  service  line  ,  there  is  no  ifs,  ands,  or  buts  about 
it."  (See  p. 40  of  the  hearing  record.)  Mayor  Dixon  stated  that 
"there  is  a  commitment  [emphasis  added]  to  do  something  about  it 
when  you  use  deficit  recovery  bonds.  The  deficit  without  the 
recovery  bonds   demonstrates   no   fiscal   discipline   whatsoever 

[emphasis  added] .  You  just  continue  the  problem.  Nobody  knows 
whether  you  have  any  sense  of  commitment  whatsoever  to  coming  to 
grips  with  this  basic  issue."  (See  p. 45  of  the  hearing  record.) 

The  above  clearly  shows  that  the  Mayor  did  not  have  the 
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discipline  to  retire  the  debt  through  her  own  voluntary  actions  but 
would  rather  have  the  discipline  imposed  on  her  through  a  legally 
enforceable  mandate  (a  bond  indenture)  to  repay  a  debt.  The 
situation  then  is  similar  to  the  situation  today  with  one  important 
exception  --  today  there  is  a  Control  Board  in  place  to  act  when 
the  Mayor  and  Council  choose  not  to  voluntarily  exercise  the 
discipline  necessary  to  retire  the  accumulated  deficit  -  the 
Control  Board,  if  it  wishes,  can  do  it  in  place  of  the  Mayor  and 
Council . 

Mr.  Raines  stated:  "I  can  tell  you  that  if  the  District  says 
it  is  going  to  sell  more  short-term  notes,  that  means  it  is  having 
another  deficit.  Everyone  should  oppose  it !  [emphasis  added]  It 
is  the  selling  of  additional  short-term  notes  after  these  bonds  are 
sold  that  signals  you  are  having  deficits."  (See  p. 48  of  the  1991 
hearing.)  Mr.  Wilson  said:  "...what  terrifies  some  of  us  to  the 
extent  that  we  are  extremely  worried  about  it,  it  means  that  the 
city  has  to  have  a  (truly)  balanced  budget  for  the  next  12  years 
(the  term  of  the  deficit  recovery  bonds)."  (See  p. 43  of  the  1991 
hearing. ) 

The  Control  Board  should  approach  the  issuance  of  any  long- 
term  financing  of  the  accumulated  deficit  with  a  very  high  degree 
of  caution,  and,  instead,  should  consider  establishing  a  plan  to 
systematically  retire  the  general  fund  deficit  over  the  next  ten 
years  by  establishing  a  sinking-fund  account  into  which  cash  is 
deposited  to  build  up  a  cash  reserve  of  $300  million  to  $400 
million  recommended  by  Mr.  Raines  who  stated  "A  government  of  this 
size  ought  to  have  -  in  my  judgment  somewhere  around  $300  or  $400 
million  in  cash  on  hand  at  all  times,  even  at  its  worse,  because 
occasions  will  arise  where  you  can  have  a  delay  and  cause  the 
government  to  go  broke."  (See  p. 4  0  of  the  1991  hearing.) 

The  question  that  will  be  raised  by  many  is  "where  will  the 
city  get  the  money  to  pay  the  debt  service?  Mr.  John  Wilson,  then 
City  Council  Chairman,  at  the  same  May  21,  1991  hearing  stated:  "I 
want  to  emphasize  that  the  District  government  must  shrink.  It  has 
too  many  workers,  and  it  offers  too  many  programs  and  services." 
(See  p. 16  of  the  1991  hearing.)  Mr.  Wilson  further  said  (in  reply 
to  Chairman  Julian  Dixon's  question  "Is  the  Chairman  (Wilson) 
saying  that  basically  the  deficits  have  been  caused  by  over- 
spending?") :  "Yes  sir.  Over-spending  and  if  you  look  at  the  audits 
you  will  see  it  is  over-spending  not  in  the  programs.  The  over- 
spending is  in  personal  services  for  the  last  nine  years,  over- 
spending in  personal  services  straight  through.  You  will  see  that 
is  where  the  over-spending  occurs."  (See  p. 49  of  the  1991  hearing.) 
Mayor  Marion  Barry's  transition  team,  headed  by  Elijah  Rogers, 
former  City  Administrator,  stated  in  its  November  1994  report  that 
the  District  government  needed  to  reduce  its  budget  by  $431  million 
to  meet  its  cash  needs  and  delineated  how  to  do  that;  the  Rivlin 
Commission  report  of  December  1994  stated  that  "unimplemented 
Rivlin  Commission  recommendations  could  save  the  District  an 
estimated  $400  million  in  operating  costs  per  year  if  fully 
implemented.    Other  opportunities  could  add  millions  more  in 
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savings."  (See  pp.4  and  5  of  the  Rivlin  report.) 

The  District's  fiscal  crisis  today  is  very  much  a  repeat  of 
its  situation  in  1991,  with  the  important  exception  of  the  Control 
Board.  It  is  important  for  the  Control  Board  to  be  extremely 
careful  concerning  any  further  borrowing  to  finance  operating 
deficits  and  to  seek  a  less  costly  and  more  responsible  approach  to 
the  retirement  of  the  District's  accumulated  general  fund  deficit. 
Avoidance  of  additional  debt  should  be  pursued  so  that  interest 
costs  can  be  avoided  and  the  savings  used  to  finance  important 
current  priority  needs  of  the  District.  The  interest  cost  of  the 
1991  deficit  recovery  bonds  was  $175  million  on  $336  million 
borrowed.  Interest  represents  53%  of  the  amount  borrowed.  In 
total,  $507  million  has  to  be  repaid.  That  $175  million  could  have 
been  put  to  good  use  at  the  present  time  to  fund  various  District 
programs  such  as  education,  public  safety,  housing  and  health 
rather  than  paying  interest  to  bond  holders.  $175  million  in 
interest  costs  is  a  high  price  to  pay  for  the  lack  of  financial 
discipline . 
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[clerk's  Note  (continued) .--Proponents  of  long-term  borrowing 
argue  that  the  District  government  is  in  dire  need  of  cash,  that 
vendors  are  not  being  paid  on  time,  and  that  the  District  can  never 
get  back  into  the  public  financial  marketplace  because  of  the  large 
accumulated  deficit  which  has  lowered  its  bond  rating  to  the  non- 
investment  grade  level. 

Opponents  of  long-term  borrowing  argue  (1)  that  the  District 
government  is  not  in  dire  need  of  cash,  (2)  that  according  to  the 
Chief  Financial  Officer  vendors  are  being  paid  on  time,  (3)  that 
the  District  can  borrow  from  the  U.S .Treasury,  at  less  cost  than 
the  public  financial  markets,  on  a  short-term  basis  for  as  long  as 
necessary  until  the  accumulated  deficit  is  reduced  significantly 
(just  as  the  District  did  during  fiscal  years  1980  through  1990)  or 
is  even  eliminated,  and  (4)  that  the  accumulated  deficit  is  an 
accoimting  concept  that  merely  reflects  past  overspending  patterns 
that  has  nothing  to  do  with  the  present  use  of  cash,  i.e.  how 
vendors  are  paid  or  other  operational  disbursements. 

Regarding  the  statement  that  the  "accumulated  deficit  is  an 
accounting  concept, "  KPMG  Peat  Marwick  performed  a  study  of  the 
State  of  New  York's  accumulated  fund  deficit  comparing  it  to  that 
of  twelve  other  States  with  particular  regard  as  to  how  New  York 
interpreted  accounting  policies  different  from  the  other  twelve 
States.  The  results  of  the  study  (which  are  included  at  the  end  of 
this  "Clerk's  Note")  show  that  had  New  York  interpreted  accounting 
policies  the  same  as  the  other  twelve  States,  New  York  State  would 
have  reported  an  accumulated  fund  surplus  instead  of  its 
accumulated  fund  deficit.  Thus,  this  study  shows  how  the 
interpretation  of  an  accounting  policy  can  cliange  a  deficit  into  a 
surplus.  This  study  then  raises  a  question  as  to  what 
interpretations  of  accounting  policies  has  the  District  of  Columbia 
made  that  results  in  the  "accumulated  fund  deficit?"  This  study 
further  supports  the  point  that  there  is  no  direct  connection 
between  cash  and  the  accumulated  fund  deficit  since  cash  does  not 
change  on  the  financial  statements  as  a  result  of  the  varying 
interpretations;  cash  is  cash  and  is  always  recorded  as  such.  (See 
also  page  118,  this  volume,  for  KPMG  Peat  Warwick's  answer  to 
question  4  (Questions  for  the  Record)  concerning  the  INDIRECT 
RELATIONSHIP  between  the  accumulated  deficit  and  the  cash 
shortfall.)  In  addition,  the  accumulated  fund  deficit  is  on  the 
accrual  or  GAAP  (Generally  Accepted  Accounting  Practices)  basis  and 
includes  non-cash  transactions  (such  as  depreciation  and  estimates 
of  uncertain  future  events)  which  usually  mislead  readers  in 
understanding  what  the  true  cash  needs  of  the  entity  are.  The 
accumulated  deficit  (or  surplus)  is  merely  the  difference  between 
"total  assets"  and  "total  liabilities".   ] 

(The  KPMG  Peat  Marwick  study  referred  to  above  follows:) 
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Peat  Marwick 
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Introduction 

At  your  request  we  have  performed  a  study  of  the  generally  accepted  accounting 
principles  (GAAP)  policies  followed  by  twelve  selected  states  in  order  to  identify 
differences  between  the  policies  of  the  twelve  stales  and  the  policies  followed  by  New 
York  State  (NYS).  This  report  describes  the  objectives  and  scope  of  the  study,  the 
approach  taken,  and  the  results. 

Objectives  and  Scope 

The  primary  objectives  of  this  benchmarking  study  were  to: 

1)  Identify  significant  differences  in  accounting  policies  between  New  York  State 
and  twelve  selected  states. 

2)  Quantify  the  results  of  significant  differences  noted  and  gather  other  data  with 
regard  to  significant  accounting  policies. 

3)  Develop  a  report  to  be  used  by  the  Division  of  the  Budget  in  assessing  the  impact 
of  GAAP  policies  on  the  accumulated  deficit 

To  complete  the  study.  New  York  State's  accounting  practices  were  compared  to  those  of 
the  following  states: 


California 

Connecticut 

Florida 

Illinois 

Massachusetts 

Michigan 


New  Jersey 

North  Carolina 

Ohio 

Pennsylvania 

Texas 

Virginia 


Approach 

To  achieve  the  objectives  of  this  study,  we  performed  the  following  specific  worksteps: 

1.    Reviewed  Comprehensive  Annual  Financial  Reports  (CAFR) 

We  obtained  a  copy  of  each  state's  most  recent  CAFR,  and  performed  a  detailed 
review  to  gain  an  initial  imderstanding  of  the  accounting  policies  of  each  state. 
During  this  initial  step  we  identified  areas  in  which  the  accoimting  policies  of  the 
other  states  differed  significantly  from  the  policies  of  New  York  State.  Our  effort 
was  concentrated  on  those  areas  which  could  impact  New  York  State  by  $100  million 
or  more. 

Our  review  of  flnancial  information  reported  by  other  states  was  primarily  focused  on 
the  general  fimd.   The  footnotes  to  the  general  purpose  fmancial  statements  were 
reviewed  in  order  to  determine  each  state's  revenue  and  expenditure  recognition 
policies  as  well  as  significant  accrual  policies.  In  addition,  the  CAFRs  were 
reviewed  to  identify  potential  differences  in  fund  structure,  fund  classifications  and 
pension  funding  policies. 
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Through  the  review  of  the  CAFRs  and  by  directly  contacting  each  of  the  states,  we 
identified  the  individuals  with  knowledge  of  the  states'  reporting  policies  and 
informed  them  of  our  study  in  order  to  request  further  information.  Included  as 
Appendix  C  to  this  report  is  a  listing  of  the  key  financial  reporting  personnel 
contacted  at  each  state. 


2.  Surveyed  Other  States  on  Policies  Related  to  Significant  Accruals 

A  survey  on  accounting  procedures  and  accrual  policies  was  conducted  to  gain 
information  from  the  states  included  in  the  study.  The  purposes  of  the  survey  were 
to:   1)  further  develop  our  understanding  of  the  policies  identified  during  our  review 
.    of  the  CAFRs,  and  2)  identify  and  understand  those  policies  which  could  not  be 
thoroughly  understood  through  a  review  of  the  CAFR  alone. 

Based  on  a  review  of  the  initial  responses,  specific  follow  up  questions  were 
developed  for  each  state,  highlighting  those  items  which  were  identified  as  areas 
where  substantial  differences  in  accounting  policies  appeared  to  exist.     The  areas 
covered  and  follow-up  questions  included: 

•     Personal  income  tax  receivables,  including  estimated  taxes,  withholdings, 
payments  with  returns,  and  assessments 
General  business  tax  receivables 
Sales  tax  receivables 
Other  tax  receivables 
Receivables  from  the  federal  government 
Other  significant  receivables  or  assets  subject  to  accrual 
Payables  to  local  governments 
Accounts  and  vouchers  payable 
Tax  refunds  payable 
Medicaid  liability  accruals 
Payroll  related  accruals 
Workers'  compensation  accruals 
Litigation  accruals 
Pension  liabilities 
Other  significant  liabilities  ; 

3.  Summarized  and  Quantified  the  Results  of  Significant  Differences 

Upon  completing  the  above  and  having  an  understanding  of  the  accounting  policies  of 
each  of  the  states  surveyed,  we  compared  the  policies  of  the  other  states  to  those  of 
New  York  State.  During  this  phase  of  the  study  we  summarized  and  quantified  the 
significant  policy  differences.  We  considered  differences  significant  if  they  had  a 
$100  million  impact  on  New  York  State's  general  fund. 

In  quantifying  the  differences  in  accounting  policies,  our  objective  was  to  determine 
the  dollar  impact  on  New  York  State's  accumulated  deficit  had  New  York  State 
instituted  policies  similar  to  those  of  the  other  states. 

The  following  sections  of  this  report  discuss  the  results  and  fmdings  of  this  study, 
including  quantified  differences  caused  by  the  varying  accounting  policies  of  the 
states. 
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Results  of  Study 

The  general  conclusion  reached  as  a  result  of  this  benchmarking  study  is  that  New  York 
State  has  a  more  conservative  interpretation  of  GAAP  than  any  of  the  twelve  states 
reviewed.  The  study  demonstrates  that  if  New  York  State  followed  the  GAAP  policies  of 
the  twelve  selected  states.  New  York  would  have  a  lower  accumulated  general  fund 
deficit  in  all  twelve  cases. 

In  Appendix  A  to  this  report,  we  have  provided  a  state  by  state  comparison  of  the  results 
of  the  application  of  the  differences  in  accounting  policies.  The  differences  are  pnmanly 
the  result  of  the  State's  application  of  revenue  and  expenditure  accrual  policies  in  the 
general  fund.  New  York  State's  policy  is  to  accrue  revenues  and  expenditures  if  the 
revenue  has  been  earned  and  the  expenditures  incurred  as  of  the  end  of  the  state's  fiscal 
year  and  the  amounts  are  expected  to  be  received  or  disbursed  in  the  next  twelve  months. 
All  accruals  expected  to  be  settled  in  over  one  year  are  recorded  in  the  General  Long 
Term  Obligations  Account  Group  (GLTOAG).  Generally,  the  twelve  states  reviewed 
used  a  much  shorter  time  period  to  accrue  revenue  and  expenditures  in  the  general  fund. 
The  majority  of  the  states  utilized  60  or  90  days  after  the  fiscal  year  end  as  the  penod  for 
accruing  revenue  and  expenditures  in  the  general  fund.  Expenditures  expected  to  be  paid 
in  over  60  or  90  days  are  considered  long-term  and  are  recorded  in  the  GLTOAG. 

The  differences  in  accounting  policies  are  presented  in  three  categories  —  Common 
Differences.  Unique  Differences  and  Unquantified  Differences.  Common  Differences  are 
those  diat  we  noted  in  two  or  more  of  the  twelve  states  included  in  the  study.  Unique 
Differences  are  those  which  were  noted  in  only  one  state.  Unquantified  Differences  are 
those  which  we  were  unable  to  determine  the  impact  on  NYS. 

All  amounts  (in  thousands)  are  as  of  March  31, 1993.  Below  is  a  brief  description  of  the 
differences  and  the  effect  of  those  differences  on  New  York  State's  accumulated  general 
fund  deficit.  A  "negative"  impact  increases  the  accumulated  general  fund  deficit  and  a 
"positive"  impact  reduces  the  deficit. 

Common  Differences         j 

PIT  Receivables  Estimated  -  Withholding  -  First  Quarter  -  NYS  records  a 
receivable  for  personal  income  taxes  based  on  an  estimate  of  fmal  payments 
to  be  collected  with  1993  tax  returns.  The  estimate  is  based  on  the  historical 
relationship  between  withholdings  and  final  payments.  Very  few  of  the 
states  reviewed  recorded  a  similar  receivable.  The  result  of  this  adjustment 
is  a  negative  impaa  on  NYS's  accumulated  general  fund  deficit. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  ($397,300) 

Tax  Assessments  Receivable  -  NYS  records  receivables  for  assessments  on 
personal  income,  general  business,  and  consumption  and  use  taxes  by 
projecting  1993-94  collections  factoring  in  historic  assessment  turnover 
rates.  We  found  that  several  states  did  not  record  similar  receivables.  The 
result  of  this  adjustment  is  a  negative  impact  on  NYS's  accumulated  general 
fund  deficit. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  ($3 II. 000) 
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PIT  Refunds  Payable  -  Withholding  -  First  Quarter  -  NYS  records  an 
estimate  of  refunds  to  be  paid  on  final  1993  tax  returns  based  on  an 
historical  relationship  between  withholdings  and  refunds.  We  noted  that 
several  states  did  not  record  a  similar  amount  payable.  The  result  of  this 
adjustment  is  a  positive  impact  on  NYS's  accumulated  general  fund  deficit. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  $580,500 

Corporate  Tax  Refunds  Payable  -  NYS  records  an  estimate  of  refunds  to  be 
paid  on  corporate  tax  receipts  by  annualizing  cash  refunds  paid  in  April  to 
June  of  each  year.  We  noted  that  several  states  did  not  record  a  similar 
amount  payable  or  recorded  a  payable  only  for  actual  refunds  paid  within  60 
or  90  pays  of  the  fiscal  year  end.  Below  is  a  summary  of  the  effects  of  the 
varying  policies  on  NYS's  accumulated  general  fund  deficit. 

Effect  on  NYS's  Accumulated  G/F  Deficit  (no  accrual)  $419,700 

Effect  on  NYS's  Accumulated  G/F  Deficit  (60/90  day  policy)    $299,700 

Payable  to  Local  Governments  -  NYS  records  an  accrual  for  Payable  to  Local 
Governments  for  liabiliues  recorded  during  the  fiscal  year  that  are  expected 
to  be  paid  in  the  next  twelve  months.  Our  review  of  the  twelve  states 
indicated  that  there  are  varying  policies  related  to  local  government 
payables.  The  policies  varied  from  recording  no  liability  —  New  Jersey  — 
to  recording  a  payable  similar  to  NYS.  The  State  of  New  Jersey  has  taken 
the  position  that  if  the  amount  is  not  to  be  paid  from  current  year 
appropriauons  then  there  is  no  liability.  Other  states  record  amounts  paid 
within  30  to  90  days  as  payable  at  year  end  in  the  general  fund.    The  result 
of  these  adjustments  is  a  positive  impact  on  NYS's  accumulated  general 
fluid  deficit  Below  is  a  summary  of  the  effects  of  the  varying  policies  on 
NYS's  accumulated  general  fund  deficit 

Effect  on  NYS's  Accumulated  G/F  Deficit  (no  accrual)  $  1 ,557,600 

Effect  on  NYS's  Accumulated  G/F  Deficit  (30  day  policy)         $627,400 
Effect  on  NYS's  Accumulated  G/F  Deficit  (60/90  day  policy)    $520,050 

Workers'  Compensation  -  NYS  records  workers'  compensation  expenditures 
expected  to  be  paid  in  the  next  12  months  as  a  liability  in  the  general  fund. 
Several  of  the  states  surveyed  record  the  entire  amount  in  the  GLTOAG. 
The  adjustment  below  reflects  the  positive  effect  on  NYS's  general  fund 
accumulated  fund  deficit  if  the  entire  liability  was  recorded  in  the 
GLTOAG. 

-Effect  on  NYS's  Accumulated  General  Fund  Deficit  $  1 82,000 
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Litigation  -  NYS  records  a  liability  arising  from  litigation  which  is  expected  to 
be  paid  in  the  next  12  months  as  a  liability  in  the  general  fund.  Several  of 
the  states  surveyed  record  the  entire  amount  in  the  GLTOAG.  The 
adjustment  below  reflects  the  positive  effect  on  NYS's  general  fund 
accumulated  fund  deficit  if  the  entire  liability  was  recorded  in  the 
GLTOAG. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  $  175.800 

Pension  Contributions  Payable  -  NYS  records  a  liability  in  the  general  fund 
resulting  from  a  change  in  the  Retirement  Systems'  billing  cycle  in  1985-86. 
In  1985-86,  the  State  elected  to  not  make  a  pension  contribution  and  instead 
pay  the  amount  over  seventeen  years.  No  other  state  had  a  long-term 
pension  liability  recorded  in  the  general  fund,  thus  we  have  recorded  an 
adjustment  to  NYS's  general  fund  accumulated  fund  deficit.  The  adjustment 
below  reflects  the  positive  effect  on  NYS's  general  fund  accumulated  fund 
deficit  if  the  long-term  liability  was  removed  from  the  general  fund  and 
recorded  in  the  GLTOAG. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  $392,700 

Ekferred  Revenues  -  NYS  has  recorded  deferred  revenues  for  business 
assessments  collected  in  advance  and  for  two-year  motor  vehicle 
registrations.  Several  of  the  states  surveyed  indicated  that  although  they  had 
similar  situations,  they  had  elected  to  record  the  receipts  as  revenue  when 
collected  and  had  not  deferred  any  similar  revenues.  The  adjustment  below 
reflects  the  positive  effect  on  NYS's  general  fund  accumulated  fund  deficit 
if  the  deferred  revenue  was  recorded  as  revenue  when  received. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  $217,400 

South  Mall  Refinancing  -  NYS  has  recorded  a  liability  in  the  general  fund  for 
a  long-term  liability  for  capital  apprcciauon  bonds  issued  by  the  Urban 
Development  Corporation  for  the  refmancing  of  a  portion  of  the  South  Mall. 
No  other  state  had  a  long-term  liability  recorded  in  the  general  fund,  thus  an 
adjustment  to  NYS's  general  fund  accumulated  fund  deficit  is  reported.  The 
adjustment  below  reflects  the  positive  effect  on  NYS's  general  fund 
accumulated  fund  deficit  if  the  long-terra  liability  was  removed  from  the 
general  fund  and  recorded  in  the  GLTOAG. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  $  1 34,000 

Unreserved  Debt  Service  Fund  Balance  -  NYS  has  an  unreserved  debt  service 
fund  balance  which  represents  assets  in  excess  of  debt  service  requirements 
in  the  Mental  Hygiene  Services  Fund  (304),  the  Department  of  Health 
Income  Fund  (319),  and  the  Local  Government  Assistance  Tax  Fund  (364). 
These  amounts  arc  transferred  to  the  general  fund  after  year  end.  No  other 
state  had  an  unreserved  debt  service  fund  balance,  thus  the  adjustment 
below  reflects  the  positive  effect  on  NYS's  general  fund  accumulated  fund 
deficit  if  the  amounts  were  recorded  in  the  general  fimd. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  $497,569 
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Reserved  Debt  Service  Fund  Balance  -  Three  of  the  states  reviewed  did  not 
have  a  Debt  Service  Fund  or  did  not  accumulate  reserves  in  the  Debt  Service 
Fund.  The  adjustment  below  reflects  the  positive  effect  on  NTS's  general 
fund  accumulated  fund  deficit  if  the  reserved  debt  service  fund  balance  was 
included  in  the  general  fund. 

Effect  on  N YS's  Accumulated  General  Fund  Deficit  $  1 ,270,764 


Unique  Differences 
State  of  Florida 

General  Business  Taxes  -  The  State  of  Florida  records  a  receivable  for  General 
Business  Taxes  based  on  taxes  received  during  the  first  week  of  the  next 
year.  The  adjustment  below  reflects  the  negative  effect  on  NYS's  general 
fund  accumulated  fund  deficit  if  a  receivable  for  General  Business  Taxes 
was  recorded  in  essentially  the  same  manner. 

Effect  on  NYS's  Accumulated  General  Fund  Deficit  ($208,500) 

Sales  Taxes  -  The  State  of  Florida  records  a  receivable  for  Sales  Taxes  based  on 
taxes  received  during  the  first  week  of  the  next  year.  The  adjustment  below 
reflects  the  negative  effect  on  NYS's  general  fund  accumulated  fund  deficit 
if  a  receivable  for  Sales  Taxes  was  recorded  in  essendally  the  same  manner. 

Effect  on  NYS"s  Accumulated  General  Fund  Deficit  ($426,600) 

Other  Unquantiflable  Differences 

In  addiuon  to  the  differences  noted  above,  we  noted  certain  differences  in 
which  we  were  unable  to  quantify  the  effect  on  the  State's  general  fund 
accumulated  fund  deficit.  These  items  arc  explained  below: 

Pension  Funding  -  Three  of  the  states  surveyed  —  Connecticut,  Massachusetts 
and  Illinois  —  had  state  employee  pension  plans  that  were  significandy 
under  funded.  Although  this  under  funding  exists,  we  are  unable  to  reliably 
quantify  its  impact  due  to  the  inherent  complexities  of  funding  formulas.  If 
NYS  had  funded  its  pension  system  at  the  same  level  as  these  three  states 
there  could  be  a  significant  impact  on  NYS's  general  fund  accumulated 
deficit.  This  impact  could  be  as  much  as  several  billion  dollars  depending 
on  the  assumptions  used.  For  informational  piuposes,  we  have  included  a 
chan  in  Appendix  D  showing  the  level  of  pension  funding  for  each  of  the 
twelve  states. 

Inventory  -  Several  of  the  states  recorded  an  accrual  for  inventory  in  the 
general  fund.  The  accrual  amounts  ranged  from  $1  million  to  as  high  as 
$100  million.  Based  on  discussions  with  state  personnel,  the  inventories 
ranged  from  state  police  uniforms  to  supplies  for  mental  health  and 
correctional  facilities.  Since  NYS  does  not  record  an  accrual  for  inventory, 
wc  were  unable  to  assess  the  impact  on  NYS's  accumulated  fund  balance. 
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Medicaid  Recoveries  -  Several  of  the  states  surveyed  offset  the  Medicaid 
Payable  accmal  in  the  general  fund  with  expected  recoveries  from  Medicaid 
overpayments.  NYS  does  not  offset  the  Medicaid  payable  accrual  with 
expected  recoveries.  Since  NYS  does  not  record  an  accrual  for  Medicaid 
recoveries,  we  were  unable  to  assess  the  impact  on  NYS's  accumulated  fund 
balance.  However,  based  on  the  relative  size  of  NYS's  Medicaid  accrual  it 
appears  the  impact  on  NYS's  accumulated  deficit  could  be  over  S 100 
million. 
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APPE^fDIX  A 
State  Comparisons 


State 

California 

Connecticut 

Florida 

Illinois 

Massachusetts 

Michigan 

New  Jersey 

North  Carolina 

Ohio 

Pennsylvania 

Texas 

Virginia 


Page 
A-1 
A-2 
A-3 
A-4 
A-5 
A-6 
A-7 
A-8 
A-9 
A- 10 
A-11 
A- 12 
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State  of  California 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


A-1 


NfYS  Accumulated  Deficit  at  March  31,  1993 


($2,551,140) 


Common  Differences:  ' 

PIT  Refunds  Payable  -  Withholding  -  First  Quaner 

Corporate  Tax  Refunds  Payable 

Workers'  Compensation 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Reserved  Debt  Service  Fund  Balance 


580,500 
419,700 
182,000 
392,700 
217,400 
134,000 
497,569 
1,270.764 


Unique  Differences: 

None 


Adjusted  Fund  Balance 


$1,143,493 
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State  of  Connecticut 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31,  1993 


($2,551,140) 


Common  Differences: 

PIT  Receivables  Estimated  -  Withholding  -  First  Quarter 

Tax  Assessments  Receivable 

PIT  Refunds  Payable  -  Withholding  -  First  Quarter 

Corporate  Tax  Refunds  Payable 

Payable  to  Local  Governments 

Workers'  Compensation 

Litigation 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreser/ed  Debt  Service  Fund  Balance 


(397,300) 
(311.000) 
580.500 
419,700 
520,050 
182,000 
175,800 
392,700 
217,400 
134,000 
497,569 


Unique  Differences: 

None 


Adjusted  Accumulated  Defldt 


($139,721) 
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State  of  Florida 
GAAP  Basis  Comparison 
(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31, 1993 


($2,551,140) 


Common  Differences: 

Corporate  Tax  Refunds  Payable 

Payable  to  Local  Governments 

Workers'  Compensation 

Litigation 

Pension  Contributions  Payable 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 


419,7(X) 
520,050 
182,000 
175,800 
392,700 
134,000 
497.569 


Unique  Differences: 

(jeneral  Business  Taxes 
Sales  Tax 


(208,500) 
(426.600) 


Adjusted  Acctunulated  Deficit 


($864,421) 
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State  of  Illinois 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31,  1993 
Common  Differences: 

PIT  Receivables  Estimated  -  Withholding  -  First  Quarter 

Payable  to  Local  Govermnents 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Unique  Differences: 

None 

Adjusted  Accumulated  Defldt 


($2,551,140) 


(397,300) 
520,050 
392,700 
217,400 
134,000 
497,569 


($1,186,721) 
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Commonwealth  of  Massachusetts 
GAAP  Basis  Comparison 
(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31,  1993 
Common  Differences: 

PIT  Receivables  Estimated  -  Withholding  -  First  Quarter 

Tax  Assessments  Receivable 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Reserved  Debt  Service  Fund  Balance 

Unique  Differences: 

None 

Adjusted  Accumulated  Deflcit 


($2,551,140) 


(397,300) 
(311.000) 
392,700 
217,400 
134,000 
497,569 
1,270,764 


($747,007) 


27-054  0—96 21 
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State  of  Michigan 
GAAP  Basis  Comparison 
(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31,  1993 

Common  Differences: 

PIT  Receivables  Estimated  -  Withholding  -  First  Quarter 

Corporate  Tax  Refunds  Payable 

Workers'  Compensation 

Litigation 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Unique  Differences: 

None 

Adjusted  Accumulated  Deficit 


($2,551,140) 


(397,300) 
299,700 
182,000 
175,800 
392,700 
217,400 
134,000 
497,569 


($1,049,271) 
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State  of  New  Jersey 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31, 1993 
Common  Differences: 

PIT  Receivables  Estimated  -  Withholding  -  Fust  Quarter 

Tax  Assessments  Receivable 

PIT  Refunds  Payable  -  Withholding  -  First  Quarter 

Corporate  Tax  Refunds  Payable 

Payable  to  Local  Govenunents 

Workers*  Compensation 

Litigation 

Pension  Contributions  Payable 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Unique  Differences: 

None 

Adjusted  Fund  Balance 


($2,551,140) 


(397,300) 
(311,000) 
580,500 
419,700 
1,557,600 
182,000 
175,800 
392,700 
134,000 
497,569 


$680,429 
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State  of  North  Carolina 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31,  1993 


($2,551,140) 


Common  Differences: 


PIT  Receivables  Estimated  -  Withholding  -  First  Quarter 

PIT  Refunds  Payable  -  Withholding  -  First  Quarter 

Corporate  Tax  Refunds  Payable 

Payable  to  Local  Governments 

Litigation 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 


(397,3(X)) 
580.500 
419,700 
627,400 
175.800 
392,700 
217,400 
134,000 
497,569 


Unique  Differences: 

None 


Adjusted  Fund  Balance 


$96,629 
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State  of  Ohio 
GAAP  Basis  Comparison 
(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31,  1993 

Common  Differences: 

PIT  Receivables  Estimated  -  Withholding  -  First  Quarter 

Payable  to  Local  Governments 

Workers'  Compensation 

Litigation 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Unique  Differences: 

None 

Adjusted  Accumulated  Deflclt 


($2,551,140) 


(397,300) 
520.050 
182,000 
175,800 
392,700 
217,400 
134,000 
497,569 


($828,921) 
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state  of  Pennsylvania 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31.  1993 

Common  Differences: 

PIT  Refunds  Payable  -  Withholding  -  First  Quarter 

Corporate  Tax  Refunds  Payable 

Woricers'  Compensation 

Lidgation 

Pension  Contributions  Payable 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Unique  Differences: 

None 

Adjusted  Accumulated  Deficit 


($2,551,140) 


580,500 
299.700 
182.000 
175.800 
392.700 
134.000 
497.569 


($288,871) 
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State  of  Texas 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31,  1993 

Common  Differences 

Corporate  Tax  Refunds  Payable 

Payable  to  Local  Governments 

Workers'  Compensation 

Litigation 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Unique  Differences: 

None 

Adjusted  Accumulated  Deflcit 


($2,551,140) 


299,700 
520,050 
182,000 
175,800 
392,700 
217,400 
134,000 
497.569 


($131,921) 
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State  of  Virginia 

GAAP  Basis  Comparison 

(Amounts  in  Thousands) 


NYS  Accumulated  Deficit  at  March  31. 1993 
Commmon  Differences: 

PIT  Receivables  Estimated  -  Withholding  -  First  Quarter 

Tax  Assessments  Receivable 

Corporate  Tax  Refunds  Payable 

Pension  Contributions  Payable 

Deferred  Revenues 

South  Mall  Refinancing 

Unreserved  Debt  Service  Fund  Balance 

Reserved  Debt  Service  Fund  Balance 


($2,551,140) 


(397.300) 
(311.000) 
419,700 
392,700 
217.400 
134.000 
497,569 
1,270.764 


Unique  Differences: 

None 


Adjusted  Accumulated  Deficit 


($327307) 
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APPENDIX  B 


Summary  of  Other  Relevant  Data 


Accumulated 

General  Fund 

Date 

Unqualified 

Nature  of 

Surplus/CDefidt) 

State 

ofRctrart 

GAAP 

"pinion 

flualificatinn 

amts  in  thniKanHO 

New  York 

March  31, 1993 

Yes 

Yes 

N/A 

($2451,140) 

California 

June  30. 1992 

Yes 

Yes 

N/A 

($3,833,175) 

Connecticut 

June  30, 1993 

Yes 

Yes 

N/A 

($103^42) 

Florida 

June  30.  1993 

Yes 

No 

Fixed  Assets 

$968,927 

Illinois 

June  30. 1993 

Yes 

Yes 

N/A 

($1516.071) 

Massachusetts 

June  30.  1993 

Yes 

Yes 

N/A 

($1,121,538) 

Michigan 

September  30, 1992 

Yes 

Yes 

N/A 

$826,579 

New  Jersey 

June  30.  1993 

Yes 

Yes 

N/A 

$1.880333 

Nonh  Carolina 

June  30. 1993 

Yes 

No 

Inierfund  Transactions 

$681,028 

Ohio 

June  30. 1993 

Yes 

Yes 

N/A 

$426,200 

Pennsylvania 

June  30. 1992 

Yes 

Yes 

N/A 

$87,455 

Texas 

August  3 1,1992 

Yes 

Yes 

N/A 

$253,964 

Virginia 

June  30. 1993 

Yes 

Yes 

N/A 

$78,772 
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APPENDIX  C 
State  Contact  Listing 


1)  State  of  California 
Philip  Jelicich 
Audit  Principal 
Bureau  of  State  Audits 
660  J  Street.  Suite  300 
Sacramento.  CA  95831 
(916)445-0255 

2)  State  of  Connecticut 
Roben  Krueger 
Assistant  Chief  Accountant 
Office  of  the  Sute  Comptroller 
Central  Accounting  Division 
55  Elm  Street 

Hartford.  CT  06 106 
(203)  566-4570 

3)  State  of  Rorida 
David  R.  Vick 
Audit  Coordinator 

Office  of  the  Auditor  General 
P.O.  Box  1735 
Tallahassee.  Florida  32302 
(904)487-9100 

4)  State  of  Illinois 
Samuel  E.  Stiles,  CPA 
Director  of  Financial  Reporting  & 
Technical  Support 

Office  of  the  Comptroller 
325  West  Adams  Street 
Springfield.  Illinois  62706 
(217)  782-2052 

5)  Commonwealth  of  Massachusetts 
Kelly  Emrich 

Manager  of  Financial  Reporting 
Office  of  the  Comptroller 
One  Ashburton  Place 
Boston.  MA  02108 
(617)  727-5000 

6)  State  of  Michigan 
Joseph  D.  Frick 
Office  of  Accounting 
Department  of  Management  and 
Budget 

P.O.  Box  300026 
Lansing.  MI  48909 
(517)373-1010 


7)  State  of  New  Jersey 
Stephen  Rohrer 

Manager,  Financial  Reporting,  OMB 
33  West  State  Street 
Trenton.  NJ  08625 
(609)  292-8924 

8)  State  of  North  Carolina 
Amber  Young 
Systems  Accountant  H 
Bureau  of  Fmancial  Reporting 
200  W.  Jones  Street 
Raleigh.  NC  27603 
(919)733-0178 

9)  State  of  Ohio 

Jane  A.  Schmitz,  CPA 
Financial  Reporting  Manager 
Office  of  Budget  and  Management 
30  East  Broad  Street 
Columbus.  Ohio  43266-041 1 
(614)466-2561 

10)  State  of  Pennsylvania 
Don  Edmuston 

Director  of  Financial  Accounting 
Bureau  of  Fmancial  Management 
(717)783-2870 

11)  State  of  Texas 
Wallace  Lankford 
Supervisor,  Fmancial  Reporting 
Comptroller  of  Public  Accounts 
LBJ  State  Office  Building 
lllE.  17th  Street 

Austin,  TX  78774 
(512)463-4903 

12)  State  of  Virginia 

Linda  A.  Vermaaten,  CPA 
Manager  Fmancial  Reporting 
Office  of  the  Comptroller 
PO  Box  6-N 
Richmond,  V A  23215 
(804)  225-2380 
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(SEE  "CLERK'S  NOTE"  ON  PAGE  409,  THIS 
VOLUME.) 

[Excerpt  From  the  Washington  Post] 

July  1,  1996,  Monday,  Final  Edition 
A  SECTION;  Page  AOl 

DC  NEIGHBORHOOD'S  PLAN  FOR  HEALTH 
CLINIC  DERAILED 

Unions  Oppose  Group's  Effort  to  Take  Over  City's  Role 

(BYLINE:  Amy  Goldstein,  Washington  Post  Staff  Writer) 

Alverta  Munlyn  looked  at  her  poor  District  neighborhood  off  North  Capitol 
Street  --  the  elderly  women  with  legs  amputated  because  of  uncor trolled 
diabetes,  the  pregnant  teenagers  who  don't  go  to  doctors,  the  b; oies  who  die 
needlessly  m  infancy  --  and  decided  her  neighbors  would  le  hea  thier  if  they 
took  over  one  of  the  city's  faltering  health  clinics  and  rin  it  themselves. 

So  Munlyn  persuaded  Providence  Hospital  to  manage  a  clii  ic  her  community 
would  operate  out  of  a  historic  former  school  building.  Sh-^  pp.fiaded  Georgetown 
University  to  provide  doctors.  And  she  persuaded  D.C.  public  'leFi.h  officials  to 
close  a  nearby  city  clinic  and  subsidize  hers,  showing  the.n  ;>•-•-  tht  arrangement 
would  save  more  than  $  1  million  a  year. 

Finally,  Munlyn  presented  her  proposal  to  D.C.  Mayor  Mar icn  larry.  B   the  end 
of  the  half-hour  meeting,  the  mayor  was  a  convert,  too. 

But  the  Perry  School  Family  Health  Center  may  never  open. 

The  idea  has  run  afoul  of  labor  unions  representing  D.C.  go^^ernment  heaJ th 
workers  that  say  they  believe  it  would  deprive  their  members  cf  jobs  and 
undermine  other  city  plans  to  change  health  care  for  the  poor.  The  unions  took 
their  complaints  to  the  D.C.  financial  control  board,  which  has  agreed  that  the 
clinic  is  ill-timed. 

As  a  result,  less  than  two  weeks  after  all  of  the  parties  sicned  an  agreement 
outlining  one  of  the  Washington  area's  most  creative  proposals  for  improving  a 
community's  health,  D.C.  officials  have  backed  off. 

City  Administrator  Michael  C.  Rogers  said  that  the  Perrv  Set  jol  clinic 
remains  a  good  idea  but  that  its  fate  will  be  decided  by  a  qua.-i-private  board 
--  which  does  not  yet  exist  --  that  is  expected  to  start  runnir a  the  city's 
health  clinics  and  its  public  hospital  late  this  year.  Rogar^  s".- ^  Barry  has 
promised  that  the  board  alone  would  have  the  power  to  decidf  - h  .th^ r  any  clinics 
should  become  private  or  be  closed. 

"That  is  disastrous.  That  could  be  five  years  down  the  roid,  '  said  K' mlyn, 
who  has  worked  as  a  community  organizer  since  the  "urban  rene.val"  days  of  the 
1960s.  "That  is  going  to  be  more  costly  to  my  community  ar d  to  tl  •a  c.-y. 
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The  obstacles  to  the  Perry  School  clinic  show  how  difficult  it  can  be  to 
change  the  District's  status  quo,  even  when  Barry  (D) ,  the  control  board  and 
Congress  are  eager  to  lessen  the  burdens  on  the  city's  reeling  government. 
Health  experts  say  the  clinic  would  be  a  model  public-private  partnership,  a 
much-touted  arrangement  offered  as  a  way  to  help  the  District  and  other 
governments  leverage  their  strained  resources . 

"Everyone  is  saying  what  a  great  idea  it  is,  but  there  is  always  a  reason  why 
it  can't  be  done,"  said  Sister  Carol  Keehan,  president  of  Proviaence  Hospital, 
who  was  so  impressed  with  Munlyn's  idea  that  she  agreed  to  have  the  hospital  run 
the  clinic  and  to  make  available  the  hospital's  laboratory.  X-ray  services  and 
pharmacy . 

But  in  another  sense,  the  obstacles  to  the  clinic  reflect  a  bssic 
disagreement  that  is  emerging  as  the  city  tries  to  change  a  pablic  health  system 
that  is  overburdened  and  ineffective:  Should  the  city's  large  population  of  poor 
people  be  cared  for,  as  the  unions  believe,  through  their  own  .-letwork  of 
services?  Or  should  they  be  cared  for,  as  the  District's  public  health  leaders 
believe,  by  the  same  doctors  and  nurses  who  treat  the  middle  class  and 
well-to-do? 

The  fact  that  two  private  hospitals  have  agreed  to  the  unorthodox  vc-ature 
attests  to  another  reality,  as  well.  As  changes  in  health  care  leave  hospitals 
such  as  Georgetown  and  Providence  with  less  money  and  more  empty  beds,  pool 
patients  who  rely  on  Medicaid  are  being  transformed  from  medical  outsiders  into 
valued  commodities.  The  hospitals  are  willing  to  reach  further  into  the 
community  for  new  sources  of  business. 

For  Munlyn,  and  for  her  neighbors  in  the  low- income  apartment  complexes  near 
North  Capitol  and  M  streets  NW,  the  issues  are  more  personal.  They  need  better 
health  care,  and  they  want  to  become  more  self-sufficient  in  providing  many 
kinds  of  social  services. 

At  the  core  of  that  vision  is  Perry  School,  opened  in  18  91  as  one  of  the 
nation's  first  public  high  schools  for  black  students.  Today,  the  imposing 
red-brick  building  is  vacant,  its  neoclassical  doorway  padlocki-.c' ,  its  tall 
windows  boarded  up . 

Since  the  late  1980s,  Perry  School  Community  Services  Cente^-  Inc.,  the 
community  group  that  Munlyn  leads,  has  raised  more  than  $  i  m  llion  in  private 
donations.  It  needs  $  1  million  more,  but  it  held  a  groundbreaking  cereiaony  last 
week  and  hopes  to  open  the  building  in  a  year  as  a  place  where  nsighbors  can 
find  job  training,  day  care,  reading  programs,  senior  citizen  gervice.=;  and 
mental  health  counseling.  Already,  the  group  has  arranged  with  various  nonprofit 
groups  to  carry  out  the  work. 

The  health  center  would  be  an  anchor,  occupying  the  entire  first  floor. 

It  would  serve  about  16,000  people,  many  in  dire  need  of  better  care.  Forty 
of  every  1,000  babies  born  in  that  community  die  before  their  first  birthdays  -- 
an  extraordinary  rate  that  is  more  than  twice  the  citywide  rate  and  four  times 
the  U.S.  average.  The  number  of  infants  who  die  is  considered  a  bellwether  of  a 
community's  health. 
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Such  an  enormous  problem  persists  even  though  residents  live  within  blocks  of 
the  Walker- Jones  clinic,  one  of  the  largest  city-run  health  centers,  with  more 
than  10,000  patient  visits  last  year. 

Frank  Silagy,  a  doctor  who  is  director  of  community  projects  in  Georgetown's 
Department  of  Family  Medicine,  said  that  proximity  to  a  clinic  that  accepts  poor 
patients  doesn't  automatically  improve  a  community's  health. 

A  clinic  needs  to  reach  into  the  community,  and  the  community  needs  to  trust 
it,  said  Silagy,  who  works  at  Walker- Jones  part  time.  "That  is  what  [the  Perry 
School]  proposal  advances." 

In  a  neighborhood  where  diabetes  is  common,  Walker-Jones  sometimes  runs  out 
of  insulin  and  syringes.  The  clinic's  roof  leaks.  Some  days,  there  are  no 
drivers  to  take  blood  and  urine  specimens  to  the  city's  overwhelmed  medical  lab. 

"It's  just  one  thing  after  another,"  said  DC.  Public  Health  Commissioner 
Harvey  I.  Sloane.  He  said  the  Perry  School  clinic  would  be  "a  perfect 
partnership.  It's  a  real  win-win  situation."  The  clinic  is  projected  to  cost  the 
city  $  900,000  in  its  first  year  and  $  300,000  annually  after  that.  The  District 
spends  $  1.6  million  a  year  on  Walker- Jones . 

The  idea  of  a  community-owned  clinic  has  captured  the  imagination  of  some 
residents  who  have  turned  to  Walker- Jones  for  help. 

A  45-year-old  woman  named  Mary,  who  is  uninsured  and  unemployed  and  lives 
nearby  in  the  Sursum  Corda  co-op,  relies  on  the  clinic  for  treatment  of  her 
heart  problem  and  high  blood  pressure.  She  gets  frustrated  when  the  clinic  runs 
out  of  her  blood  pressure  medicine.  She  gets  even  more  upset  en  the  days  when 
her  headaches  get  so  severe  that  she  goes  to  the  clinic  to  have  her  blood 
pressure  checked  and  has  to  sit  for  hours  in  the  waiting  room. 

"By  your  being  sick  and  all,  the  waiting  gets  harder,"  Mary  said.  "Sonetimes, 
I  just  get  up  and  leave."  One  day  the  summer  before  last,  her  headache  was  so 
sharp  that  she  left  after  4  5  minutes  to  go  home  and  lie  down.  Later  that  day, 
her  daughter  found  her  passed  out  on  the  living-room  floor. 

Sydnee  Jones,  29,  walked  into  Walker-Jones  for  the  first  time  in  mid-May, 
when  she  found  a  lump  in  one  of  her  breasts.  She  was  terrified;  her  mother  had 
died  of  breast  cancer.  She  had  had  private  health  insurance  until  last  year, 
when  she  lost  her  job  at  Woodward  &  Lothrop  because  the  department  store  went 
out  of  business. 

When  she  asked  the  clinic  for  an  appointment,  a  woman  at  the  front  desk  said 
none  was  available  for  more  than  month.  "I  was  like,  wait  a  minute,  I  could  be 
dead  by  then,"  Jones  said. 

She  ended  up  getting  an  appointment  sooner,  after  she  called  Munlyn,  who 
called  Silagy.  The  lump  turned  out  to  be  an  infected  cyst,  but  .Tones  said  she 
believes  that  a  community-owned  clinic  would  offer  more  compass-.'' nate  care.  "The 
person  answering  the  phone  could  be  my  neighbor." 

Said  Mohammad  N.  Akhter,  a  former  D.C.  health  commissiorer  who  leads  Barry's 
new  Health  Policy  Council:  "This  makes  perfect  sense  for  the  ci  y.  For  ^he  first 
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time,  we  will  have  one  system  of  care  for  the  rich  and  the  poor.'- 

Perry  School  would  be  the  first  example  of  several  unorthodox  arrangements 
that  Akhter  and  Sloane  are  trying  to  work  out  to  make  "primary  care"  more 
complete  and  convenient  for  the  city's  poorest  residents.  They  are  trying  to 
negotiate  for  Chartered  Health  Plan  Inc.,  a  health  maintenance  organization,  to 
run  a  large  clinic  in  what  is  now  a  Northeast  Washington  grocery  store.  They  are 
trying  to  tighten  ties  with  two  federal  clinics. 

But  Lori  Calderone,  executive  director  of  the  Doctors  Council,  the  union  that 
represents  260  doctors  who  work  for  the  city  government,  said  such  efforts 
conflict  with  a  plan  --  supported  by  the  mayor  and  likely  to  be  approved  by  the 
D.C.  Council  this  week  --  to  create  a  "public  benefits  corporat.on"  to  run  city 
clinics  and  D.C.  General,  the  public  hospital. 

By  siphoning  large  groups  of  patients  into  independent  clinics,  Calderone 
said,  "they  are  setting  up  the  [benefits  corporation]  to  fail."  Labor  leaders 
are  afraid,  in  particular,  that  D.C.  General  --  which  employs  more  than  1,500 
city  workers  --  could  close  if  too  many  poor  patients  were  treated  at  clinics 
with  links  to  private  hospitals. 

"The  long-term  implication  of  what  something  like  [the  Perry  School  clinic] 
could  mean,  if  replicated  all  over  the  place,  is  a  loss  of  jobs,  "  said  Joslyn  N. 
Williams,  president  of  the  Metropolitan  Washington  AFL-CIO. 

The  union  stance  has  angered  D.C.  Council  member  Jack  Evans  (D-Ward  2),  who 
represents  Munlyn's  neighborhood.  "It  is  about  jobs  and  taking  it  out  of  control 
of  organized  labor,"  Evans  said.  "At  some  point,  you  have  to  put  your  interests 
aside  for  the  better  interest  of  the  community." 

Munlyn  said  the  Perry  School  clinic  would  invite  Walker-Jones  workers  to 
apply  for  jobs.  She  said  the  clinic  also  would  try  to  make  more  residents 
employable  by  training  volunteers  to  do  clerical  work. 

Georgetown's  Silagy  said  that  the  Perry  School  clinic  .-ould  i.ot  undermine  the 
public  benefits  corporation  because  the  patients  now  treated  at  Walker- Jones 
account  for  just  4  percent  of  the  patients  in  the  citywide  network  of  11  clinics 
and  D.C.  General. 

But  John  W.  Hill  Jr.,  the  control  board's  executive  director   said  city 
officials  had  erred  by  neglecting  to  analyze  how  such  a  clinic  i^ouJd  affect  the 
public  benefits  corporation.  He  said  the  control  board  woula  approve  the  idea 
only  if  it  were  later  reviewed  by  that  corporation's  board  --a  requirement  that 
he  acknowledged  would  make  it  difficult,  if  not  impossible,  tor  the  community 
group  to  move  forward  quickly. 

Barry  said  last  week  that  he  remained  "committed  to  the  concept.  We  ar-, 
having  some  difficulties  that  we  are  working  through.  [But]  after  some  bugs  get 
ironed  out,  it  will  happen." 

Munlyn  said,  though,  that  it  is  foolish  to  wait.  "The  city  is  in  a  very  hard 
strain  in  giving  health  care  right  now,"  she  said.  "If  .  .  .  communities  come  in 
and  take  care  of  themselves,  that  will  help  the  city." 
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GRAPHIC:  Photo,  robert  a.  reeder,  Alverta  Munlyn  is  leading  eff'.rts  to  turn  the 
old  Perry  School,  behind  her,  into  a  health  clinic.   Alverta  Mualyn,  center, 
talks  about  plans  to  turn  Perry  School  into  a  health  clinic  dui ing  a  meeting  at 
the  Sursum  Corda  community  center.  The  privately- run  clinic  would  replace  a 
faltering  city  clinic  to  serve  neighborhood  residents. 
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(SEE  "CLERK'S  NOTE"  ON  PAGE  438,  THIS  VOLUME.) 

[CLERK'S  NOTE.--  The  Committee  conducted  several  hearings  in 
which  the  technology  issue  was  raised  regarding  the  District's 
financial  management  system  (FMS)  and  violations  of  the  Anti- 
Deficiency  Act.   These  hearings  consistently  disclosed  that  the 
problem  lies  with  personnel  not  operating  the  FMS  properly, 
rather  than  antiquated  hardware,  and  that  officials  at  the 
highest  levels  of  the  B.C.    government  are  overriding  and 
bypassing  the  FMS  causing  the  District  to  overspend  its  approved 
annual  budget,  thereby  violating  the  Anti -Deficiency  Act.   For 
the  past  13  years  the  District  government  has  reported  in  its 
Comprehensive  Annual  Financial  Report  (CAFR)  that  it  has  violated 
the  Anti-Deficiency  Act. 

The  following  hearings  and  report  disclosed  the  repeated  problems 
with  the  manner  in  which  the  FMS  is  operated  and  the  siibsequent 
violations  of  the  Anti-Deficiency  Act: 

1   February  22.  1995  -  Mayor  Barry: "...as  inadequate  as  our  (FMS) 
is,  in  order  to  overspend  in  your  control  center  or  your  budget 
area   you  have  to  get  someone  to  override  that  system. . . .And  we 
looked  at  that  and  we  found  that  people  at  the  very  high  levels 
of  government  overrode  the  system." 

2.  May  23.  1995  -  Robert  Pohlman  Interim  Chief  Financial  Officer: 
In  response  to  Congressman  Dixon's  question  that  "As  I  read  the 
newspapers,  it  sounds  like  the  District  is  saying  its  problem  m 
keeping  discipline  in  the  budget  is  this  old,  antiquated  FMS^^ 
system.",  Mr.  Pohlman  responded  "I  wouldn't  go  that  far,  no.". 

3   June  14.  1995  -  Jeffrey  Steinhoff.  Director.  GAP:"... the  (FMS) 
does  produce  reports,  but  they  are  only  as  good  as  the  quality  of 

what's  been  entered  in  the  system (you)  have  databases  not 

tied  together,  so  you  have  information  being  entered  more  than 
one  time  and  not  a  reconciliation  between  the  two..." 
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4.  August  15.  1995  report  from  the  D.C.  Financial  Responsibility 
and  Management  Assistance  Authority  (p. 19)  -  "Millions  of  dollars 
of  bills  are  not  entered  into  the  Financial  Management  System 
until  months  and  sometimes  years  after  they  are  paid." 

5.  May  9.  1996  -  John  Hummel.  Partner.  KPMG  Peat  Marwick 
(independent  auditors) : " . . .the  most  significant  problem  is  the 
fact  that  most  District  agencies  do  not  enter  obligations,  what 
are  called  encumbrances,  in  the  general  ledger  (FMS)  timely.   As 
a  result,  it  is  difficult  for  District  managers  to  know  how  much 
budgetary  authority  has  been  spent  at  any  time  during  the  fiscal 
year. " 

6.  June  6.  1996  -  Anthony  Williams.  D.C.  Chief  Financial 
Officer: " . . .we've  got  a  huge  massive  personnel  problem  that 
dwarfs  I  believe  actually,  the  problem  of  hardware,  software  with 
the  financial  system  (FMS) . " 

The  above  statements  by  various  individuals  seem  to  indicate  that 
the  District's  major  problems  with  its  financial  management 
system  (FMS)  are  employee  qualifications,  training  and 
discipline,  and  discipline  at  the  highest  levels,  and  not 
necessarily  the  FMS  system  itself.] 
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A^Zi  i»oo  [SEE  PAGES  568-569,  THIS  VOLUME.) 


Memorandum 


Government  of  the  District  of  Columbia 


Angela    L.    Avant 
Inspector   General 


FROM:  Larry   King 

Director 


Department.  Public  Works 

Agency.  Office; 


Date;      October   10,    1996 


SUBJECT   Disciplinary  Decisions  Regarding  the  Demonstration 

at  One  Thomas  Circle 


This  memorandum  is  written  in  response  to  your  request,  dated 
September  5,  1996,  for  additional  information  on  the  disciplinary 
decisions  involving  employees  of  the  Department  of  Public  Works.  You 
have  requested  an  explanation  for  DPW' s  departure  from  the 
recommendations  made  by  the  Office  of  the  Inspector  General  (OIG) .  I 
will  attempt  to  address  your  concerns  in  this  memorandum,  however,  I 
am  available  to  discuss  this  matter  in  a  meeting  further  if  necessary. 

The  Office  of  Inspector  General  recommended  several  charges  and 
penalties  to  be  filed  against  various  DPW  employees.  The  OIG 
recommendations  were  based  on  investigations  and  interviews  conducted 
by  OIG  staff.   The  charges  included: 

Charge  4 .   Inexcusable  neglect  of  duty: 

d.  failure,  without  reasonable  cause  to  carry  out  officially  assigned 
duty,  task,  or  responsibility. 

g.  ignoring,  concealing  or  covering  up  a  recognized  offense  or 
material  fact  for  another  employee,  a  supervisor,  or  a  subordinate 
employee,  which,  if  revealed,  may  result  in  disciplinary  action 
being  taken  against  the  employee. 

Charge  5.   Insubordination: 

a.  failure  or  refusal  to  comply  with  written  instruction  or  direct 
orders  by  a  supervisor . 


Charge  9 .   Inexcusable  AWOL : 

b.    any  other  period  of  absence  charged  to  AWOL. 


60 IC 


Charge  14.  Misuse,  mutilation,  or  destruction  of  district  property, 
public  records  of  funds; 

b.  use  of,  or  authorizing  use  of  government  vehicle  for  other  than 
official  business. 

Charge  16.  Other  conduct  during  and  outside  of  duty  hours  that  would 
affect  adversely  the  employee's  or  the  agency's  ability  to  perform 
effectively : 

e.  during  or  outside  of  duty  hours,  commission  of  or  participation 
in  criminal,  dishonest,  or  other  conduct,  of  a  nature  that  would 
affect  or  has  affected  adversely  the  employee's  or  the  agency's 
ability  to  perform  effectively. 

Charge  17.   Engaging  in  a  strike: 

a.  blocking  or  obstructing  the  lawful  use  by  any  other  person(s)  of 
any  public  thoroughfare  or  property,  or  of  any  position  of  access 
to  or  exit  to  or  from  any  public  building,  sidewalk,  driveway,  or 
the  like,  if  engaged  in  as  part  of  a  labor  dispute  with  the 
District  government. 

b.  preventing  any  person  from  engaging  in  or  continuing  in  any  lawful 
work  or  use  of  equipment,  by  intimidation,  force,  or  coercion  of 
any  kind,  if  engaged  in  as  part  of  a  labor  dispute  with  the 
District  government. 

c.  failing  or  refusing  to  report  for  work,  if  such  failure  or  refusal 
is  engaged  in  as  part  of  a  labor  dispute  with  the  District 
government . 

The  primary  OIG  "Report  of  Investigation"  was  transmitted  on 
Thursday,  February  1,  1996,  but  some  recommendations  were  received  as 
late  as  February  8,  1996.  Considering  the  45-day  statutory  period  for 
employees  to  receive  notice  of  the  proposed  charges,  the  time  period 
was  unquestionably  tight.  Although  I  commend  your  office  for  the 
exhaustive  investigative  work  performed  for  the  District,  surely  you 
recognize  that  the  DPW  management  had  limited  time  to  review  your 
recommendations  and  prepare  the  notice  of  proposed  charges  for  each 
individual  DPW  employee.  Notwithstanding  the  limited  time  concern,  DPW 
management  met  to  discuss  the  OIG  recommendation,  their  knowledge  of 
what  occurred  at  the  Thomas  Circle  demonstration,  and  their  views 
regarding  what  charges  and  penalties  they  believed  should  be  proposed. 
In  addition,  DPW  management  sought  a  legal  opinion  on  whether  the 
employees  engaged  in  a  labor  dispute. 

Based  on  these  discussions  and  opinions,  the  notices  of  proposed 
charges  were  sent  to  the  employees,  and  received  within  the  statutory 
45-day  period  on  February  8,  1996.   The  proposed  notices  incorporated 
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your  recommendations,  with  three   principal  exceptions  — -  Charges  5, 

9,  and  16  were  omitted  for  all  DPW  employees  and  Charge  4(d)  was 
omitted  in  certain  circumstances. 

Charge  4(d)  was  omitted  in  circumstances  in  which  DPW  management 
documented  that  the  individual  DPW  employee  completed  his/her  tasks  and 
assignment  for  the  day,  without  overtime.  Because  Charge  4(d)  involves 
the  employee's  failure  to  carry  out  ah  officially  assigned  duty,  task, 
or  responsibility,  DPW  management  concluded  that  this  charge  was 
inappropriate  under  these  limited  circumstances.  With  regard  to  Charge 
5,  DPW  management  concluded  that  because  there  were  "no  written 
instructions  or  direct  orders"  given  to  the  employees  regarding  their 
attendance  at  the  demonstration  at  Thomas  Circle,  they  did  not  believe 
it  appropriate  to  conclude  that  the  employees  were  in  fact 
"insubordinate" . 

Charge  9  was  omitted  because  DPW  management  maintained  that  either 
the  employees  should  be  charged  with  Charge  4  (failure  to  carry  out 
official  duties)  ox.  Charge  9  (absent  without  leave)—  not  both.  Charge 
4  is  premised  upon  the  employees  being  in  their  official  duty  status 
when  they  attended  the  demonstration;  Charge  9  is  premised  upon  the 
employees  being  outside  of  their  official  duty  status  while  they 
attended  the  demonstration.  Consequently,  exercising  their  managerial 
discretion  as  the  proposing  officials,  DPW  management  decided  that 
Charge  4  was  more  appropriate. 

Finally,  with  regard  to  Charge  16,  the  Office  of  the  Corporation 
Counsel  stated  that  a  critical  element  of  the  disciplinary  round  of 
engaging  in  a  strike  is  that  there  be  a  "labor  dispute  with  the 
District  government."  They  concluded  that  the  record  did  not  provide 
a  sufficient  basis  for  determining  whether  a  labor  dispute  existed. 
The  record  lacked  essential  information  to  determine  what  events  took 
place  prior  to  December  4,  1995,  which  caused  employees  to  decide  to 
participate  in  the  demonstration.  Accordingly,  based  on  this  legal 
opinion,  DPW  managers  did  not  charge  the  employees  with  engaging  in  a 
strike . 

In  general,  you  should  also  note  that  when  discrepancies  were 
discovered  in  the  recommended  charges  and  the  individual  employee's 
supporting  documentation  file,  DPW  management  was  required  to  make  the 
necessary  adjustments  in  the  notice  of  proposed  charges. 

As  you  know,  the  District's  personnel  regulations  afford  employees 
the  right  to  respond  to  the  proposed  charges  and  have  a  disinterested 
designee  review  their  case.  The  Department  assigned  the  cases  to  five 
disinterested  designees,  none  of  whom  were  DPW  employees.  Based  on  the 
information  they  reviewed,  the  disinterested  designees  reached  their 
respective  opinions .  I  have  attached  copies  of  their  opinions  for  your 
review  of  the  rationale  they  used  in  reaching  their  decisions.  Their 
opinions  are  obviously  disparate  and  reflect  their  different  views  of 
the  entire  record  and  the  individual  employee's  involvement  in  the 
demonstration.  As  the  final  decision  maker,  I  reviewed  the 
disinterested  designee's  written  decisions  and  in  accordance  with  the 
personnel  regulations  made  a  final  decision  on  behalf  of  the  agency. 
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Pursuant  to  D.C.  Personnel  Regulations  subsection  1614.4,  as  the 
Deciding  Official,  I  could  either  sustain  the  proposed  penalty,  reduce 
it,  or  dismiss  the  action  with  or  without  prejudice,  but  I  could  not 
increase  the  penalty.  My  final  decision,  in  each  case,  was  based  on 
the  fact  that  DPW  services  did  not  go  undone,  there  were  no  prior 
disciplinary  actions,  and  the  length  of  time  it  took  to  process  these 
cases  during  which  time  all  of  the  employees  continued  to  perform  their 
duties  without  regard  to  the  threat  of  possible  disciplinary  action. 


Attachments  (DD  Reports) 


Mayor  Marion  S.  Barry,  Jr. 
Michael  C.  Rogers 
John  W.  Hill,  Jr. 
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QUESTIONS  FOR  THE  RECORD  FROM  dc97.kap 

REPRESENTATIVE  MARCY  KAPTUR 
ADDRESSED  TO  MICHAEL  C.  ROGERS.  CITY  ADMINISTRATOR 

QUESTION  NO.  1: 

Why  did  it  take  bad  press  to  get  this  Administration  to 
address  serious  problems  which  have  occurred  at  the  City 
Morgue?   It  would  seem  that  the  Administration  is  in  the 
business  of  reacting  instead  of  preventing  problems. 

ANSWER  NO.  1: 

While  it  may  appear  as  though  it  took  bad  press  to  get  this 
Administration  to  address  the  problems  at  the  Office  of  the 
Chief  Medical  Examiner,  the  Administration  had  initiated 
steps  to  resolve  the  problems  prior  to  coverage  by  the 
media.   Specifically,  at  least  two  weeks  prior  to  press 
coverage,  two  meeting  occurred  in  which  U.S.  Attorney,  Eric 
Holder;  City  Administrator,  Michael  C.  Rogers;  and  Public 
Health  Commissioner,  Dr.  Harvey  I.  Sloane  discussed  possible 
resources  and  plans  for  resolving  various  issues  that 
plagued  the  morgue.   Immediately  after  those  meetings,  we 
developed  a  strategic  work  plan  which  reflects  five  major 
objectives  and  specific  tasks  for  resolving  the  problems  at 
the  Office  of  the  Chief  Medical  Examiner.   We  are  making 
steady  progress  in  implementing  those  objectives. 

QUESTION  NO.  2: 

Where  are  the  promised  funds  to  the  City  Morgue  being 
obtained? 

ANSWER  NO ■  2 : 


The  Commission  on  Public  Health  has  identified  and 
disbursed,  from  within  other  areas  of  its  budget,  the  funds 
required  to  meet  the  immediate  needs  of  the  Medical 
Examiner's  Office. 

QUESTION  NO.  3: 

Have  you  determined  whether  the  City  Morgue  is  worth 
repairing? 

ANSWER  NO ■  3 : 

We  have  determined  that  the  morgue  is  worth  repairing  and 
have  initiated  those  immediate  and  necessary  repairs  to  keep 
the  morgue  functional .   A  long  term  capital  improvement 
plan,  to  renovate  and  repair  the  physical  plant  of  the 
Office  of  the  Chief  Medical  Examiner,  is  currently  being 
developed. 
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OUESTION  NO.  4 : 

Have  you  estimated  how  much  it  would  cost  to  repair  the  City 
Morc[ue? 

ANSWER  NO.  4: 


Costs  for  immediate  and  necessary  repairs  to  the  physical 
plant  of  the  Office  of  the  Chief  Medical  Examiner  are 
estimated  at  $450,000  to  $500,000.   We  have  already 
prioritized  and  begun  to  implement  some  of  the  repairs. 

The  Deep  Look  Survey,  an  indepth  study  of  the  inspection  of 
the  Office  of  the  Chief  Medical  Examiner's  facility  to 
determine  the  physical  plant  deficiencies,  was  conducted  by 
the  Public  Health  Services  (PHS) ,  Office  of  Engineering  in 
1995.   According  to  the  survey,  total  renovations  of  the 
morgue  are  estimated  at  $2,493,369.   The  PHS  Office  of 
Engineering  estimated  the  cost  for  the  construction  of  a  new 
facility  at  $13,230,000. 
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COMMITTEE  QUESTIONS  FOR  THE  RECORD  dc97.ka2 

AMD  QUESTIONS  SUBMITTED  BY 

REPRESENTATIVE  MARCY  KAPTUR 

ADDRESSED  TO 

JOHN  HILL.  EXECUTIVE  DIRECTOR.  D.C.  CONTROL  BOARD 

[CLERK'S  NOTE.--  Following  are  two  sets  of  questions 
submitted  to  the  Financial  Control  Board.   The-  first  set  includes 
the  Committee's  questions  numbered  1  through  8.   The  second  set 
was  submitted  by  Representative  Marcy  Kaptur,  a  Member  of  the 
Committee.   The  normal  process  is  for  the  agency  (in  this  case 
the  control  board)  to  answer  each  question  separately.   The 
control  board,  however,  responded  with  a  "Memorandum  Concerning 
Procurement  of  Transaction  Counsel  for  Tax  Certificate 
Securitization".   Some  of  the  questions  related  to  issues  other 
than  the  Tax  Securitization  program.   This  situation  has  been 
brought  to  the  attention  of  the  control  board  staff  with  a 
request  that  their  responses  be  structured  in  the  normal  manner 
whereby  a  response  is  provided  following  each  question.   As  of 
October  24,  1996,  the  Committee  has  not  received  the  requested 
information. ] 

******** 


dc97gues.605 
QUESTIONS    FOR   THE   RECORD 

June    12.    1996 

ADDRESSED  TO  :   D.C.  FINANCIAL  AUTHORITY 

The  RFP  on  the  tax  lien  securitization  project  stated  that 
the  Authority  is  not  subject  to  the  D.C.  Procurement 
Practices  Act  or  any  laws  or  regulations  governing 
procurement  by  the  District  government . 

a.  What  process  was  followed  in  selecting  the  transaction 
counsel? 

b.  What  contracting  authority  was  used  for  this  project? 

c.  Please  provide  for  the  record  the  name  and  position 
title  of  the  contracting  officer? 

d.  Are  records  relative  to  the  selection  process  made 
public  or  subject  to  a  FOIA  process? 
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2.  According  to  news  articles,  the  firm  of  Hunton  &  Williams  of 
Richmond,  Virginia  was  selected  as  co-counsel  with  the  firm 
of  McKenzie,  McGhee  &  Harper  of  New  York.   Does  each  of 
these  firms  have  experience  in  real  estate  tax  lien 
securitization  in  other  jurisdictions?   If  so,  please 
explain  and  provide  the  business  references  that  were 
checked  and  verified  regarding  their  qualifications  and  how 
well  each  performed,  etc.? 

3.  Page  6  of  the  RFP  presents  an  Evaluation  Point  System  with 
the  following  criteria:   technical  approach  and  proposal; 
experience  and  qualifications;  and  cost. 

a.  Did  the  firms  selected  have  the  highest  score  based  on 
this  point  system? 

b.  Was  this  point  system  actually  used  in  the  selection 
process? 

c.  If  cost  did  account  for  3  0  points,  do  you  have  data  or 
evidence  to  demonstrate  that  the  securitization  can  be 
performed  for  the  actual  price  that  is  being  paid  to 
the  "successful"  bidders? 

d.  What  is  the  source  of  funds  to  pay  the  "successful" 
bidders? 

4.  Was  there  a  committee  to  evaluate  the  proposals,  and  if  so, 
who  were  the  members  of  the  committee?   How  often  did  the 
committee  meet  and  is  there  a  written  record  (notes,  memos, 
etc.)  of  the  discussions  held  in  such  meetings? 


5 .  Please  provide  for  the  record  copies  of  each  bidders 
proposal .       .      - 

6 .  What  background  and  experience  of  the  successful  bidders 
were  considered  in  determining  their  qualifications  to 
understand  the  unique  tax  lien  securitization  situation  in 
the  District? 

7.  What  is  the  timetable  for  this  project  and  how  much  will  the 
District  receive  for  deposit  into  its  general  fund?   When 
will  these  funds  be  received? 

8.  Who  is  the  District's  financial  advisor  and  what  was  the 
financial  advisor's  role  in  this  project?   Please  explain. 


/ 
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dc97kapt.gu8 

QUESTIONS  FOR  THE  RECORD 
BY 

REPRESENTATIVE  MARCY  KAPTUR 
JUNE  5,  1996 

John  Hill,  Executive  Director  of  the  DC  Control  Board 

1     Since  the  Board  has  endorsed  the  view  that  the  City  will 
have  to  borrow  money  to  get  out  of  its  financial  mess,  if 
the  City  were  to  obtain  the  desired  loans  from  the  Treasuiry 
and  outside  capital  markets,  would  the  Board  be  able  to 
monitor  and  control  how  that  money  would  be  spent,  in  light 
of  the  testimony  we  heard  from  the  CFO  that  some  DC  agencies 
are  likely  to  overspend  this  year?   How  would  the  Control 
Board  be  able  to  do  what  the  CFO  and  other  District 
officials  do  not  seem  to  be  able  to  do? 

2 .  A  recent  article  in  the  local  press  reported  that  a  law  firm 
that  is  suing  the  District  was  hired  by  the  Control  Board  to 
represent  the  District  government  in  a  complex  financial 
transaction  involving  the  sale  of  securities  backed  by 
delinquent  tax  accounts. 

a.  Do  you  think  it  is  in  the  best  interest  of  the  City  to 
hire  a  law  firm  that  is  suing  the  City?    Please 
explain. 

b.  What  procedures  were  used  to  select  the  law  firm  of 
Hunton  &  Williams  to  complete  this  task? 

c.  Is  this  the  only  law  firm  in  or  out  of  the  City  that 
siibmitted  a  proposal  that  can  accomplish  this  task?   If 
not,  then  why  was  a  firm  selected  that  had  a  law  suit 
pending  against  the  City?   Please  explain. 

3 .  Has  the  Board  come  to  any  conclusion  on  the  Blue  Plains 
Treatment  Facility? 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 


MEMORANDUM 

Concerning 

Procurement  of  Transaction  Counsel  for 
Tax  Certificate  Securitization 


The  purpose  of  this  memorandum  is  to  answer  "Questions  for  the  Record" 
submitted  to  the  D.C.  Financial  Responsibility  and  Management  Assistance  Authority 
("Authority")  by  Representative  Marcy  Kaptur  dated  June  5,  1996  and  by  the  House 
Appropriations  Committee  staff  dated  June  12,  1996,  concerning  the  Authority's 
procurement,  on  behalf  of  the  District,  of  Transaction  Counsel  for  a  proposed  tax 
certificate  securitization  program. 

This  type  of  municipal  security  is  of  very  recent  vintage,  having  been  issued  only 
by  Jersey  City  in  1993,  the  City  of  New  Haven  in  1995,  and  by  the  City  of  New  York  in 
June,  1996.  Currently,  the  city  of  Philadelphia  is  preparing  to  issue  similar  securities. 
Several  states,  including  Massachusetts,  have  enacted  legislation  authorizing  the  issuance 
of  such  securities,  or  are  actively  considering  such  legislation. 

During  the  past  year,  a  number  of  different  groups  have  proposed  or  suggested 
that  the  District  consider  issuing  such  securities.  However,  the  District  determined  that 
such  a  program  should  only  be  considered  as  part  of  a  comprehensive  financial  program. 
The  public  financial  advisory  firm  Public  Financial  Management,  Inc.,  which  was 
retained  by  the  Chief  Financial  Officer  as  the  District's  financial  advisor  in  January, 
1996,  also  serves  as  financial  advisor  to  the  City  of  New  Haven  and  to  the  City  of 
Philadelphia,  and  hence  is  experienced  and  knowledgeable  as  to  such  transactions.  In  the 
course  of  its  review  of  the  District's  financial  situation,  it  recommended,  in  the  Spring  of 
1996,  that  the  District  securitize  its  property  tax  liens,  and  that  it  do  so  before  the  end  of 
the  current  fiscal  year  if  at  all  possible.  The  Chief  Financial  Officer  decided,  in  April 
1996,  to  actively  pursue  the  goal  of  a  fiscal  year  1996  tax  lien  securitization  transaction. 

At  that  time,  it  was  obvious  that  such  a  transaction  could  not  be  achieved  by 
September  30,  1996  if  the  District  procured  the  necessary  professional  services  under  the 
District's  procurement  laws  and  procedures.  Indeed,  under  those  procedures,  the 
professional  services  contracts  could  scarcely  be  put  in  place  by  the  end  of  September, 
1996.  The  Chief  Financial  Officer  therefore  requested  that  the  Authority  use  its  statutory 
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powers  to  enter  into  professional  service  contracts  on  behalf  of  the  District  to  effectuate 
this  transaction. 

The  Authority  is  empowered  by  the  District  of  Columbia  Financial  Responsibility 
and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  'Act"),  to  procure  goods  and 
services  on  behalf  of  and  for  the  benefit  of  the  District,  without  the  need  to  follow  District 
procurement  laws  and  regulations.  Eiisi,  Section  103(g)  of  the  Act  provides  that  the 
Executive  Director  of  the  Authority  may  enter  into  "such  contracts  as  the  Executive 
Director  considers  appropriate  (subject  to  the  approval  of  the  Chair)  to  carry  out  the 
Authority's  responsibilities  imder  this  Act." 

Sficond,  Section  222,  in  Title  II  of  the  Act,  RESPONSIBILITIES  OF 
AUTHORITY,  provides  in  part  as  follows: 

In  addition  to  any  other  actions  described  in  this 
title,  the  Authority  may  undertake  cooperative  efforts 
to  assist  the  District  government  in  achieving 
financial  stability  and  management  efficiency, 
including— 

(1)  assisting  the  District  government  in  avoiding 
defaults,  eliminating  and  liquidating  deficits, 
maintaining  sound  budgetary  practices,  and  avoiding 
interruptions  in  the  delivery  of  services; 

(2)  assisting  the  District  government  in  improving  the 
delivery  of  municipal  services,  the  training  and 
effectiveness  of  personnel  of  the  District  government, 
and  the  efficiency  of  management  and  supervision . . . 

Einally,  Section  102(c)(2)  provides  that  the  provisions  of  the  District  of  Columbia 
Code  governing  procurement  shall  not  apply  to  the  Authority,  thus  giving  the  Authority 
the  procurement  flexibility  required  to  carry  out  its  statutory  responsibilities.  The 
Authority  has  adopted  procurement  regulations  (including  procedures  for  hiring  experts 
and  consultants,  as  required  by  section  101(e)(1)  of  the  Act)  designed  to  effectuate 
procurements  quickly,  fairly,  and  in  the  best  interests  of  the  Authority  and  the  District, 
consistent  with  the  Authority's  statutory  responsibilities. 

The  procurement  of  the  necessary  professional  services  for  the  tax  lien 
securitization  transaction  has  been  a  fiiUy  cooperative  effort  between  the  District  and  the 
Authority.  The  Office  of  the  Chief  Financial  Officer,  the  Department  of  Finance  and 
Revenue  ("DFR"),  and  PFM,  have  worked  closely  with  the  Authority  on  these 
procurements.  In  addition,  the  Office  of  Corporation  Counsel  was  involved  in  the 
selection  of  Transaction  Counsel,  and  specifically  requested  and  was  given  final  approval 
authority  with  respect  to  any  conflict  of  interest  issues  involved  in  the  selection  of 
Transaction  Counsel. 
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The  Request  for  Proposals  for  Transaction  Counsel  ("RPP")  was  drafted  by  PFM 
and  edited  by  counsel  for  DFR  and  by  counsel  for  the  Authority.  The  RFP  is  consistent 
with  the  Authority's  procurement  regulations.  The  RFP  sets  forth  the  requirements  for 
proposals,  and  the  factors  to  be  considered  in  evaluating  proposals.  The  evaluation  of 
proposals  and  recommendation  for  award  was  conducted,  in  accordance  with  Authority 
regulations,  by  an  evaluation  committee  ("Committee")  composed  of  counsel  for  DFR, 
who  is  responsible  for  the  successful  completion  of  this  transaction  within  DFR,  counsel 
for  the  Authority,  who  is  responsible  for  the  successful  completion  of  this  project  within 
the  Authority,  and  a  member  of  the  PFM  staff,  who  is  involved  in  both  the  New  Haven 
and  the  Philadelphia  transactions.  Another  PFM  staff  member,  who  is  very  experienced 
in  tax  lien  transactions,  and  another  Authority  staff  member,  who  is  a  procurement  expert, 
advised  and  assisted  the  Committee. 

Of  the  eleven  proposers,  only  three  included  firms  with  tax  lien  securitization 
experience  (two  of  those  three  included  the  same  firm  ~  McKenzie,  McGhee  and  Harper 
of  New  York).  The  other  proposers  had  varying  degrees  of  experience  in  other  asset- 
backed  securities  transactions.  (Hunton  and  Williams  has  extensive  asset-backed 
transaction  experience.)  All  of  the  proposers  had  some  level  of  experience  in  public 
finance,  and  most  in  municipal  finance  as  well.  (Both  Himton  &  Williams  and 
McKenzie,  McGhee  have  extensive  public  and  municipal  finance  experience,  specifically 
including  significant  District  experience.) 

After  each  member  had  individually  reviewed  and  evaluated  all  proposals,  the 
Committee  conducted  an  initial  evaluation  of  the  eleven  proposals  received  in  response  to 
the  RFP,  and  determined  that  five  of  the  proposers  -  three  of  whom  were  individual 
firms,  and  two  of  whom  were  teamed,  or  joint  venture,  firms  ~  were  within  the 
competitive  range,  that  is,  their  scores  as  a  group  were  significantly  higher  than  the  rest  of 
the  proposers.  These  five  proposers  were  asked  to  make  oral  presentations  to  the 
Committee.  A  member  of  the  Corporation  Coimsel's  Office,  who  had  reviewed  all 
eleven  proposals,  attended  the  oral  presentations.  Thereafter,  each  of  the  five  proposers 
was  requested  to  submit  a  Best  and  Final  Offer  (BAFO). 

The  Committee  then  reevaluated  the  proposers,  based  on  the  oral  presentations 
and  the  BAFOs.  The  Committee  decided  that  the  best  available  combination  of  District 
finance  and  real  property  experience,  public  finance/municipal  finance  experience,  tax 
lien  securitization  experience,  appropriate  technical  proposal,  and  cost,  would  resiilt  from 
selecting  two  firms  -  McKenzie,  McGhee  &  Harper,  and  Hunton  &  Williams  ~  to  act  as 
co-Transaction  Counsel.  (It  should  be  noted  that  the  District  frequently  retains  co-bond 
counsel.  Each  of  the  five  competitive  range  proposers  had  been  asked  whether  they  were 
willing  to  serve  as  co-Transaction  Counsel  with  another  firm,  and  each  had  indicated  it 
was  willing  to  do  so.) 

Hunton  &  Williams  has  strong  public  finance  experience,  municipal  finance 
experience.  District  finance  experience  (including  having  served  as  underwriter's  counsel 
on  the  recent  and  successful  Arena  financing),  asset-backed  securities  experience  (of 
which  tax  lien  securitizations  are  a  new  sub-set)  and  District  and  federal  legislative 
experience,  as  well  as  District  real  property  experience.  Of  the  relevant  factors,  it  lacked 
only  specific  tax  lien  securitization  experience.  A  Richmond  firm  with  offices  in 
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Washington,  New  York,  Richmond,  Fairfax,  Norfolk,  Raleigh,  Charlotte,  Knoxville  and 
Atlanta,  the  Hunton  &  Williams  Washington  office  has  over  65  lawyers. 

McKenzie,  McGhee  &  Harper  has  extensive  public  finance  experience,  including 
District  finance  experience,  and  asset-backed  securities  experience.  It  also  is  one  of  the 
few  firms  with  substantial  tax  lien  securitization  experience,  including  having  served  as 
Transaction  Counsel  to  New  Haven,  which  gives  it  very  high  marks  for  its  performance. 
It  is  a  small,  minority  owned  and  staffed  New  York  firm,  with  no  office  in  the  District. 

The  Committee  was  very  impressed  with  both  firms'  proposals  and  with  the 
individual  members  of  the  teams  they  proposed  to  use.  (Only  one  other  proposer  was 
considered  to  be  close  to  these  two  firms  in  qualifications;  but  that  proposer  was  deemed 
to  be  less  qualified  in  terms  of  District  experience  and  also  submitted  a  substantially 
higher  cost  proposal  than  either  of  the  two  firms  chosen.)  The  Committee  was  concerned 
with  Hunton  &  Williams'  lack  of  specific  tax  lien  securitization  experience,  and  with  the 
small  size  and  lack  of  a  Washington  presence  of  the  McKenzie  firm.  However,  by  acting 
as  co-counsel,  the  two  firms  would  complement  each  other  and  these  concerns  would  be 
eliminated. 

The  Committee  therefore  requested  that  the  two  firms  submit  a  joint  proposal  with 
specific  information  concerning  how  they  would  allocate  work  and  responsibility  as  co- 
counsel,  and  what  their  fees  and  charges  would  be  on  a  co-counsel  basis.  After  review  of 
their  joint  proposal,  the  Committee  was  satisfied  that  the  selection  of  these  two  firms  as 
co-Transaction  Counsel  would  provide  the  District  with  the  optimum  combination  of 
pertinent  experience  and  background,  as  well  as  the  most  advantageous  cost  proposal. 
This  decision  by  the  Committee,  as  well  as  all  other  Committee  decisions,  was 
unanimous. 

Although  the  cost  proposals  of  the  firms  selected  were  significantly  lower  than 
some  others  (although  not  the  lowest  received),  the  Committee,  after  consideration,  was 
not  concerned  that  the  work  cannot  be  performed  for  the  actual  price  being  paid.  Both 
firms  have  extensive  experience  in  public  finance,  and  are  well  able  to  estimate  their  costs 
accurately.  McKenzie,  McGhee 's  New  Haven  experience  gives  it  additional  ability  to 
make  an  accurate  forecast  of  costs.  The  Committee  concluded  that,  if  the  cost  proposals 
are  low,  this  was  a  deliberate  choice  by  the  firms,  which  are  of  sufficient  size  to  absorb 
any  increase  in  required  effort.  As  required  by  the  RFP,  the  co-Transaction  Counsel  fees 
will  be  paid  only  out  of  the  proceeds  of  the  securitization  transaction. 

The  Committee  informed  John  W.  Hill,  Jr.,  Executive  Director  of  the  Authority 
(who  is  the  Authority's  Contracting  Officer),  the  acting  Director  of  DFR,  and  Anthony  A. 
Williams,  the  District's  Chief  Financial  Officer,  of  its  recommendation.  All  three 
approved  the  recommended  selection.  The  Committee  also  requested  that  the 
Corporation  Counsel  make  a  determination  concerning  the  conflict  of  interest  issue. 

The  Hunton  &  Williams  proposal  disclosed  that  the  firm  represents  a  party  in  an 
unrelated  lawsuit  against  the  District.  The  Conmiittee  left  the  determination  whether  this 
conflict  of  interest  should  disqualify  Hunton  &  Williams  fi-om  serving  as  co-Transaction 
Counsel  to  the  Office  of  the  Corporation  Counsel  which,  with  knowledge  of  the  conflict 
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and  the  facts  and  circumstances  of  the  unrelated  lawsuit,  approved  its  selection  as  co- 
Transaction  Counsel.  We  were  informed  that  the  Hunton  &  Williams  client  in  the 
unrelated  lawsuit  had  also  waived  objection  to  its  acting  as  Transaction  Counsel.  It 
should  be  noted  that  the  subject  matter  of  the  unrelated  lawsuit  is  such  that  there  is  no  risk 
that  Hunton  &  Williams  vsrill  receive  any  information  from  the  District,  in  its  role  as  co- 
Transaction  Counsel,  which  will  bear  in  any  way  on  the  lawsuit.  Hence,  there  can  be  no 
inappropriate  disclosure  of  District  confidential  information,  or  waiver  of  any  client 
confidences,  as  a  result  of  Hunton  &.  Williams'  serving  as  co-Transaction  Counsel. 

The  tax  lien  securitization  transaction  is  scheduled  to  close  before  the  end  of 
September,  1996.  However,  this  schedule  is  dependent  on  the  enactment  of  permanent 
enabling  legislation  by  the  Council  of  the  District  of  Columbia  before  its  summer  recess, 
and  waiver  by  Congress  of  the  30  legislative  day  review  period  (as  was  done  last  year  for 
the  Arena  bond  issue). 

Finally,  the  staff  asked  whether  the  records  relative  to  the  selection  process  are 
made  public  or  are  subject  to  an  FOIA  process.  Under  section  108(a)(2)  of  the  Act,  the 
Authority  is  subject  to  Sections  201  through  206  of  the  District  of  Columbia  Freedom  of 
Information  Act  (sees.  1-1521  through  1-1526,  DC.  Code).'  The  RFP  is  considered  a 
public  record  for  purposes  of  D.C.  Code  section  l-1522(a).  All  records  of  the 
Committee,  including  its  recommendations,  are  subject  to  the  intra-agency  deliberative 
process  privilege  under  Exemption  4  of  the  District  FOIA,  D.C.  Code  section  1- 
1524(a)(4).  The  proposals  submitted  by  proposers  may  well  contain  confidential 
commercial  or  financial  information  of  the  submitters  which  is  protected  under 
Exemption  1  of  the  District  FOIA,  D.C.  Code  section  1-1 524(a)(1).  Therefore,  the 
proposals  would  not  be  made  public  unless  and  until  the  Authority  notified  the  proposers 
of  an  FOIA  request  and  evaluated  claims  that  all  or  part  of  the  information  contained  in 
proposals  is  protected  under  that  Exemption. 


'  The  Authority  has  adopted  Rules  and  Regulations  pertaining  to  these  statutory  provisions. 
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August  27.  1996  QUESTIONS   FOR  THE   RECORD 

BY 

REPRESEKTATIVE  MARCY  KAPTUR 

SUBMITTED  TO 

ANTHONY  A.  WILLIAMS,  CHIEF  FINANCIAL  OFFICER 


Question  1 

Has  the  City  made  any  improvements  financially  since  you  have  taken  over  as  Chief 
Financial  Officer?   Please  explain. 

Answer 

The  District  has  made  what  1  consider  moderate  strides  in  improving  its  financial  position 
since  1  was  appointed  to  this  position  in  January,  1996.    Clearly,  we  have  a  long  way  to  go  in 
improving  the  District's  long  term  financial  situation.    Upon  taking  office.  I  developed  a 
strategy  for  achieving  the  goal  of  a  balanced  budget  by  the  year  2000  as  called  for  in  The 
District  of  Columbia  Financial  Responsibility  and  Management  Assistance  Act  of  1995.  Pub. 
L.  104-8.   The  strategy  1  developed  focuses  on  three  areas  that  must  be  improved  as  a 
condition  precedent  to  improving  the  District's  long  term  financial  position.     These  areas  are: 

0  Resource  Management 

o  Asset  Management 

o  Restructuring 

First,  resource  management  This  involves  improving  our  budget  development,  execution,  and 
our  financial  management  processes  and  procedures.   For  too  long,  the  District  has  relied  on 
budget's  that  have  not  reflected  the  true  financial  condition  of  the  District   Budget  execution 
involves  following  up  with  agencies  to  make  sure  that  they  have  developed  spending  plans, 
are  meeting  the  plans,  and  therefore,  are  staying  within  their  specific  spending  targets.   If 
agencies  fail  to  meet  their  budget  targets,  our  office  will  help  those  agencies  meet  their 
targets. 

Second,  we  are  finalizing  our  plans  for  re-engineering  the  finance  cluster  of  the  Office  of  the 
Chief  Financial  Officer  to  make  it  more  efficient  and  more  cusionrier  driven.  These  offices 
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include  the  Depanment  of  Finance  and  Revenue,  Office  of  the  Controller,  Office  of  the. 
Treasurer's  Department.  Office  of  Financial  Information  Services,  and  Budget,  and  Grants.    I 
appointed  interim  directors  in  each  of  these  offices,  and  a  interim  deputy  director  of  budget  to 
evaluate  the  mission  of  each  department,  evaluate  the  resources  and  personnel,  and  develop 
recommendations  for  improving  the  efficiency  of  each  organization.    Reports  have  been 
submitted  and  are  currently  undergoing  evaluation.    I  believe  that  we  will  have  permanent 
people  in  the  key  jobs  no  later  than  August  15,  1996. 

Third,  another  area  where  we  need  to  focus  our  efforts  is  in  the  area  of  asset  management. 
Assets  such  as  Lorton.  Blue  Plains,  the  Lottery,  and  District  Real  Property,  are  all  valuable 
assets  that  need  to  be  leveraged  to  maximize  their  value  to  the  District.   I  believe  that  there 
are  revenues  locked  in  these  assets  that  need  to  be  unleashed  to  help  the  District  improve  its 
cash  flow  and  generate  economic  benefits  for  the  City.   1  will  be  looking  at  opportunities  in 
this  area  as  we  move  in  to  FY  1997.    I  would  be  pleased  to  hear  the  Congress'  view  on  this 
area. 

I  will  be  appointing  permanent  directors  of  each  of  the  above  organizations  during  the  first 
week  of  August.    I  believe  that  once  these  directors  are  appointed  and  begin  to  implement  the 
recommendations  of  the  interim  directors,  we  will  be  in  a  position  to  dramatically  improve 
the  District's  financial  position  through  improved  tax  collections,  implementing  additional 
revenue  initiatives,  and  improving 

Immediately  upon  taking  office.  I  instituted  a  program  to  ensure  that  vendors  are  paid  on  a 
timely  basis.   I  believe  that  this  program  has  markedly  improved  our  payment  process.   More 
recently,  I  held  a  Vendor  Forum,  along  with  John  Hill,  Executive  Director  of  the  Authority, 
Michael  Rodgers,  City  Administrator,  and  Angela  Avant,  Inspector  General.  The  goal  of  this 
forum  was  to  instruct  contractors  on  proper  contracting  and  payment  procedures. 

Several  other  demonstrable  areas  of  financial  improvements  include: 

0  FY  1997  Budget  and  Financial  Plan  Development 

0  FY  1996  budget  execution 

o  Financial  Reporting 

o  Access  to  the  short  term  capital  markets 

The  Budget  Office,  under  my  direction,  prepared  the  Distria's  FY  1997  Financial  Plan  and 
Budget   This  document  marks  a  significant  change  for  the  District   The  numbers  and 
assumptions  underlying  the  numbers  are  conservative  in  nature,  ensuring  an  accurate  forecast 
of  revenues  and  expenditures  for  the  first  time  in  recent  memory.   I  believe  that  this 
document  approved  by  the  Authority,  Mayor,  and  City  Council,  will  serve  an  important 
function  as  we  move  forward  into  FY  1997.   It  will  allow  us  to  have  confidence  in  the 
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numbers,  knowing  that  we  relied  on  realistic  assumptions  as  we  attempt  to  resolve  our 
financial  crisis. 


Upon  taking  office,  1  designed  and  implemented  a  Budget  Execution  team  to  track  agency 
spending  throughout  the  fiscal  year.  This  team  has  been  critical  in  effectively  monitoring 
agency  spending  levels  and  providing  the  proper  guidance  to  agencies  that  overspend  their 
budget  authority. 

As  we  move  forward  into  the  last  quarter  of  the  fiscal  year,  1  have  taken  additional  steps  to 
ensure  that  the  District  meet  its  1996  budget  targets.   I  have  directed  several  agencies, 
including  Public  Schools  and  Department  of  Employment  Services,  to  cut  spending  in 
anticipation  projected  deficits.   This  discipline  is  necessary  if  we  are  to  move  forward  into  FY 
1997  with  the  proper  momentum  to  meet  the  spending  targets  for  FY  1997. 

Another  sign  of  financial  progress  is  the  fact  that  the  District  now  has  a  financial  reporting 
document  that  is  developed  and  disseminated  on  a  monthly  basis.   This  document  is  critically 
important  to  decision  makers  as  they  attempt  to  forecast  cash  flow  and  other  financial 
information.   This  document  is  but  another  tool  to  help  us  better  manage  the  District's 
immediate  financial  situation  and  forecast  for  the  future. 

On  July  19,  1996,  the  District  entered  the  capital  markets  for  the  first  time  in  over  1  year. 
Institutional  investors  loaned  the  District  $220  million  to  cover  seasonal  cash  flow  shortages. 
This  money  will  be  paid  back  by  the  District  in  75  days.   When  I  entered  office  nearly  10 
months  ago.  it  was  unthinkable  that  the  capital  markets  would  loan  the  District  money.   I 
believe  the  fiscal  discipline  we  have  imposed  on  the  District,  with  the  aid  of  the  Financial 
Responsibility  and  Management  Assistance  Authority,  has  sent  a  strong  signal  to  Wall  Street, 
that  the  District  is  serious  about  turning  around  its  financial  situation.   Now,  we  must  hold  the 
line  in  the  remainder  of  FY  1996,  meet  the  budget  targets,  and  pay  back  the  note  holders 
when  due.    I  believe  if  we  accomplish  these  objectives,   which  I  am  confident  that  we  will 
do,  this  will  send  a  serious  message  to  investors  and  improve  the  likelihood  of  long  term 
bonowing  for  the  District 

While  these  are  some  of  the  financial  improvements  we  have  made,  we  have  a  long  way  to 
go  until  we  make  substantial,  long  term  progress,  on  the  District's  financial  position.   The 
District  is  still  rated  as  "junk  bond"  status  by  investors,  making  borrowing  prohibitively 
expensive,  if  not  impossible.   I  do  believe,  however,  that  we  are  on  the  road  to  financial 
recovery.   With  the  continued  suppon  of  Congress  and  the  Authority,  I  am  confident  that  we 
will  succeed  in  turning  the  District's  finances  around. 
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Question  2  " 

What  do  you  think  of  Rep.  Eleanor  Holmes  Nonon's  bill  which  would  exempt  DC  residents 
from  paying  federal  taxes? 

Answer 

1  believe  that  the  Holmes  bill  would  create  an  excellent  environment  for  economic  growth  and 
opportunity  for  the  District.   The  legislation  would  clearly  benefit  the  District  on  a  number  of 
fronts.   First,  people  would,  have  an  incentive  for  the  first  time  in  quite  some  time,  to  move 
back  into  the  City.   This  would  in  turn  generate  more  revenue  through  broadening  of  the 
property  tax  base,  increased  sale  of  goods  and  services,  which  would  again  broaden  the  City's 
tax  base. 
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[CLERK'S  NOTE,--  The  following  four  questions  for  the  record 
were  submitted  to  the  District's  Chief  Financial  Officer.   His 
responses  follow  the  Committee's  questions.] 

******** 


dc96qus . rec 
6-27-96 


QUESTIONS  FOR  THE  RECORD 
Addressed  to:   The  D.C.  Chief  Financial  Officer 


L    The  FY  1995  Comprehensive  Annual  Financial  Statement  (CAFR) 
on  page  23,  Exhibit  3,  reports  in  the  "Appropriated  Budget" 
column  amounts  which  differ  from  the  amounts  reported  m 
P  L   103-334  in  both  line  item  detail  amounts  as  well  as  in 
the  total  amount.   (See  attached  table  of  amounts  included 
in  P.L.  103-334.) 

(a)  Please  provide  for  the  record  (1)  a  reconciliation  of 
the  differences,  (2)  an  explanation  of  how  amounts  in  the 

•  law  were  grouped  into  the  few  line  items  presented  in  the 
CAFR,  and  (3)  why  the  CAFR  does  not  present  the  amounts  as 
appropriated  in  the  law  instead  of  presenting  them  as  they 
are,  which  is  regrouping  the  law's  line  item  amounts  into 
just  a  few  line  items. 

(b)  After  the  above  reconciliation  is  prepared,  please 
provide  for  the  record  a  recalculation  of  the  differences 
between  the  "Appropriated  Budget"  amounts,  which  should  now 
agree  with  the  law  as  to  detail  line  item  amounts  and  m 
total,  and  the  "Appropriated  Actual"  amounts  reported  in  the 
CAFR  on  page  23,  Exhibit  3.   If  there  are  negative 
differences,  i.e.  the  actual  amounts  spent  were  greater  than 
the  amounts  appropriated,  these  would  constitute  violations 
of  the  Anti -Deficiency  Act  at  the  function  level,  e.g. 
Governmental  Direction  and  Support. 

2.    Please  provide  for  the  record  an  updated  "CONSOLIDATED  CASH 
FLOW  STATEMENT"  (in  the  format  presented  in  the  quarterly 
financial  status  reports)  for  fiscal  years  1994  and  1995 
showing  (1)  the  original  estimated  amounts  for  each  of  those 
years  (which  supported  their  respective  budget  requests  for 
those  years),  and  (2)  the  actual  amounts  for  those  years. 
Also  provide  a  schedule  of  the  differences  between  the 
original  estimates  and  the  actual  amounts  and  explain  all 
large  variances . 


60  III 


According  to  P. L. 104-8,  Title  II,  Subtitle  A,  sec . 201 (b) (3) 
(D) ,  the  financial  plan  and  budget  shall  contain  cash  flow 
forecasts  for  each  fund  of  the  District  government  at  such 
intervals  as  the  Authority  may  require . 

Has  the  Authority  requested  any  such  cash  flow  forecasts? 

Please  provide  for  the  record  a  copy  of  the  original  FY  1996 
forecasts  for  each  fund  of  the  District  government  and  the 
updated  forecasts  with  actual  amounts  through  May  31,  1996. 

According  to  the  District's  Financial  Status  Report  -  Second 
Quarter.  Fiscal  Year  1996.  the  District  plans  to  borrow  an 
additional  $260  million  in  short  term  notes  during  June, 
1996. 

(a)  Will  this  borrowing  occur  in  June  as  planned?   If  not, 
why? 

(b)  Why  is  this  borrowing  planned  for  June  when  it  appears 
that  the  District  government  may  not  be  out  of  cash  until 
July? 

(c)  Why  is  $260  million  planned  to  be  borrowed  when  it 
appears  that  the  total  cash  short  fall  may  be  $146  million? 

(d)  Why  isn't  spending  being  held  to  the  actual  revenues  so 
that  there  would  be  no  cash  deficit  and  no  need  to  borrow? 

(e)  Are  short  term  borrowings  supposed  to  be  repaid  by  the 
end  of  the  period  in  which  the  borrowings  occurred? 

(f)  Will  any  of  the  short  term  borrowings  in  FY  1996  be 
repaid  in  FY  1996? 

(g)  If  the  District  government  has  difficulty  in  repaying, 
annually,  its  short  term  debt  obligations,  how  will  it  be 
able  to  repay  any  new  long  term  debt  obligations? 
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GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 


Chief  Financial  Officer 


441  4th  Street.  N  W. 
11th  Floor 
Washington,  DC.  20001 


JUL16199B 

July  11,  1996 


The  Honorable  James  Walsh 

Chairman,  House  Appropriations  Subcommi.ttee  on  the 

District  of  Columbia 
1330  Longworth  Building 
Washington,  D.C.   20510 

Dear  Chairman  Walsh: 

Enclosed  are  my  responses  for  the  record  to  questions  asked  of  me  at  the  most  recent 
appropriations  hearing  at  which  I  testified.   Please  let  me  know  if  the  committee  requires  any 
further  information. 


Sincerely, 


Anthony  A.  Williams 
Chief  Financial  Officer 


AAW/gmj 
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Question  1:  Differences  Between  103-334  Presentation  and  CAFR  Exhibit  3. 

i(a)(l)  Reconciliation  of  Differences. 

The  attached  Reconciliation  Schedule  presents  reconciliation  by  agency  within  line  item.  The 
differences  between  the  amounts  as  presented  in  PL  103-334  and  in  Exhibit  3,  General  Fund 
Statement  of  Revenues,  Expenditures  and  Reconciliation  of  Budgetary  Basis  with  GAAP  Basis, 
represent:  (1)  a  reprogramming  of  the  Rainy  Day  Fund  as  authorized  in  PL  103-334  (see  column 
1  of  Reconcihation  Schedule);  (2)  Mayoral  allocation,  as  authorized  in  PL  103-334,  of  vanous 
unaUocated  line  items  (see  columns  3  and  4  of  ReconciUation  Schedule);  and  (3)  reclassificauons 
to  make  the  hne  items  consistent  with  Exhibit  2,  Combined  Statement  of  Revenues,  Expenditures 
and  Changes  in  Fund  Balances,  of  the  CAFR  (see  column  5  of  ReconcUiation  Schedule). 

1(a)(2)  Explanation  of  How  Amounts  Were  Grouped  in  CAFR. 

Column  5  of  ReconcUiation  Schedule  presents  the  agency  detail  of  the  presentation 
reclassifications. 

1(a)(3)  Why  CAFR  Exhibit  3  Presentation  Is  Not  Identical  to  PL  103-334. 

Exhibit  3  of  the  CAFR  is  presented  in  a  manner  that  is  consistent  with  Exhibit  2.  Exhibit  2  is 
presented  in  accordance  with  generaUy  accepted  accounting  principles  (GAAP).  By  making  the 
presentation  consistent,  the  Nonappropriated  Actual  column  of  Exhibit  3  represents  the  dollar 
amount  of  transactions  that  are  not  included  in  the  budget.  These  items  include  federal  and 
private  grants,  transactions  with  other  Funds  of  the  District,  other  reimbursable  (allocable) 
transactions,  and  items  that  are  included  in  Exhibit  2  in  the  current  fiscal  year  in  compliance  with 
GAAP  but  that  are  included  in  the  budget  in  a  different  fiscal  year.  Failure  to  make  the  line  items 
in  these  statements  consistent  would  distort  these  differences  by  including  differences  between  the 
GAAP  presentation  and  the  specifics  of  the  appropriations  act 

Kb)  Budget  Versus  Actual  Variances  Per  PL  103-334  Line  Items. 

The  budget  versus  actual  variances  as  presented  in  Exhibit  3  are  reconciled  to  conform  to  the  line 
items  in  PL  103-334  in  the  Antideficiency  report  submitted  by  the  Mayor  to  the  President  of  the 
United  States  on  May  17,  1996.  A  copy  was  sent  to  Mr.  Walsh.  A  copy  of  that  reconciliation  is 
attached. 
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Exhibit  1 
Reconciliation  of  CAFR  to  Budget  Act 


Excess  (Deficiency)  (SOOOs) 


Usading 

Ag£D£y 

Act 

RwlassifiQmion 

CAFR 

Governmental  Direction  and 
Support 

ZA     ^ 
BE 

-4503 

-8,589 

232 

-4503 

Short  Term  Borrowing 
Personnel 

-8,589 

232 

Assistant  City  Administrator 
for  Human  Resources 

HS 

54 

54 

CAFR 

-92 

-12,806 

Economic  Development  and 
Regulation 

523 

-92 

Cable  TV 

CT 

523 

Employment  Services 

CF 

3,269 

3.269 

CAFR 

3,635 

3,700 

Human  Resources  Development 

-54 

3,635 

Assistant  City  Administrator 
for  Human  Resources 

HS 

-54 

Personnel 

BE 

-232 

-232 

Employment  Services 

CF 

-3,269 

-3,269 

Educational  Licensure 
Commission 

GH 
CAFR 

2,766 

-79 

-79 

0 

Public  Safety  and  Justice 

2,766 
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Exhibit  1 
Reconciliation  of  C APR  to  Budget  Act 


Heading 


Excess  (Deficiency^  ($000§) 


Agency  Acl  Reclassification  CAFR 


Public  Education  System 

Educational  Licensure 
Commission  (GH) 

University  of  DC  (GF) 


Human  Support  Services 
DC  General  Hospital  (JC) 


Public  Works 

Debt  Service 

Repayment  of  Loans  and 
Interest  and  Repayment  of 
General  Fund  Recovery  Debt        ZD 


-12,934 


-12,934 


GH 
GF 

79 
0 

79 
0 

CAFR 

-64,004 

-12,855 

0 

-64,004 

0 

CAFR 

2,300 

-64,004 

2,300 

0 

-652 

0 

DS 
ZD 

-652 

CAFR 

-652 

Repayment  of  Loans  and  DS 

Interest  and  Repayment  of 
General  Fund  Recovery  Debt        ZD 


Optical  and  Dental  Benefits 
Convention  Center 
D.C.  General  Hospital 


-652 


652 


DI 

0 

0 

0 

ER 

0 

0 

0 

JD 

0 

0 

0 

601UU 

Exhibit  1 
Reconciliation  of  CAFR  to  Budget  Act 


Excess  (Deficiency)  ($000s) 


Heading  AssnSX  Ael  Reclassification  CAFR 

Cable  Television  Enterprise  Fund       CT  523  -523  0 

Short  Term  Borrowing 


ZA 


GRAND  TOTAL 


-8.589 


-81,551 


8,589 


0  -81,551 


Note:  The  reclassifications  are  made  to  conform  the  budgetary  reporting  to  the  statements 
prepared  in  conformance  with  generally  accepted  accounting  principles  (GAAP).  Governmental 
Accounting,  Auditing  and  Financial  Reporting  ( 1 994,  Government  Finance  Officers 
Association)  specifies  that  the  budgetary  exhibit  should  provide  the  same  level  of  detail  as  the 
operating  exhibit  on  a  GAAP  basis.  Further,  the  reclassifications  provide  a  consistent 
presentation  of  the  budgetary  exhibit  across  fiscal  years. 
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Question  2: 

Please  provide  for  the  record  an  updated  "CONSOLIDATED  CASH  FLOW  STATEMENT"  for 
fiscal  years  1994  and  1995  showing  (1)  the  original  estimated  amounts  for  each  of  these  years 
(which  supported  their  respective  budget  request  for  those  years),  and  (2)  the  actual  amounts  for 
those  years.  Also  provide  a  schedule  of  the  differences  between  the  original  estimates  and  the 
actual  amoimts  and  explain  all  large  variances. 


Response  2: 

See  Attachment 

Question  3. 

According  to  P.L.  104-8,  Title  II,  Subtitle  A,  sec.  201  (b)(3)(D)  the  fiinancial  plan  and  budget 
shall  contain  cash  flow  forecasts  for  each  fund  of  the  District  government  at  such  intervals  as  the 
Authority  may  require. 

Has  the  Authority  requested  any  such  cash  flow  forecast? 

The  District  has  complied  with  P.L.  104-8  through  the  compilation  of  the  Consolidated  Cash 
Flow  Report. 

Please  provide  for  the  record  a  copy  of  the  original  FY  1995  forecast  for  each  fund  of  the  District 
government  and  the  updated  forecasts  with  actuals  amounts  through  May  31, 1996. 

Response  3: 

See  Attachment 
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RESPONSE  TO  QUESTIONS 

FY  1996  SHORT-TERM  NOTE  FINANCING 

A.  The  District  issued  $220  million  of  District  of  Columbia  Tax  Revenue 
Anticipation  Notes  on  July  19,  1996.  It  was  originally  contemplated  that  the 
District  would  do  a  Treasury  Advance,  but  in  the  process  of  verifying  that  the 
District  did  not  have  access  to  the  capital  markets,  it  was  discovered  that  the 
District  did  have  market  access  to  issue  short-term  notes.  The  process  of 
issuing  the  notes  took  longer  than  a  Treasury  Advance  would  have  taken,  and 
thus  the  borrowing  did  not  occur  until  July  19. 

B.  The  borrowing  was  originally  planned  for  late  June  due  to  the  large  payments  to 
the  D.C.  Retirement  Board  and  to  WMATA  which  were  due  on  July  1. 
Because  the  borrowing  did  not  occur  until  July  19,  the  District  was  forced  to 
postpone  its  payment  to  the  Retirement  Board  until  that  date. 

C.  The  amount  of  the  borrowing,  $220  million,  was  determined  by  the  largest  daily 
negative  balance  for  the  fiscal  year  as  projected  in  the  District's  cashflow 
statement  at  the  time  of  the  borrowing. 

D.  This  borrowing  was  to  fund  seasonal  cash  flow  needs,  not  overspending,  that 
the  District  has  traditionally  experienced  in  the  summer  prior  to  collection  of  its 
Real  Property  Taxes  in  September. 

E.  Short-term  borrowings  are  required  to  be  repaid  by  September  30,  with  the 
exception  of  Treasury  Advances  which  are  due  October  1  or  upon  receipt  of  the 
Federal  Payment. 

F.  Principal  and  interest  on  these  notes  were  fiilly  paid  on  September  30,  1996  as 
required. 

G.  Any  new  District  long-term  debt  will  have  debt  service  which  is  spread  out  over 
many  years  such  that  the  debt  service  in  any  particular  is  not  overly 
burdensome.   For  example,  the  average  annual  debt  service  on  the  bonds  issued 
in  October,  1996  is  approximately  $13  million. 
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dr.  andrew  f.  brimmer,  ph.d.,  chairman,  d.c.  financial 
responsibility  and  management  assistance  authority 

hon.  marion  barry,  mayor,  district  of  columbia 

hon.  david  a.  clarke,  chairman,  council  of  the  district  of 
columbia 

john  w.  hill,  jr.,  executive  director,  d.c.  financial  respon- 
sibility and  management  assistance  authority 

Opening  Statement  by  Chairman  Walsh 

Mr.  Walsh.  The  subcommittee  hearing  will  come  to  order.  Allow 
me  to  say  at  the  outset,  this  hearing  will  be  operating  under  the 
5-minute  rule,  including  opening  statements,  which  means  that  ev- 
eryone ideally  will  be  kept  to  5  minutes;  that  is  witnesses  and 
Members  of  the  subcommittee. 

Our  hearing  today  is  on  the  District's  financial  plan  and  budget 
for  fiscal  year  1997,  which  was  received  by  the  Congress  on  June 
17th.  The  Financial  Control  Board's  recommendations  were  re- 
ceived on  June  14th. 

We  are  pleased  to  have  with  us  this  morning  Dr.  Andrew  F. 
Brimmer,  Chairman  of  the  District  of  Columbia  Financial  Respon- 
sibility and  Management  Assistance  Authority;  Mayor  Marion 
Barry  will  join  us  later  I  am  told;  and  Council  Chairman  David 
Clarke.  Is  Chairman  Clarke  here?  He  is  en  route. 

We  welcome  you  this  morning,  Dr.  Brimmer.  I  appreciate  your 
promptness.  I  apologize  for  my  delay.  We  were  next  door  working 
on  an  appropriations  bill,  and  I  was  waiting  for  a  vote.  The  debate 
extended  itself. 

I  notice  there  are  some  other  members  of  the  Control  Board  here. 
Mr.  Harlan  is  here. 

Any  other  members  of  the  Control  Board  here? 

Welcome,  Mr.  Harlan. 

To  everyone  else,  good  morning. 

We  are  here  today  to  take  testimony  on  the  District  of  Colum- 
bia's budget  for  fiscal  year  1997  from  Mayor  Barry,  Council  Chair- 
man Clarke,  and  Control  Board  Chairman  Brimmer. 

CONSENSUS  BUDGET  SUBMITTED  FOR  FY  1997 

If  initial  reports  are  accurate,  the  Mayor  and  City  Council  have 
agreed  to  submit  a  consensus  budget.  That  is  a  positive  step.  The 
District's  request  includes  three  parts:  A  budget  for  fiscal  year 
1997,  a  4-year  financial  plan  to  balance  the  budget,  and  a  proposal 
to  borrow  up  to  $500  million  to  fund  the  accumulated  debt  pro- 
jected through  fiscal  year  1998. 

(603) 
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SPIRIT  OF  LAW  NOT  MET 


The  budget  numbers  presented  are  a  very  good  picture  of  what 
the  City  will  probably  spend  over  the  next  4  years.  It  conforms  to 
the  letter  of  the  law,  which  requires  a  balanced  budget  by  the  year 
1999.  Unfortunately,  I  believe  it  does  not  live  up  to  the  spirit  of  the 
law  nor  the  interpretation  of  the  law  by  many  Members  of  Con- 
gress who  supported  the  control  board  legislation. 

Congress  created  the  Financial  Control  Board  because  of  the  fi- 
nancial crisis  created  by  a  combination  of  accumulated  operating 
deficits,  annual  deficit  spending,  accounting  gimmicks,  manage- 
ment inefficiencies,  and  poor  delivery  of  basic  city  services. 

MAYOR  PROJECTED  $722  MILLION  DEFICIT  FOR  FY  1995 

At  the  time  the  Control  Board  legislation  was  being  drafted  in 
the  spring  of  1995,  the  Mayor  was  projecting  a  budget  deficit  for 
fiscal  year  1995  of  $722  million,  or  15  percent  of  the  operating 
budget.  That  amount,  when  added  to  the  existing  deficit  of  $324 
million  would  have  created  an  accumulated  deficit  of  over  $1  bil- 
lion. 

APPROPRIATION  SUBCOMMITTEE'S  CAP  KEPT  DEFICIT  DOWN 

However,  with  a  tight  spending  cap  imposed  by  this  subcommit- 
tee and  the  Congress,  the  City  ended  the  fiscal  year  with  a  deficit 
of  $54  million,  and  after  adjustments  for  two  accounting  changes, 
of  only  $25  million,  about  one-half  of  1  percent  of  the  budget. 

CONTROL  board's  TASK  DID  NOT  SEEM  INSURMOUNTABLE 

The  Control  Board's  effort  to  balance  future  budgets  and  pay 
down  the  accumulated  debt  of  $378  million  over  the  next  4  years 
did  not  seem  insurmountable. 

CONTROL  board's  RECOMMENDED  FY  1996  BUDGET  WOULD  HAVE 
CAUSED  A  $260  MILLION  DEFICIT 

Last  year  the  Control  Board  submitted  a  final  budget  rec- 
ommendation for  fiscal  year  1996  of  $5,126  billion.  Our  subcommit- 
tee reduced  that  request  to  $4,867  billion,  and  in  conference  with 
the  Senate  $4,994  billion  was  agreed  to.  According  to  the  City's  rev- 
enue estimates,  this  should  have  resulted  in  a  deficit  of  only  $20 
million  for  fiscal  1996.  The  Chief  Financial  Officer  testified  last 
month  that  because  revenues  are  down,  the  actual  deficit  for  fiscal 
1996  will  be  $116  million.  If  we  had  settled  on  the  Control  Board's 
budget  last  year,  we  would  have  had  a  deficit  of  over  $260  million. 

In  my  opinion,  it  is  not  acceptable  for  the  District  to  double  or 
quadruple  their  annual  deficit  in  one  year.  The  budget  request  we 
will  be  discussing  today  includes  increases  totaling  $148  million, 
which  adds  another  almost  $100  million  of  deficit  to  the  accumu- 
lated deficit. 

TOO  LITTLE  ACTION,  TOO  LATE 

The  Control  Board  legislation  establishes  a  process  for  quarterly 
monitoring  of  the  City's  revenues  and  expenditures.  It  is  a  safety 
valve  to  ensure  that  the  Control  Board  and  Chief  Financial  Officer 
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can  correct  a  problem  before  it  is  too  late.  On  May  22  we  sent  a 
letter  to  Anthony  Williams  asking  for  information — please,  Chair- 
man Clarke,  make  yourself  comfortable.  Nice  to  have  you  with  us. 
We  sent  a  letter  dated  May  22nd  to  Anthony  Williams,  the  Dis- 
trict's Chief  Financial  Officer,  asking  for  information  as  to  what 
procedures  are  in  place  to  ensure  that  the  District  does  not  incur 
a  budget  deficit  for  fiscal  year  1996.  I  fear  by  the  time  the  informa- 
tion arrives,  it  will  be  difficult  to  do  anything  significant  to  reduce 
the  deficit. 

SIX  MONTHS  INTO  FY  1996  ONLY  36  PERCENT  OF  TOTAL  BUDGET  SPENT 

In  fact,  at  an  earlier  hearing,  Mr.  Williams  advised  us  after  6 
months  of  fiscal  year  1996,  the  city  had  spent  at  a  rate  of  about 
36  percent  of  total  spending,  which  leaves  64  percent  for  the  re- 
mainder of  the  year. 

FY  1997  FINANCIAL  PLAN  PROJECTS  ONLY  $5  MILLION  SURPLUS  IN  FY 

2000 

The  consensus  budget  for  1997  and  financial  plan  submitted  to 
Congress  works  toward  creating  a  small  $5  million  surplus  by  the 
year  2000.  This  would  result  in  a  surplus  of  only  one-tenth  of  1 
percent  of  the  entire  District  budget,  a  very  thin  margin  for  any 
error  in  estimates. 

MORE  DEFICITS  PROJECTED  AFTER  FY  2000 

The  Chief  Financial  Officer  testified  last  month  that  after  the 
year  2000,  the  District  would  once  again  face  growing  budget  defi- 
cits. 

STRUCTURAL  CHANGES  NOT  APPARENT  IN  FY  1997  FINANCIAL  PLAN 

AND  BUDGET 

Unfortunately,  true  structural  changes  are  not  apparent  any- 
where in  the  plan.  It  is  disappointing. 

TO  PRESERVE  HOME  RULE,  STRUCTURAL  CHANGES  NECESSARY 

I  have  said  on  numerous  occasions  that  the  only  way  to  preserve 
Home  Rule  is  to  address  the  structural  problems  that  face  local 
lawmakers.  In  exchange  for  the  City's  focus  on  delivering  high 
quality  municipal  services,  I  would  work  very  hard  here  in  the 
Congress  to  get  the  Federal  government  to  take  over  some  of  the 
responsibilities  that  are  typically  State  and  county  functions.  The 
District's  first  priority  should  be  to  provide  basic  services  to  its  citi- 
zens, such  as  safe  streets,  high  quality  public  schools,  a  clean  envi- 
ronment and  good  streets  and  highways. 

We  look  forward  to  the  day  when  the  D.C.  employee  on  the  other 
side  of  the  counter  smiles  and  says,  "May  I  help  you,"  and  means 
it.  We  look  forward  to  the  day  that  the  Public  Works  Department 
has  an  annual  repair  cycle  for  streets  and  catch  basins  and  curbs. 
Right  now  there  is  none. 
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D.C.  NEEDS  TO  FOCUS  ON  BETTER  PRIMARY  AND  SECONDARY 

EDUCATION 

The  District  government  spends  tens  of  millions  of  dollars  in  its 
attempt  to  provide  a  law  school  and  comprehensive  university  sys- 
tem. It  would  be  much  wiser,  in  my  opinion,  for  the  City  to  focus 
its  efforts  and  dollars  on  providing  a  better  primary  and  secondary 
education  system  for  its  children. 

D.C.  MUST  STOP  DIRECT  DELIVERY  OF  HEALTH  CARE  SERVICES 

The  District  must  also  stop  providing  direct  delivery  of  health 
care  services.  While  it  loses  $50  million  annually  on  D.C.  General, 
it  legitimizes  a  caste  system  where  the  indigent  go  to  D.C.  General 
while  everyone  else  goes  to  the  other  eight  or  nine  hospitals.  That 
is  not  right.  The  City's  11  health  clinics  are  not  even  open  on  week- 
ends or  evenings,  when  they  are  most  needed. 

D.C.  POLICYMAKERS  MUST  MAKE  TOUGH  CHOICES 

If  the  policymakers  would  make  tough  choices,  they  would  be  in 
a  much  better  position  to  demand  greater  cooperation  from  the 
Federal  Government  to  take  over  State  functions. 

NEW  YORK  CITY  CONTROL  BOARD  LESSONS  MUST  BE  LEARNED 

In  an  August  13th,  1995,  op-ed  piece  of  the  Washington  Post, 
Felix  Rohatyn,  widely  regarded  as  a  leader  of  the  New  York  City 
Financial  Control  Board,  writes  about  the  failures  of  their  efforts 
in  New  York. 

He  states,  "To  the  extent  we  failed,  it  was  because  we  relied  too 
much  on  stopgap  measures  and  postponed  structural  reforms  need- 
ed to  secure  the  city's  future.  We  believed  that  we  had  basically 
changed  the  city  because  we  had  balanced  the  budget  and  regained 
our  credit.  We  were  wrong." 

The  Congress  was  promised  great  changes  last  year.  Now  we  are 
promised  great  changes  sometime  in  the  future.  In  an  effort  to 
spare  additional  pain  to  the  District's  citizens,  I  hope  we  can  learn 
from  the  mistakes  of  other  cities  and  move  forward  this  year  with 
real  structural  reform. 

Let  me  end  my  opening  statement  by  meaningfully  congratulat- 
ing all  the  principals  in  this  endeavor,  the  City  Council,  the  Con- 
trol Board  and  the  Mayor,  for  their  efforts.  I  don't  want  to  be  too 
critical,  but  someone  has  to  be.  That  role  has  apparently  fallen  to 
me  and  the  Congress. 

At  this  time  I  yield  to  the  distinguished  Ranking  Member,  Mr. 
Dixon. 

Opening  Statement  by  Congressman  Dixon 

Mr.  Dixon.  Thank  you  very  much,  Mr.  Chairman. 

I  would  first  like  to  say  that  I  am  encouraged  by  this  budget,  and 
while  it  is  not  perfect,  I  think  it  is  a  step  in  the  right  direction  fi- 
nancially and  because  of  the  ability  of  the  Mayor,  of  the  City  Coun- 
cil and  the  Authority  to  overcome  the  obstacles  and  disagreements 
they  may  have  and  come  together  to  present  a  unified  proposal. 
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Too  often  we  have  witnessed  the  pubHc  battles  that  have  delayed 
much  needed  improvement  in  the  city's  operations. 

D.C.  GOVERNMENT  MUST  RESTRUCTURE  ITSELF 

Mr.  Walsh,  I  do  agree  with  you  that  significant  restructuring  of 
the  District  government  is  needed  in  several  areas  which  require 
discussions  with  the  Federal  Government,  the  regional  govern- 
ments, and  the  Congress.  The  District  is  overburdened  with  costs 
of  Medicaid  and  Correctional  facilities  that  typically  are  absorbed 
by  State  governments,  not  municipalities.  To  illustrate  this  point, 
Margaret  Moore,  Director  of  the  D.C.  Department  of  Corrections, 
has  testified  that  the  internal  and  external  public  safety  are  com- 
promised by  prison  overcrowding,  inadequate  staffing,  and  an  anti- 
quated physical  plant.  The  District  pension  plan  system  must  be 
revamped,  and  a  plan  must  be  developed  to  deal  with  the  $5  billion 
unfunded  pension  burden  that  the  city  faces. 

The  Control  Board,  I  believe,  has  begun  to  examine  some  of  these 
issues  in  depth,  and  I  hope  it  will  make  recommendations  on  these 
matters.  I  believe  that  we  must  address  the  problems  sooner,  rath- 
er than  later,  and  that  the  Federal  Government  must  be  a  partner 
of  the  District  in  developing  solutions. 

FY  1997  DEFICIT  IS  $99  MILLION;  LESS  THAN  FY  1996  DEFICIT  OF  $116 

MILLION 

Despite  the  challenges  that  lie  ahead,  I  do  see  tangible  progress 
in  this  budget.  The  annual  deficit  for  1997  is  estimated  to  be  $17 
million  lower  than  the  current  fiscal  year  projected  deficit.  Im- 
provements have  been  made  in  public  safety  to  focus  resources  on 
increasing  the  number  of  police  officers  and  ensuring  the  District 
has  adequate  fire  and  emergency  medical  personnel.  Further,  the 
budget  continues  the  downsizing  of  District  government  personnel, 
which  will  produce  some  $40  million  in  budget  savings. 

CONTROL  BOARD  HAS  FOUR  YEARS  TO  BALANCE  THE  BUDGET 

All  of  the  District's  financial  problems  will  not  be  solved  over- 
night, nor  in  one  year.  The  legislation  establishing  the  Authority 
gave  it  and  the  city  4  years  to  produce  a  balanced  budget.  I  believe 
that  the  fiscal  year  1997  budget  presented  by  the  Control  Board 
today  makes  substantial  progress  toward  balancing  the  District's 
budget,  not  attempting  to  balance  the  budget  in  the  swift  and  dra- 
conian  manner  which  would  inflict  undue  hardship  on  citizens  who 
live  and  work  in  the  District  and  businesses  that  rely  on  District 
services. 

Congress  must  give  the  Authority  the  opportunity  to  do  its  job. 

CONTROL  BOARD  IN  OPERATION  OVER  ONE  YEAR 

For  the  Congress  to  second-guess  or  undercut  the  Authority 
when  it  has  only  been  in  operation  for  a  little  more  than  a  year 
is  counterproductive.  We  must  remember  that  all  of  the  members 
of  the  Authority  invest  significant  amounts  of  time  and  effort  with- 
out compensation.  I  believe  that  Congress  should  facilitate,  not  ob- 
struct, the  Control  Board's  effort  to  develop  meaningful,  long-term 
solutions  to  the  District's  problems. 


608 

I  hope  that  we  can  avoid  some  of  the  difficulties  that  we  encoun- 
tered last  year  on  the  District  of  Columbia  bill,  which  led  to  an  8- 
month  delay  in  congressional  approval  of  the  District's  budget.  The 
Control  Board  and  the  District  can  ill  afford  to  be  distracted  by  a 
repeat  of  last  year's  stop-and-go,  stop-and-go  process. 

[CLERK'S  NOTE.— On  December  22,  1995,  less  than  three  months  after  the  be- 
ginning of  the  fiscal  year,  a  joint  letter  signed  by  the  chairmen  of  the  House  and 
the  Senate  Subcommittees  on  D.C.  Appropriations  was  sent  to  the  control  board 
stating  that  while  the  House-Senate  conference  on  the  District's  FY  1996  appropria- 
tions bill  was  not  yet  completed,  "A  portion  of  the  agreement  to  date  includes  a  rec- 
ommended limitation  of  $4,994,000,000  on  operating  expenditures"  and  requesting 
the  control  board  to  use  that  amount  as  the  reference  point".  .  .  to  begin  on  an  in- 
formal basis  to  consider  the  allocations  necessary  to  achieve  the  fiscal  goals  outlined 
in  statute  and  report  language  .  .  .".  (See  pages  722  and  723,  this  volume,  for  text 
of  letter  referred  to.)] 

CONTROL  BOARD  AND  CITY  NEED  TO  FOCUS  ON  SERIOUS  PROBLEMS 

Mr.  DixON.  There  is  much  hard  work  to  be  done  in  reengineering 
the  services  in  the  District,  and  I  personally  feel  that  we  ought  to 
let  the  Control  Board  and  the  City  focus  on  the  serious  problems 
that  remain  to  be  resolved. 

RESTRUCTURING  GOVERNMENT  REQUIRES  TOUGH  DECISIONS 

In  particular,  when  we  talk  about  restructuring,  I  think  that  the 
Control  Boar.d,  and  the  District  and,  to  a  large  extent,  Congress, 
have  a  responsibility  to  make  tough  decisions,  but  decisions  that 
take  into  consideration  the  diversity  of  this  community  and  the 
services  that  they  are  trying  to  provide. 

D.C.  CANNOT  PROVIDE  HEALTH  NEEDS  OF  THE  UNINSURED 

This  community,  as  it  relates  to  health  care  delivery,  needs  a 
great  deal  of  improvement,  but  there  is  no  doubt  in  my  mind  that 
the  private  hospital  system  here  can  no  longer  afford  to  provide 
services  to  those  people  who  are  uninsured,  and  that  if  D.C.  Gen- 
eral Hospital  is  to  be  closed,  there  must  be  another  city-supported 
structure  put  in  place. 

UNIVERSITY  OF  THE  DISTRICT  OF  COLUMBIA 

As  it  relates  to  the  University  of  the  District  of  Columbia,  obvi- 
ously there  are  different  views  on  this  matter.  Perhaps  there  has 
to  be  some  restructuring  of  UDC,  and  I  pledge  to  work  with  you 
and  others  to  accomplish  that  goal.  But  it  does  seem  to  be  a  worthy 
project  that  this  community  have  an  institution  that  provides  some 
ongoing  training  for  those  students  and  citizens  of  this  community. 

So  I  look  forward  to  working  with  you  this  year.  I  hope  we  don't 
have  the  experience  of  last  year. 

Mr.  Walsh.  Thank  you  for  your  comments. 

I  would  like  also  to  recognize  Congressman  Frelinghuysen  and 
Congressman  Parker.  Do  either  of  you  have  an  opening  statement 
you  would  like  to  make? 

Mr.  FRELINGHUYSEN.  I  do  not,  Mr.  Chairman. 

Mr.  Parker.  I  have  no  statement,  Mr.  Chairman. 
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Mr  Walsh.  All  right.  Our  standard  procedure  is  to  swear  in  all 
witnesses.  So  Dr.  Brimmer  and  Chairman  Clarke,  if  you  would 
stand  and  raise  your  right  hand. 

[Witnesses  sworn.] 

Mr  Walsh.  Dr.  Brimmer,  we  would  be  pleased  to  receive  your 
opening  statement,  and  if  you  could  stay  fairly  close  to  5  minutes, 
that  would  be  great. 

Opening  Remarks  of  Dr.  Andrew  F.  Brimmer 

Dr  Brimmer.  Thank  you  very  much,  Mr.  Chairman,  Members  of 
the  Committee.  I  am  delighted  that  I  was  invited  to  present  the 
District  of  Columbia  Fiscal  Year  1997  Financial  Plan  and  Budget. 

control  board's  JUNE  14,  1996  RECOMMENDATIONS  ON  FY  1997  D.C. 

BUDGET 

Mr  Chairman,  I  would  like  to  ask  permission  to  put  into  the 
record  two  documents.  The  first  one  is  a  financial  report  on  the 
District's  fiscal  year  1997  budget  and  multiyear  plan  dated  June 
14,  1996. 

Mr.  Walsh.  Without  objection. 

Dr.  Brimmer.  That  is  the  budget  recommendation  voted  on  by 
the  Control  Board.  That  is  our  report. 

[CLERK'S  NOTE.— See  pages  724  to  748,  this  volume,  for  report  referred  to.] 

The  very  large  book  and  books  which  were  presented  to  the  Com- 
mittee last  week  are  embodiments  of  recommendations  and  docu- 
mentation. It  is  the  underpinnings  of  the  budget.  But  the  budget 
itself,  as  far  as  the  Control  Board  is  concerned,  is  our  report  ot 
June' 14th.  I  will  be  testifying  against  that  document. 

PREPARED  statement  OF  DR.  ANDREW  F.  BRIMMER 

Finally,  Mr.  Chairman,  I  have  a  prepared  statement  which  I  pre- 
pared for  this  meeting  today,  dated  June  26th.  I  would  like  to  put 
that  in  the  record  as  well. 

Mr.  Walsh.  Without  objection. 

[The  prepared  statement  referred  to  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  Andrew  F.  Brimmer,  and  I  am  Chairman  of  the  District  of  Columbia 
Financial  Responsibility  and  Management  Assistance  Authority.  On  behalf  of  the 
Authority,  thank  you  for  the  opportunity  to  appear  before  the  Subcommittee  today. 

Mr.  Chairman,  as  requested  by  the  Subcommittee,  I  will  discuss  the  Fiscal  Year 
1997  Financial  Plan  and  Budget  recently  submitted  to  the  Congress  by  the  Authority,  and 
the  implications  of  that  budget  for  improving  the  efficiency  and  effectiveness  of  the 
District  Government. 

Introduction 

Let  me  start  by  saying  how  pleased  1  am  that  the  Mayor,  the  Council  of  the 
District  of  Columbia,  and  the  Authority  have  reached  a  consensus  on  the  Fiscal  Year 
1997  Financial  Plan  and  Budget.  The  Authority  has  determined  that,  in  accordance  with 
Public  Law  104-8.  this  budget  and  financial  plan  (1)  is  in  conformance  with  the  Act;  (2) 
will  promote  the  financial  stability  of  the  District  government;  and  (3)  will  further  the 
interests  of  the  people  of  the  District  of  Columbia.  A  detailed  financial  plan  and  budget 
has  been  prepared  by  the  City  and  made  available  to  the  Congress  and  the  Public. 

This  consensus  budget  has  been  possible  because  the  Mayor,  the  Council,  and  the 
Authority  have  engaged  in  a  continuing  and  constructive  dialogue  to  produce  a  financial 
plan  and  budget  for  fiscal  year  1997.  This  dialogue  has  been  characterized  by 
cooperation,  and  a  free  exchange  of  information  and  views. 

This  process  began  with  the  Authority's  review  of  the  District's  revenue  estimates 
in  January.  Next,  the  Mayor  submitted  a  proposed  financial  plan  and  budget  to  the 
Authority  in  February.  This  was  followed  by  adjustments  to  the  original  and  revised 
financial  plan  and  budget  by  the  Authority  on  March  21,  1996,  and  May  8,  1996.  After 
the  May  revisions  by  the  Authority,  the  financial  plan  and  budget  was  reviewed  by  the 
Council,  and  --  with  some  changes  --  was  approved  in  early  June.  The  Authority  voted 
on  the  final  budget  on  June  13,  1996,  and  submitted  our  report  to  the  Congress  on  June 
14,  1996.  Public  Law  104-8  requires  that  a  budget  for  the  District  of  Columbia  be 
submitted  to  the  Congress  by  June  1 5th.  I  am  very  pleased  that  the  Subcommittee  has 
decided  to  proceed  quickly  with  the  Congressional  budget  process,  and  I  look  forward  to 
working  with  you  to  get  early  approval  of  the  District's  budget. 

Budget  Overview 

The  District  of  Columbia's  financial  plan  and  budget  in  fiscal  year  1997  estimates 
revenues  of  $5.04  billion,  expenditures  of  $5.14  billion,  and  a  resulting  deficit  of  $98.9 
million,  down  by  $17  million  from  the  projected  fiscal  year  1996  deficit  of  $116  million. 
Projections  for  fiscal  years  1998  through  2000  call  for  a  small  deficit  in  1998  and  small 
surpluses  in  fiscal  years  1999  and  2000.  Equally  important,  the  1997  financial  plan  and 
budget  calls  for  numerous  initiatives  and  management  reforms. 
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Mr.  Chairman,  before  I  discuss  various  portions  of  the  budget.  I  think  it  is  very 
important  for  everyone  to  recognize  the  progress  that  the  District  has  made  through  this 
document  in  improving  the  conditions  by  which  budgets  are  formulated  and 
implemented.  In  the  past,  it  has  been  the  unreliable  nature  of  financial  information,  a 
series  of  questionable  budget  assumptions  and  forecasts,  and  a  penchant  for  budgetary 
gimmicks  used  to  hide  the  fiscal  truth,  that  contributed  to  the  District's  financial  crisis. 

I  can  report  that  this  situation  no  longer  exists.  Mr.  Anthony  Williams,  the 
independent  Chief  Financial  Officer  of  the  District  of  Columbia,  and  the  Authority,  in 
working  with  the  Executive  and  Legislative  branches  of  the  District  Government,  have 
concluded  that  the  fiscal  1997  budget  --  the  first  such  budget  for  which  we  have  had 
substantial  input  --  meets  the  tests  for  reasonableness  and,  to  the  extent  that  the  City's 
antiquated  financial  systems  permit,  reliability.  The  District  has  submitted  an  honest 
budget  to  the  Congress,  and  it  is  a  budget  that  all  of  us  --  the  Mayor,  the  Council,  the 
CFO  and  the  Authority  ~  support. 

I  want  to  also  note  that  this  budget  would  have  looked  very  different  if  the 
Authority  and  the  CFO  had  played  no  role  in  its  formulation.  We  have  played  exactly  the 
role  that  the  Congress  envisioned  in  its  enactment  of  Public  Law  104-8.  This  has  ensured 
the  submission  to  Congress  of  a  reasonable  and  reliable  plan  for  spending  and  deficit 
reduction  in  accordance  with  the  timetables  established  by  statute.  A  few  examples  of  the 
Authority's  involvement  will  illustrate  this  point: 

•  The  Authority  has  worked  extensively  with  the  District  on  Medicaid  reforms.  These 
include  (a)  implementing  a  managed  care  system  for  all  AFDC  and  AFDC-related 
Medicaid  recipients,  and  (b)  restructuring  Medicaid  reimbursement  systems  for 
intermediate  care  facilities  for  the  mentally  retarded  and  nursing  homes.  Although  the 
Authority  has  pressed  and  supported  the  District  in  moving  forward  with  Medicaid 
reforms,  the  Authority  has  also  required  that  the  District  ftilly-budget  for  all  potential 
Medicaid  program  expenditures. 

•  In  the  area  of  worforce  initiatives,  the  initial  budget  contained  more  than  $50  million 
in  savings,  however  the  District  had  not  allocated  these  savings  to  agencies.  Without 
allocations,  the  responsibility  for  achieving  the  savings  would  be  diffused.  The 
Authority  worked  with  the  District  to  allocate  these  savings,  which  are  included  in  this 
budget. 

•  For  the  Department  of  Corrections,  the  initial  budget  for  the  agency  continued  the 
historical  pattern  of  underfunding.  Working  with  Corrections  officials,  the  Authority 
added  nearly  $20  million  to  the  budget  to  help  address  this  problem. 

•  The  initial  personnel  services  budget  for  the  District  of  Columbia  Public  Schools 
(DCPS)  called  for  reductions  as  a  result  of  privatization,  but  did  not  call  for  any 
increase  to  cover  privatization  contracts.  The  Authority  worked  with  DCPS  officials 
to  add  these  expenditures  to  make  the  budget  more  realistic. 
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Restructuring  Government 

Mr.  Chairman.  I  wish  to  also  highlight  that  the  positive  steps  being  taken  with 
regard  to  the  budget  are  just  part  of  the  Authority's  dedication  to  improving  the  District's 
financial  and  management  condition.  The  Authority  is  continuing  to  work,  with  the 
District  on  reforms  that  will  result  in  major  restructuring  of  District  programs,  significant 
enhancements  in  program  delivery,  and  faster  fiscal  recovery.  Some  specific  areas 
include: 

•  Performance  Management  Initiatives:  The  Authority  is  working  with  the  District  in  a 
variety  of  ways  to  develop  resuhs  and  objectives-oriented  management  initiatives  that 
will  enhance  program  delivery  and  reward  effective  management.  These  initiatives 
include  working  with  the  District  and  thelntemational  City/County  Management 
Association  to  develop  performance  measures  and  benchmarks  based  on  information 
from  42  cities;  surveying  District  citizens  to  provide  a  performance  measurement 
baseline  of  local  government  services;  and  development  of  a  pilot  performance 
management  project  at  the  Department  of  Public  Works  that  will  increase 
accountability  and  performance  in  this  critical  core  service  agency. 

•  Entitlement  Reform:  The  Authority  is  working  with  the  Department  of  Human 
Services  to  review  all  entitlement  and  other  program  operations  to  reduce  costs  and 
improve  District  services.  A  key  goal  of  this  assessment  will  be  to  reduce  District- 
provided  benefits  to  levels  no  more  generous  than  those  provided  by  surrounding 
jurisdictions  and  to  redirect  resources  to  programs  that  achieve  the  highest  results.  For 
example,  as  a  result  of  a  study,  the  District  is  reducing  AFDC  benefits  to  levels 
comparable  to  neighboring  jurisdictions  for  a  savings  of  $8  million  in  fiscal  year  1997. 

•  Pension  Reform:  Numerous  studies  have  outlined  the  problems  and  several  solutions 
have  been  proposed  to  address  the  pension  programs  for  police,  firefighters,  teachers 
and  judges.  In  summary,  pension  liabilifies  owed  to  current  employees  and  retirees 
exceed  the  District's  pension  fiond  assets  by  approximately  $5  billion.  Various  options 
have  been  proposed  to  address  the  unfiinded  liability  and  the  significant  growth  in  the 
District's  payment.  These  include  changes  in  the  funding  methods,  freezing  or 
capping  the  cost-of-living  adjustments,  adjusting  the  employee  contribution,  and 
increasing  the  federal  contribution.  This  project  involves  the  Authority  working  with 
District  and  federal  officials  to  help  develop  altemafives  to  address  this  problem. 

•  Procurement  Reform:  Two  recent  studies  and  numerous  city  auditor  and  inspector 
general  reports  have  chronicled  poor  procurement  practices.  The  Authority,  as  a  part 
of  its  review  of  contracts,  has  observed  numerous  contracting  problems.  To  date  the 
Authority  has  reviewed  more  than  2,000  contract  actions.  Based  on  these  reviews,  we 
have  found  that:  (1)  contracts  are  frequently  sole-source  that  cover  short  time-frames; 
and  (2)  multiple  contracts  for  similar  services  have  been  executed.  -Both  practices  can 
add  considerable  costs.  The  problems  are  particularly  acute  at  the  Department  of 
Human  Services,  which  annually  contracts  for  over  $1  billion  in  goods  and  services. 
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Management  failures  at  this  department  have  seriously  hampered  sen'ice  provision  to 
the  City's  most  disadvantaged  residents.  Working  with  officials  in  the  City 
Administrator's  Office  and  the  Department  of  Human  Services,  a  team  to  address  DHS 
procurement  weaknesses  has  been  formed.  This  team  believes  that  savings  of  ten  to 
fifteen  percent  are  not  unreasonable.  The  Authority  will  work  with  the  City 
Administrator,  the  Council,  and  others  to  continue  addressing  procurement  issues. 

•  Financial  and  Management  Information:  Various  studies  and  our  experience  have 
shown  that  the  basic  financial  and  other  information  needed  to  manage  the  District  is 
not  available.  The  District  has  begun  projects  to  address  this  shortfall,  including  a 
needs  assessment  and  requirements  determination  for  a  new  financial  management 
system,  as  well  as  the  automation  of  all  phases  of  personnel  information  and  payroll 
processes.  The  Authority  will  continue  working  with  the  District  to  ensure  these 
projects  are  implemented  as  quickly  as  possible. 

•  Addressing  the  Corrections  Crisis:  Various  studies  have  identified  options  to  address 
the  monumental  problems  associated  with  the  Department  of  Corrections  prison 
facilities  at  Lorton,  Virginia.  One  key  option  is  the  complete  privatization  of  the 
facility.  The  Authority  continues  to  work  closely  with  the  District  and  the  Federal 
Government  to  find  a  comprehensive  solution  to  this  troublesome  situation. 

•  Assessment  of  Public  Schools  Management:  Various  studies  of  the  District  of 
Columbia  Public  Schools  (DCPS)  have  noted  that  DCPS  spending  approaches  $7,500 
per  pupil,  one  of  the  highest  levels  in  the  country.  Yet  the  money  -  and  the  personnel, 
who  presently  number  more  than  1 1,000  full-time  equivalents  -  does  not  appear  to  be 
allocated  in  ways  that  maximize  student  achievement.  Basic  supplies  like  textbooks 
and  paper  are  frequently  lacking,  many  schools  start  the  year  with  unfilled  teaching 
positions,  and  leaky  roofs  and  malftinctioning  boilers  are  realities  of  everyday  life  for 
DCPS  students.  Discretionary  funds  for  school  principals  and  their  local  school 
restructuring  teams  are  meager.  Weak  financial,  personnel,  and  management  systems 
make  it  very  difficult  to  track  the  flow  of  dollars  and  the  deployment  of  personnel  at 
DCPS.  The  Authority  expects  to  initiate  a  major  review  of  how  resources  are  used 
within  DCPS  and  to  identify  how  resources  can  be  redirected  to  upgrade  the  school 
system  to  retain  and  restore  the  city's  middle-class  tax  base. 

1997  Financial  Plan  and  Budget 

Mr.  Chairman,  let  me  now  turn  to  some  specifics  of  the  Fiscal  Year  1997 
Financial  Plan  and  Budget.  As  I  have  already  mentioned,  that  budget  is  the  product  of  a 
consensus  among  the  Authority,  the  Mayor,  and  the  Council.  The  financial  plan  and 
budget  contains  numerous  revenue  and  expenditure  initiatives.  Projected  savings  from 
these  initiatives  have  been  discounted  in  the  early  years  of  the  plan  in  order  to 
conservatively  estimate  their  fiscal  impact. 
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The  District's  new  local  revenue  initiatives  include  increased  revenues  primarily 
through  workplace  efficiencies  and  improved  collections  of  aged  accounts  receivables 
and  reserves.  While  the  Authority  supports  attempts  to  find  new  sources  of  revenue  for 
the  District,  the  Authority  does  not  support  efforts  to  impose  new  taxes  or  fees  of  an  ad 
hoc  nature  on  District  residents  and  businesses  without  a  thorough  analysis  of  their 
impact.  Projected  total  local  revenues  for  fiscal  year  1997  equal  $3.3  billion.  Total 
revenues  from  all  sources  equals  $5.04  billion. 

Expenditures  in  fiscal  year  1997  total  $5.14  billion.  Nearly  one-third  of  total 
expenditures  ($1.7  billion)  continue  to  be  devoted  to  the  Department  of  Human  Services. 
An  additional  $1.05  billion  is  projected  for  Public  Safety,  and  Public  Education  is 
budgeted  at  $768  million. 

The  resulting  budget  generates  a  deficit  of  $98.9  million,  more  than  $17  million 
below  the  fiscal  year  1996  projected  deficit.  Charts  1  and  2  summarizes  the  fiscal  year 
1997  financial  plan  and  budget  and  compares  the  actual  and  budgeted  expenditures  in 
fiscal  years  1994  to  1996. 

Chart  1 :  Revenues  and  Expenses  -  fiscal  years  1994  -  2000 
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-  Deficit/Surplus  -  Fiscal  Years  1994  to  2000 


1994      1995      1996      1997      1998      1999      2000 
Fiscal  Years 


Revenue 

The  fiscal  year  1997  budget  estimates  that  revenues  will  total  $5.04  billion.  In 
our  March  21,  1996,  report  we  discussed  an  initiative  to  raise  revenue  by  charging  public 
utility  companies,  communication  providers,  and  other  private  entities  for  the  use  of 
public  rights  of  way,  public  space,  and  public  structiires.  The  initiative  was  projected  to 
raise  $11  million  annually  ($6.6  million  when  discounted).  The  Authority  noted  that  it 
needed  additional  information  before  agreeing  to  this  initiative.  The  District  has  provided 
substantial  additional  information  including  the  fact  that  such  fees  are  common  in  other 
jurisdictions.  The  District  has  agreed  to  study  the  issue  before  determining  the  specific 
fee  structure.  The  Authority  believes  that  all  fees  and  other  revenue  sources  need  to  be 
studied  to  determine  their  effect  on  the  cost  of  doing  business  in  the  District  and  the 
extent  to  which  the  existing  or  proposed  revenue  structure  impacts  economic 
development.  In  addition  to  this  fee,  the  District  developed  better  estimates  from  other 
revenue  initiatives  and,  as  a  result,  an  additional  $1.4  million  in  revenue  is  expected  in 
fiscal  year  1997. 


Staffing  and  Personnel  Reform 

As  we  noted  in  our  March  21,  1996,  report  on  the  Mayor's  initial  fiscal  year  1997 
Financial  Plan  and  Budget,  a  major  portion  of  the  Plan  is  devoted  to  personnel 
management.  More  than  one-third  of  the  81  initiatives  are  included  under  the  personnel 
and  workforce  topics.    Total  net  savings  from  workforce  and  personnel  initiatives  are 
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projected  to  increase  from  $53  million  in  fiscal  year  1997  to  $213  million  in  fiscal  year 
2000. 

More  than  80  percent  of  these  savings  are  from  reducing  the  workforce  from 
approximately  40.000  at  the  beginning  of  fiscal  year  1996  to  30,000  by  the  beginning  of 
fiscal  year  2000.  According  to  the  Mayor's  Response,  this  initiative  will  generate  savings 
of  $40.2  million  in  fiscal  year  1997  and  total  savings  of  more  than  $440  million  through 
fiscal  year  2000. 

More  than  60  percent  of  the  FTE  reductions  or  6,527  are  to  take  place  before  the 
end  of  this  fiscal  year.  The  District  is  moving  toward  reaching  the  plan  ceiling  of  33,850 
by  September  30,  1996.  With  the  transfer  of  FTE  positions  from  the  District  payroll  to 
separate  enterprise  funds  the  District  will  reduce  FTEs  by  approximately  3,800  from  the 
October  1995  on-board  strength  of  40,377.  To  reach  the  33,850  FTE  goal,  additional 
reductions  of  2,680  FTEs  are  required.  As  of  the  middle  of  May,  the  District  had  reduced 
nearly  1,000  FTEs  through  separations  and  reductions-in-force  (RIF).  RIFs  of  an 
additional  500  FTEs  are  underway  in  District  agencies  and  the  District  of  Columbia 
Public  Schools  (DCPS)  have  begun  the  process  of  reducing  approximately  1,400  FTEs  by 
next  September.  With  these  and  other  smaller  reductions  planned  in  some  independent 
agencies,  the  District  expects  to  meet  the  33,850  ceiling  by  September  30,  1996. 

The  fiscal  year  1997  budget  calls  for  an  additional  reduction  in  FTEs  of  1,400 
resulting  in  a  32,450  PTE  ceiling  to  be  reached  by  the  end  of  fiscal  year  1997  (September 
30,  1997).  The  fiscal  year  1997  budget  does  not  allocate  FTE  reductions  to  individual 
agencies,  but  instead  calls  for  an  undefined  general  reduction  of  2,400  FTEs.  Allocating 
all  FTE  reductions  to  individual  agencies  is  not  possible  at  this  time,  as  several 
restructuring  and  privatization  efforts  have  not  been  finalized.  The  Authority  will  work 
with  the  District  to  allocate  all  FTEs  to  agencies  as  early  as  practical.  Chart  3  compares 
past  and  projected  FTE  levels  for  the  District. 
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Chart  3:  District  of  Columbia  Personnel  (Full-Time  Equivalents) 
Fiscal  Years  1994  to  2000 
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Public  Safety 

In  the  area  of  public  safety,  the  fiscal  year  1997  budget  increases  ftinding  by  $85  4 
million  over  projected  fiscal  year  1996  spending.  This  increase  will  fblly  ftind  the 
Metropolitan  Police  Department,  including  a  police  officer  strength  of  more  than  3,800 
and  helps  to  partially  restore  chronic  underftinding  in  the  Department  of  Corrections  In 
addition,  the  Authority  supported  the  Council's  $106.7  million  budget  for  Fire  and 
Emergency  Medical  Services  (EMS).  This  will  allow  Fire  and  EMS  to  keep  active  all 
existing  fire  companies.  The  closure  and  movement  of  fire  companies  had  been 
supported  by  a  computer  model.  However,  the  Authority  believes  that,  given  the 
problems  with  equipment  breakdown  and  other  obstacles.  Fire  and  EMS  should  initially 
address  these  shortfalls  before  deciding  on  how  to  reconfigure  the  department.  Another 
key  issue  that  must  be  addressed  is  the  deployment  of  fire  trucks  to  low  priority  medical 
calls.  Once  these  issues  have  been  addressed.  Fire  and  EMS  should  reassess  its  structure 
and  alignment. 


Public  Education 

The  fiscal  year  1997  budget  for  Public  Education  totals  $768.7  million 
Adjustments  fi-om  the  May  8.  1996,  Authority  budget  include  an  additional  $3.2  million 
for  the  Public  Schools  for  a  total  budget  of  $578.8  million.  In  addition,  the  Authority 
agreed  to  provide  the  University  of  the  District  of  Columbia  a  total  budget  of  $76.3 
million  or  a  $2.8  million  increase  over  the  amount  recommended  by  the  Authority  on 
May  8.  Upon  reexamination  of  the  allocation  of  the  workforce  initiatives,  the  Authority 
determined  that  the  $5.8  million  allocated  reduction  to  UDC  overstated  the  impact  of  the 
initiatives  on  the  university.  The  Authority  therefore  agreed  to  the  increased  funding. 
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Human  Support  Services 

The  fiscal  year  1997  budget  for  human  support  services  is  $1,690  million.  This 
represents  a  one  percent  reduction  from  the  fiscal  year  1996  budget  level.  The  fiscal  year 
1997  budget  reduces  Medicaid  expenditures  by  $17,886  million  from  the  level  proposed 
by  the  Authority  on  May  8.  The  reduction  is  possible  because  preliminary  fiscal  year 
1996  Medicaid  expenditures  are  less  than  originally  projected  and  this  may  reduce  the 
baseline  Medicaid  expenditure  projection  for  fiscal  year  1997.  The  Authority 
acknowledges  the  uncertainty  in  the  projections  for  Medicaid  expenditures  and.  as  a 
result,  has  chosen  not  to  reduce  the  Medicaid  budget  fiirther  until  greater  confidence  can 
be  established  as  to  the  likely  level  of  Medicaid  expenditures  in  fiscal  year  1997.  The 
Authority  will  continue  to  work  with  the  Administration  to  improve  the  data  collection 
and  expenditure  projection  and  validity  with  respect  to  the  Medicaid  program. 

In  the  Authority's  May  8  report,  a  reduction  of  $29.5  million  in  the  non-Medicaid 
health  and  human  services  budget  was  recommended  to  offset  the  increase  in  the 
Medicaid  budget.  As  a  result  of  the  revised  Medicaid  projection  identified  above,  the 
Authority  recommended  that  $6,300,000  be  restored  to  the  non-Medicaid  health  and 
human  services  budget.  In  order  to  implement  the  $23.2  million  in  non-Medicaid  savings 
previously  recommended  in  this  area,  the  Authority  recognizes  that  adjustments  between 
categories  within  the  health  and  human  services  area  will  be  required.  Chart  4  compares 
past  and  projected  Medicaid  expenditures. 

Chart  4:  Medicaid  Expenses  -  Fiscal  Year  1989  to  2000 


Fiscal  Years 
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Capital  Plan 

As  regards  the  capital  plan  included  in  the  fiscal  year  1997  financial  plan  and 
budget,  this  represents  a  significant  improvement  over  prior  years"  submissions.  The 
current  plan  and  budget  was  developed  to  ensure  that  the  District  stays  within  what  it 
projects  to  be  a  limited  access  to  capital  in  its  appropriated  budget-approximately  $150 
million  per  year,  or  $900  million  for  the  FY  1996-2002  planning  period. 

Prior  to  this  year,  the  District's  capital  budgeting  process  authorized  budget 
authority  for  projects  without  regard  to  the  District's  ability  to  finance  that  obligation. 
This  practice  of  approving  projects  on  an  authority  basis  has  a  number  of  drawbacks.  It 
provides  an  overly  optimistic  view  of  the  District's  actual  ability  to  implement  its  capital 
borrowing  plan.  Project  managers  can  not  efficiently  manage  their  financial  resources 
because  of  the  uncertainty  as  to  the  availability  of  financing  balances.  The  practice  also 
facilitates  spending  a  disproportionate  amount  of  resources  on  the  design  phase  for 
projects  that  never  get  financing  for  implementation. 

To  develop  a  realistic  capital  plan,  the  District  conducted  a  review  of  its  capital 
program  and  approved  only  those  projects  that  could  be  completed  within  the  $900 
million  level,  and  also  could  meet  at  least  one  of  the  following  criteria: 

•  current  conditions  impeding  agency  performance 

•  health  and  safety  issues 

•  major  equipment  purchase  to  support  operations 

•  revenue  producing  initiatives 

•  court  order  or  legal  mandate 

•  self-sufficient  initiative 

•  binding  agreements 

Budget  authority  for  all  of  the  projects  that  were  not  selected  was  rescinded.  Only 
those  projects  for  which  financing  is  available  have  budget  authority  committed  for  the 
fiscal  year.  Limiting  spending  to  the  money  available  will  provide  a  more  orderly  and 
efficient  capital  budgeting  process. 

The  District  expects  to  finance  its  FY  1 996  general  fund  capital  requirements  with 
a  short-term  loan  from  the  U.S.  Treasury.  In  FY  1997,  the  District  anticipates 
transferring  $10.3  million  from  the  operating  budget  to  the  capital  budget  (PAYGO)  to 
finance  certain  capital  requirements  (principally  the  Condition  Assessment  Study  of 
District-owned  buildings  and  the  Comprehensive  Automated  Personnel/Payroll  System) 
and  certain  fire  apparatus  and  equipment  ($3.9  million).  Commencing  in  FY  1997,  and 
continuing  through  FY  2002,  to  meet  its  needs  the  District  expects  to  either  re-enter  the 
capital  markets  or  identify  other  sources  of  long-term  capital,  such  as  the  U.S.  Treasury. 
The  District  expects  to  issue  $150  million  each  year  for  such  obligations.  Other  annual 
sources  of  capital  include  dedicated  revenues  of  $34  million  deposited  into  the  Highway 
Trust  Fund,  $90  million  from  the  Federal  Highway  matching  grants,  and  $43  million 
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from  Community  Development  Block  Grants.  Finally,  the  District's  capital  resources 
will  be  augmented  by  bonds  issued  by  the  Water  and  Sewer  Authority.  The  District 
projects  capital  financing  in  excess  of  $750  million  during  FY  1997-2002  for  the  Water 
and  Sewer  Authority.  These  debt  instruments  will  be  financed  by  user  fees  levied  by  the 
new  authority. 

Long-Term  Financing 

Finally,  the  fiscal  year  1997  budget  and  financial  plan  addresses  the  need  for 
borrowing  for  several  different  purposes:  long  term  borrowing  to  finance  the  effect  of 
accumulated  deficits,  borrowing  for  capital  investment,  and  seasonal  short-term 
borrowings.  However,  the  budget  does  not  specifically  contain  any  deficit  financing 
because  such  a  borrowing  requires  a  change  in  Federal  law.  Public  Law  104-8  requires 
that  the  budget  and  financial  plan  be  based  on  current  law. 

As  we  stated  in  our  May  8  report,  the  Authority  concurs  with  the  need  for 
borrowing,  both  for  the  deficit,  as  well  as  for  capital  needs.  The  previous  section  outlined 
the  need  for  capital  borrowings.  The  District  has  proposed  a  legislative  change  that 
would  permit  the  issuance  of  deficit  bonds.  The  plan  calls  for  $500  million  of  15-year 
maturity  bonds  from  the  U.S.  Treasury. 

With  regard  to  the  timing  of  a  long  term  financing,  the  Authority  agrees  with  the 
District  that  the  borrowing  should  occur  in  fiscal  year  1997.  A  post  fiscal  year  1996 
financing  would  allow  time  for  achieving  anticipated  results  and  assessing  progress 
toward  financial  and  management  improvement  goals.  Also,  this  timetable  could  be 
supported  by  continuing  to  borrow  on  a  short-term  basis  from  the  Treasury  or  other 
sources.  The  Authority,  therefore,  recommends  that  the  District  prepare  for  a  long  term 
financing  in  fiscal  year  1 997. 

P.L.  104-8  contemplates  long  term  financing  for  the  District.  While  some 
financing  methods,  specifically  a  capital  market  borrowing  by  the  Authority  for  the 
District,  have  already  been  authorized  by  P.L.  104-8,  the  Authority  believes  all  interested 
parties  will  expect  Congressional  approval  for  any  fiiture  capital  market  borrowing. 

The  Authority  recommends  that  (1)  Congress  should  authorize  the  District  to 
borrow  long  term  up  to  a  maximum  amount  during  fiscal  year  1997;  and  (2)  The 
Authority  should  be  given  power  to  decide  the  following:  (a)  when  the  District  can 
borrow,  (b)  the  specific  amount  of  the  borrowing,  (c)  the  terms  and  conditions  of  the 
borrowing,  (d)  the  collateral  to  be  pledged  for  security,  and  (e)  the  specific  uses  of  the 
proceeds  from  the  borrowing. 

The  above  changes  are  needed  whether  (1)  the  District  borrows  ~  on  its  own 
accoimt  —  from  the  US  Treasury  or  in  the  private  capital  market,  or  (2)  whether  the 
Authority  borrows  in  the  private  capital  market  on  behalf  of  the  District. 
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Mr.  Chairman,  this  concludes  my  statement.    I  would  be  happy  to  answer  any 
questions  that  you  or  the  other  members  of  the  Subcommittee  may  have. 
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General  Statement  of  Dr.  Andrew  F.  Brimmer 
Dr.  Brimmer.  Then  if  you  would  allow  me,  I  would  like  to  make 
a  few  additional  comments. 
Mr.  Walsh.  Please  do. 

FY  1997  MOST  REALISTIC  BUDGET  EVER  PREPARED 

Dr  Brimmer  First  I  want  to  stress  that  the  Financial  Plan  and 
Budget  here  represents  the  most  realistic  budget  ever  prepared  by 
the  District  Past  District  budgets  have  been  characterized  by  unre- 
alistic projections  of  revenues  and  expenditures,  budget  gimmicks 
that  have  created  budget  authority  without  providing  additional 
cash,  and  billions  of  dollars  in  capital  projects  with  no  realistic 
prospect  of  financing. 

FY  1997  STOPS  FISCAL  HEMORRHAGE 

A  significant  aspect  of  this  budget  is  not  the  $17  million  reduc- 
tion in  the  budget  deficit.  That  is  important.  What  is  most  impor- 
tant is  the  stoppage  of  the  District's  fiscal  hemorrhage,  which  we 
have  attempted  to  accomplish  in  this  budget.  The  patient  is  now 
stabilized. 

WILL  TAKE  YEARS  TO  RECOVER 

It  took  many  years  for  the  District  to  tumble  into  the  fiscal 
abyss   Therefore,  real  recovery  will  not  'occur  in  one  or  two  years. 

This  pattern  of  recovery  was  envisioned  m  the  District  of  Colum- 
bia Financial  Responsibility  and  Management  Assistance  Act  of 
1995  The  Act  gave  4  years  to  achieve  a  balanced  budget  and  calls 
for  continuous  progress  towards  a  balanced  budget  in  fiscal  year 

1999 

It  is  important  to  remember  that  the  same  pattern  of  recovery 
took  place  in  Philadelphia  and  in  New  York.  At  the  end  of  their 
first  year  of  operation,  neither  New  York  nor  Philadelphia  had  bal- 
anced their  budgets.  In  fact.  New  York's  1977  fiscal  plan  and  budg- 
et anticipated  a  $686  million  deficit,  despite  State  assistance  of  $80 
million  and  Fed  provision  of  short-term  borrowing  of  up  to  ^2.3  bil- 
lion a  year  through  June  1978.  It  was  not  until  1981,  6  years  after 
the  creation  of  its  Control  Board,  that  New  York  was  able  to  bal- 
ance its  budget. 

[CLERK'S  NOTE— The  1975  Financial  Emergency  Act  which  estabUshed  the 
New  York  City  Municipal  Assistance  Corporation  functioned  m  an  emergency  mode 
and  was  not  directed  to  balance  New  York  City's  GAAP  (Generally  Accepted  Ac- 
counting Principles)  budget;  it  was  directed  to  get  New  York  City  back  ^to  the  pub- 
lic credit  market.  It  was  not  until  the  Act  was  amended  in  1978  that  a  balanced 
GAAP  budget  requirement  was  written  into  the  Act.  The  requirement  was  to  bal- 
ance the  budget  under  GAAP  in  4  years  (1978-1982).  In  9^8  New  York  City  had 
a  25%  deficit  in  its  GAAP  budget  and  within  3  years  (by  1981  the  New  York  City 
Control  Board  had  managed  to  achieve  a  balanced  GAAP  budget.  The  District  of  Co- 
lumbia's budget  was  out  of  balance  less  than  one-half  of  one  percent  of  its  total 
budget  in  fiscal  year  1995  ($25  million  deficit,  aRer  adjusting  for  $29  million  in  ac- 
counting changes),  the  year  the  D.C.  Control  Board  was  established.  Therefore,  on 
a  comparative  basis  percentagewise,  the  District's  deficit  was  one-fiftieth  the  size  of 
New  York  City's.  One  year  after  the  D.C.  Control  Board  was  established  the  District 
is  projected  to  have  a  deficit  of  approximately  $80  million,  an  increase  of  300 /.  over 
FY  1995  For  fiscal  year  1997  the  D.C.  Control  Board  submitted  a  budget  with  a 
deficit  of  $99  million,  or  400%  over  FY  1995.  Thus,  the  D.C.  Control  Board  will  have 
increased  the  District's  deficit  in  the  first  two  years  of  its  operation  from  one-halt 
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?^  ^^^Z^^^^J}^  *"  ^^^^  ""^^^  Mayor  Barry  to  27o  of  the  total  budget  in  1997  and 
from  $25  million  under  Mayor  Barry  to  $99  million.  I 

Dr.  Brimmer.  Officials  fi-om  New  York  and  Philadelphia  control 
boards  have  characterized  their  first  year  as  one  of  stabilizing  the 
fiscal  situation,  developing  credible  financial  information,  and  lay- 
ing the  foundation  for  future  financial  and  management  improve- 
ment. 

DISTRICT  FISCAL  CONDITION  STABILIZED 

Now  that  a  creditable  budget  has  been  developed  and  the  Dis- 
trict's fiscal  condition  stabilized,  the  Authority  can  turn  and  is  pre- 
pared to  turn  its  attention  to  the  City's  management  structural 
challenges. 

CONTROL  BOARD  WILL  IMPROVE  MANAGEMENT  OF  PROGRAMS 

The  Authority's  role  is  not  simply  to  cut  expenditures  and  pro- 
grams. We  also  have  a  mandate  to  improve  management  of  pro- 
grams and  service  delivery.  If  we  simply  cut  expenditures,  as  some 
have  suggested,  we  would  weaken,  not  improve,  the  delivery  of  cru- 
cial services  to  the  District's  citizens. 

FINANCING  OF  CORE  SERVICES 

Effective  core  services  and  programs  in  public  safety,  public 
works,  and  public  education  must  be  financed. 

FY  1997  DEFICIT  IS  PROJECTED  AT  $99  MILLION 

That  said,  the  fiscal  year  1997  budget  does  have  fundamental  im- 
provements. Let  me  first  discuss  overall  revenues,  expenses  and 
the  deficit  for  fiscal  year  1997  and  compare  those  amounts  to  past 
and  future  projections. 

The  fiscal  1997  budget  predicts  $5.04  billion  in  revenues,  $5.14 
bilhon  in  expenses,  for  a  deficit  of  $98.99  billion. 

[CLERK'S  NOTE.— Control  Board's  Final  Report  on  the  District  of  Columbia  FY 
1997  Budget  and  Multiyear  Plan  dated  June  14,  1996  (page  726,  this  volume)  shows 
revenues  of  $5.03  billion  and  expenditures  of  $5,129  billion  (see  pages  726,  730,  and 
757A,  this  volume).] 

Dr.  Brimmer.  Mr.  Chairman,  I  tried  to  illustrate  the  trend  of 
revenues  and  expenditures  by  reference  to  the  chart  here,  and  I 
hope  you  can  see  it. 

Chart  1  shows  total  revenues  and  expenditures  for  fiscal  years 
1994  through  2000.  It  should  be  noted  that  what  we  see  there  is 
a  rise,  but  a  cresting  out,  a  cresting  out  of  expenditures.  So  the 
mention  I  made  earlier  about  stopping  the  hemorrhage  is  illus- 
trated in  Chart  Number  2. 

DEFICITS  PROJECTED  TO  DECLINE 

If  you  would  put  up  Chart  2,  what  you  see  here  is  the  actual  defi- 
cit and  a  projected  path  of  the  deficit  over  the  years.  You  will  see 
that  the  deficit  is  declining. 

SIZABLE  WORJCFORCE  REDUCTION  PROJECTED  FOR  FY  1997 

Now,  one  of  the  most  significant  changes  contained  in  the  Fiscal 
Year  1997  Budget  and  Fiscal  Plan  is  the  sizeable  work  force  reduc- 
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tion.  No  other  area  has  been  more  criticized  than  the  bloated  Dis- 
trict work  force.  One  of  the  Authority's  first  actions  last  summer, 
we  called  for  personnel  reductions  of  more  than  5,000  persons. 
With  that  encouragement,  the  Mayor  proposed  to  reduce  the  work 
force  from  more  than  40,000  to  30,000  by  fiscal  year  2000.  At  the 
start  of  fiscal  year  1997,  the  City  will  have  15  percent  fewer  em- 
ployees on  its  payroll  than  one  year  earlier.  These  are  real  cuts, 
with  real  savings. 

SAVINGS  WILL  START  TO  OCCUR  IN  FY  1997,  HOWEVER  .   .   . 

Savings  from  these  reductions  will  start  to  occur  in  fiscal  year 

1997. 

We  estimate  that  more  than  $50  million  in  outlays  will  be  saved. 
However,  because  the  dollar  savings  lag  the  actual  reductions  m 
personnel  by  several  months  due  to  separation  pay  and  incentives, 
the  savings  grow  to  more  than  $170  million  by  fiscal  year  2000. 

REDUCTIONS  IN  WORKFORCE  STARTED  IN  FY  1996 

Now,  Chart  3  depicts  the  decline  in  the  work  force.  As  you  can 
see  we  started  with  well  over  40,000  persons  in  the  fiscal  year 
1995.  That  was  about  42,000.  We  think  this  year  it  will  be  under 
40,000,  or  just  about  40,000,  and  next  year  it  will  be  down  in  the 
neighborhood  of  34,000.  Those  are  real  positions  being  closed  out 
and  moved  off  the  payroll. 

MEDICAID  EXPENDITURES  LEVELING  OFF 

Now,  I  would  also  like  to  call  the  Committee's  attention  to  an- 
other area  which  has  been  one  of  the  main  drivers  behind  the  defi- 
cit, and  that  is  the  area  of  Medicaid.  The  budget  contains  a  reduc- 
tion of  funds  projected  for  human  support  services,  including  a  lev- 
eling off  in  Medicaid  expenditures.  This  is  the  program,  as  I  said, 
that  had  a  growth  rate  of  more  than  12  percent  in  the  early  1990s 
and  is  one  of  the  key  factors  in  the  District's  fiscal  decline.  The  Dis- 
trict is  the  only  city  in  the  country  that  funds  half  of  total  Medicaid 
expenses.  In  all  other  locations,  States  help  to  fund  this  expensive 
entitlement. 

MEDICAID  EXPENDITURE  GROWTH  DRAMATICALLY  SLOWED 

I  have  used  Chart  4  to  demonstrate  how  Medicaid  expenditure 
growth  has  been  dramatically  slowed.  You  can  see  that  very  sharp 
rise  or  peak  reached  there  in  1994,  and  then  there  is  very,  very  lit- 
tle growth  projected  ahead. 

MEDICAID/AN  ENTITLEMENT  PROGRAM  (?) 

That  is  an  entitlement  program.  To  achieve  that  kind  of  slow- 
down in  the  growth  of  entitlements  is  a  major  accomplishment. 
This  budget  provides  for  that. 

[CLERK'S  NOTE.— Regarding  the  classification  of  Medicaid  as  an  entitlement 
program  the  General  Accounting  Office,  in  a  letter  dated  August  1,  1996,  to  the 
District's  Acting  Corporation  Counsel,  stated  that  ".  .  .  the  AFDC  and  Medicaid 
statutes,  and  the  court  orders  you  reference,  do  not  authorize  the  District  to  obligate 
and  expend  funds  without  regard  to  the  amounts  provided  in  the  Human  Support 
Services  appropriation.  Accordingly,  District  officials  must  supervise  and  manage  its 
financial  transactions  to  insure  that  it  does  not  violate  the  Antideficiency  Act  by  in- 
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curring  obligations  or  making  expenditures  in  excess  of  the  amount  appropriated  for 
Human  Support  Services.".  The  GAO  letter  further  states  "The  District's  decision 
to  participate  in  the  AFDC  and  Medicaid  programs  and  the  responsibilities  that  ac- 
company that  decision  no  more  authorize  the  District  to  obligate  funds  in  excess  of 
appropriations  than  does  the  District's  decision  to  participate  in  any  other  federal 
grant  program.  .  .  .  The  District  has  and  is  making  discretionary  judgments  (em- 
phasis added)  that  affect  the  level  of  obligations  charged  .  .  .  including  the  level  of 
its  participation  in  various  federal  programs.".  (See  pages  749-755,  this  volume  for 
complete  text  of  GAO  letter  referred  to  above.)] 

FY  1997  BUDGET  IS  CONSENSUS  BUDGET 

Dr.  Brimmer.  Mr.  Chairman,  that  is  my  summary  of  this  budget. 
Let  me  repeat  again,  it  is  a  consensus  budget.  The  Mayor,  the 
Council  and  the  Authority  worked  together  on  it.  But  the  Author- 
ity, the  Mayor  and  the  Council  cannot  ensure  the  recovery  of  the 
District  alone. 

CONGRESS  DELAYED  FY  1996  BUDGET  BY  SIX  MONTHS 

In  this  regard.  Congress  must  help  us  achieve  this  end,  because 
there  was  not  an  approved  budget  until  more  than  halfway  through 
the  fiscal  year  last  year.  Agency  managers  could  not  develop  effec- 
tive spending  plans.  Major  reforms  such  as  the  new  financial  man- 
agement system  were  not  begun  because  of  this  congressional 
delay. 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  page  608,  this  volume,  regarding 
a  letter  dated  December  22,  1995,  from  the  House  and  Senate  Subcommittees  on 
District  of  Columbia  Appropriations  to  the  control  board.] 

UNFUNDED  PENSION  LIABILITY  AND  LORTON  CORRECTIONAL  FACILITY 

We  also  will  need  the  help  from  Congress  as  we  tackle  other  crit- 
ical problems,  including  the  unfunded  pension  fund  liability  and 
the  troubled-plagued  correctional  facility  at  Lorton. 

CONTROL  BOARD  WILL  TACKLE  STRUCTURAL  PROBLEMS 

Mr.  Chairman,  as  I  said  earlier,  we  are  not  only  prepared,  but 
are  beginning  to  work  on  these  structural  problems,  and  we  will  be 
devoting  a  great  deal  of  time  and  attention  to  them  in  the  future. 

That  is  my  prepared  statement,  Mr.  Chairman.  I  would  be  de- 
lighted to  respond  to  other  questions. 

Mr.  Walsh.  Thank  you  very  much.  Dr.  Brimmer. 

I  will  go  to  Chairman  Clarke  for  an  opening  statement. 

Opening  Statement  By  Council  Chairman  Clarke 

Mr.  Clarke.  Thank  you  very  much.  Chairman  Walsh  and  other 
Members  of  the  committee. 

First,  let  me  apologize  for  being  a  bit  late.  If  you  begin  to  hear 
my  words  slurred,  I  am  in  possession  of  my  abilities.  I  am  under 
some  medication  for  a  back  injury.  So  sometimes  it  has  even  been 
noted  in  the  press,  my  words  are  slurring,  but  under  prescribed 
medication. 

I  thank  you  for  the  opportunity  to  participate  in  this  Congres- 
sional hearing  on  the  District  of  Columbia  fiscal  year  1996 

Mr.  Dixon.  Excuse  me,  Mr.  Clarke,  can  you  bring  the  micro- 
phone a  little  closer? 
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Mr  Clarke.  I  thank  you  for  the  opportunity  to  participate  in 
this  Congressional  hearing  on  the  District  of  Columbia  Fiscal  Year 
1997  Budget  and  Financial  Plan. 

As  has  been  said  and  will  be  said  this  afternoon  by  the  Mayor, 
I  hope,  and  Chairman  Brimmer,  the  budget  and  financial  plan  be- 
fore you  represents  a  solid  breakthrough  in  District  and  Authority 
relations,  as  well   as  overall  District  financial  management  and 

planning.  .  .lu      j- 

This  afternoon  I  will  discuss  several  pomts  which  are  either  di- 
rectly or  indirectly  related  to  the  budget  and  financial  plan.  First, 
I  will  offer  commentary  on  the  fiscal  year  1997  budget  and  plan 
that  has  been  transmitted  to  the  Congress. 

Secondly,  I  will  offer  recommendations  that  will  allow  us  to  build 
on  the  consensus  and  collaboration  that  characterized  the  develop- 
ment of  this  budget  and  plan. 

Finally,  I  will  highlight  several  initiatives  that  are  currently  un- 
derway at  the  Council  and  which  will  further  complement  fiscal 
management  advances  that  have  been  made  to,  to  date,  as  well  as 
discuss  how  the  Congress  and  Authority  can  join  the  District  in  ac- 
celerating its  financial  recovery. 

CONSENSUS  BUDGET  ACHIEVED 

As  has  been  stated,  we  have  achieved  consensus.  This  has  nu- 
merous positive  implications.  It  clearly  shows  that  from  an  institu- 
tional perspective,  the  Council,  the  Mayor  and  the  Authority  have 
grown  since  the  inception  of  the  Authority. 

INTERGOVERNMENTAL  COOPERATION  WILL  SPEED  DISTRICT'S 
FINANCIAL  RECOVERY 

This  intergovernmental  relationship  has  at  times  been  conten- 
tious, but  I  believe  we  are  well  on  our  way  to  developing  a  level 
of  cooperation  and  coUegiality  that  other  Control  Board  cities  have 
enjoyed.  This  will  no  doubt  speed  up  the  District's  financial  recov- 

ery. 

The  budget  and  plan,  as  submitted,  successfully  balances  the 
need  to  provide  adequate  core  services  in  the  areas  of  public  safety, 
public  works,  schools  and  the  delivery  of  vital  human  services,  with 
the  need  to  also  show  meaningful  progress  toward  achieving  a  bal- 
anced budget  and  sustainable  solvency  by  fiscal  year  1999. 

BUDGET  INCREASES  IN  VITAL  AREAS 

This  budget  reduces  the  Authority's  projected  fiscal  year  1997 
budget,  that  is  the  authority  which  was  projected  by  the  CFO  at 
the  beginning  of  our  process,  and  also  increases  the  fiscal  calendar 
year  1997  spending  on  public  safety,  schools,  public  works,  and 
human  services.  Being  able  to  increase  investment  in  these  areas 
during  such  austere  times  is  a  testament  to  the  resolve  of  the  Au- 
thority, Mayor  and  my  colleagues  on  the  Council,  several  here  with 
me  today.  If  asked  would  we  have  liked  to  have  done  more  in  these 
areas,  the  response  would  be  yes. 

As  I  have  stated  previously  in  other  venues,  escaping  calamity  is 
not  easy.  However,  this  consensus  budget  and  the  process  that  led 
to  its  development  was  not  only  responsible,  but  sensitive  to  the 
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overall  role  of  local  government  in  protecting  and  enhancing  the 
overall  quality  of  life  of  its  citizens. 

SUPERIOR  BUDGET  EXECUTION  AND  MONITORING  WILL  BE  REQUIRED 

The  budget  and  plan  represents  a  bold  and  ambitious  road  map 
that  I  believe  can  restore  the  District  to  fiscal  solvency.  However, 
the  budget's  underlying  framework  will  require  superior  budget 
execution  and  monitoring  on  the  part  of  the  Office  of  the  Chief  Fi- 
nancial Officer,  as  well  as  the  Office  of  the  City  Administrator  and 
the  Office  of  the  District  of  Columbia  Auditor. 

CFO  AND  CITY  ADMINISTRATOR  MUST  WORK  IN  CONCERT 

Both  the  CFO  and  the  City  Administrator  must  work  in  concert 
if  the  District  is  to  effectively  implement  the  budget  and  plan. 

DISTRICT  MUST  REALIZE  $150  MILLION  IN  SAVINGS  IN  FY  1997 

The  budget  calls  for  the  District  to  realize  more  than  $150  mil- 
lion in  personnel  and  non-personnel  savings  in  fiscal  year  1997.  Al- 
though the  CFO  and  City  Administrator  involvement  has  been  piv- 
otal to  successful  implementation,  implementation  cannot  be  ac- 
complished or  managed  by  one  office;  it  must  be  a  cooperative  ef- 
fort on  the  part  of  us  all. 

We  now  have  a  plan  and  it  is  important  that  we  allow  the  City's 
management  team  to  implement  it,  without  getting  in  the  way. 
This  does  not  mean  that  we  forego  our  responsibility  to  engage  in 
the  necessary  oversight,  but  we  need  to  allow  for  the  best  support- 
ive environment  that  will  ensure  successful  implementation. 

ACCUMULATED  DEFICIT  MUST  BE  ADDRESSED 

In  addition,  it  is  critical  that  we  address  the  accumulated  deficit, 
which  has  wreaked  havoc  on  the  District's  day-to-day  operations  of 
the  City.  The  accumulated  deficit  has  put  the  District  in  a  cash 
management  catch-up  position  mode,  that  has  greatly  damaged  the 
City's  economy,  and  has  had  a  deleterious  effect  on  the  regional 
economy,  in  that  the  District  is  one  of  the  region's  largest  pur- 
chasers of  goods  and  services. 

[CLERK'S  NOTE.— Regarding  the  preceding  discussion,  see  pages  570-599B, 
this  volume,  for  earher  "CLERK'S  NOTE"  concerning  deficit  financing;  the  Dis- 
trict's previous  experience  in  borrowing  $336  million  in  FY  1991  to  finance  their 
$331  million  deficit;  and  an  explanation  showing  that  there  is  no  direct  relationship 
between  the  accumulated  deficit  and  the  District's  cash  shortfall.] 

WORKFORCE  BEING  DRASTICALLY  DOWNSIZED 

Mr.  Clarke.  This  budget  and  financial  plan  reflect  our  commit- 
ment and  resolve  to  get  this  City  back  on  solid  ground.  Spending 
has  and  continues  to  be  significantly  reduced,  and  the  work  force 
is  being  drastically  downsized. 

NEED  TO  FOCUS  ON  STRUCTURAL  DEFICIENCIES 

It  is  not  only  unrealistic,  but  unfair  to  presume  that  a  financial 
recovery  of  this  magnitude  can  be  achieved  by  merely  reducing  ex- 
penditures. In  addition  to  addressing  the  need  to  reduce  expendi- 
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tures,  we  must  also  begin  to  focus  on  the  long-standing  structural 
deficiencies  that  have  and  continue  to  hamstring  the  District. 

Local  leadership  is  working  diligently  to  make  a  contribution  to 
the  District's  financial  recovery.  The  Council  was  a  full  participant 
in  the  development  of  this  consensus  budget.  In  addition,  the  Coun- 
cil is  engaged  in  other  initiatives  that  will  make  a  significant  dif- 
ference in  the  overall  financial  health  of  the  City. 

NEW  HIRES  PENSION  LEGISLATION 

In  conjunction  with  the  Mayor,  the  Council  is  moving  closer  to 
the  passage  of  new  hires  pension  legislation.  We  have  scheduled  a 
vote  in  the  upcoming  legislative  session  on  July  3rd  on  a  proposal 
we  are  working  on,  and  I  understand  he  is  not  here  yet,  but  I  un- 
derstand from  his  aide,  that  a  consensus  has  been  reached  between 
the  Mayor  and  the  Council  as  of  last  evening.  That  will  come  up 
for  a  vote  on  July  the  3rd. 

$5  BILLION  UNFUNDED  PENSION  LIABILITY 

However,  let  us  not  fool  ourselves  into  thinking  that  any  new 
hires'  legislation  produced  by  the  local  government  is  a  panacea  for 
addressing  the  District's  $5  billion  unfunded  pension  liability.  This 
legislation  is  a  prospective  measure,  which  will  slow  down  the 
growth  of  the  unfunded  liability.  To  effectively  deal,  however,  with 
the  unfunded  liability  altogether,  congressional  assistance  is  re- 
quired. 

NEWLY  CREATED  D.C.  TAX  REVISION  COMMISSION 

In  addition  to  the  pension  reform  legislation,  the  Council  has  cre- 
ated the  District  of  Columbia  Tax  Revision  Commission.  The  Com- 
mission has  been  charged  with  several  functions:  To  analyze  the 
District's  tax  laws  in  terms  of  revenue,  productivity,  efficiency,  eq- 
uity and  effect  upon  the  District's  economy;  to  evaluate  innovative 
solutions  for  meeting  revenue  needs  while  enabling  the  possibility 
that  general  rates  might  be  reduced;  to  make  recommendations  for 
change  to  the  Council  and  to  the  Mayor;  and  to  give  recommenda- 
tions structured  to  ensure  a  healthy  tax  base  and  generate  revenue 
as  a  result  of  increased  levels  of  economic  activity,  or  to  remove 
barriers  to  economic  activity. 

COUNCIL  APPOINTED  NINE  MEMBERS  TO  TAX  COMMISSION 

The  Council  has  appointed  nine  members  of  the  Commission,  and 
we  are  hopeful  that  the  Mayor  will  appoint  his  eight  members  to 
the  Commission  soon. 

CHAIRMAN  OF  TAX  COMMISSION 

Mr.  Robert  Ebell  has  been  appointed  Chairman  of  the  Commis- 
sion. He  currently  serves  as  the  Executive  Director  of  the  National 
Tax  Association,  a  nonpolitical,  nonprofit  organization  with  a  mem- 
bership of  3,200,  that  includes  tax  scholars,  administrators,  cor- 
porate tax  executives,  and  other  representatives  of  taxpayers  and 
governments.  .     . 

Mr.  Ebell  brings  a  wealth  of  tax  experience  to  the  Commission, 
including  having  served  as  Executive  Director  of  the  District's  first 
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Commission,  established  in  1975.  He  has  also  served  as  Executive 
Director  for  the  Minnesota  Tax  Study  Commission,  and  consults 
numerous  State  and  local  governments  on  tax  and  public  finance 
matters. 

OTHER  TAX  COMMISSION  MEMBERS 

Joining  Mr.  Ebell  on  the  Commission  will  be  several  other  very 
notable  Washingtonians  who  bring  a  wealth  of  knowledge  and  ex- 
pertise to  the  Commission. 

One,  Mr.  Robert  Pincus  is  a  President  and  CEO  of  the  Franklin 
National  Bank.  He  is  a  member  of  the  Board  of  Trade.  He  is  a 
Treasurer  of  the  National  Board  of  Trustees  of  the  National  Learn- 
ing Center,  Capitol  Children's  Museum.  He  is  President  of  the 
Washington  Bankers  Association. 

Dr.  Rosemary  Marcuss  is  the  Assistant  Director  for  Tax  Analysis 
of  the  Congressional  Budget  Office,  and  a  member  of  the  Board  of 
Governors  of  the  National  Economists  Clubs. 

Other  members  are  in  my  written  statement. 

Mr.  James  Hudson  is  the  Chairman  of  the  JAH  Development 
Company,  an  Urban  Institute  Fellow  in  the  area  of  housing  serv- 
ices. 

Mr.  Sterling  Tucker  is  the  President  of  Sterling  Tucker  Associ- 
ates. He  is  a  former  District  of  Columbia  City  Council  Chairman. 
I  think  that  brings  some  experience  and  credibility.  He  is  the 
former  Assistant  Secretary  of  the  Department  of  Housing  and 
Urban  Development  and  former  Executive  Director  of  the  Washing- 
ton Urban  League. 

Joslyn  Williams  is  the  President  of  the  Metropolitan  Washington 
Council,  AFI^CIO. 

Mr.  Richard  Halberstein  is  a  partner  in  the  law  firm  of 
Halberstein  &  Byrne,  which  specializes  in  tax  issues,  and  is  also 
Codirector  of  the  Capitol  Hill  Free  Tax  Clinic.  He  was  a  tax  attor- 
ney with  the  United  States  House  Committee  on  Ways  and  Means. 

Ms.  Marie  Drissel  is  the  President  of  the  Institute  for  Property 
Assessment  Studies,  and  a  very  strong  advocate  within  our  commu- 
nity, an  articulate  advocate  in  our  community  from  the  citizens' 
point  of  view  on  tax  matters. 

Finally,  Mr.  Mathew  Watson  is  an  attorney  and  the  first  District 
of  Columbia  Auditor. 

TAX  commission's  FUNDING  AND  OBJECTIVES 

Although  the  1997  funding  has  not  been  established  for  the  Com- 
mission fully,  I  intend  to  work  with  the  Mayor  and  the  Authority 
to  secure  that  funding.  This  Commission  provides,  in  my  view,  the 
greatest  opportunity  to  positively  impact  local  economic  develop- 
ment. In  addition  to  examining  how  the  District's  tax  structure  can 
be  made  more  efficient  and  more  equitable,  the  Commission's  work 
will  contribute  to  the  District  becoming  a  more  attractive  place  to 
do  business. 

This  Commission  is  not  only  in  the  best  economic  interest  of  the 
District,  it  is  also  in  the  best  economic  interest  of  the  region  and 
should  be  fully  embraced  and  supported. 

While  what  has  been  sent  to  you  represents  a  consensus,  and  I 
will  not  seek  to  make  of  this  Committee  a  tacit  court  of  appeals. 
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but  I  must  point  out  that  the  work  for  which  we  estabUshed  the 
Tax  Revision  Commission  is  an  urgent  one. 

ACHIEVING  BALANCED  BUDGETS 

Our  budgets  cannot  be  balanced  on  cuts  alone.  I  repeat,  our 
budgets  cannot  be  balanced  on  cuts  alone.  An  approach  to  matters 
of  revenue-raising  and  financial  planning  must  be  pursued  with  the 
vigor  which  has  been  applied  to  cutting  expenditures.  We  have 
sought  to  do  our  part  and  have  established  the  Tax  Revision  Com- 
mission to  do  that,  to  give  the  Authority,  us,  and  you  advice  but 
not  all  of  the  issues  that  must  be  addressed  can  be  addressed  lo- 
cally. 

FEDERAL  ASSISTANCE  IS  NEEDED 

Some  areas  demand  Federal  assistance. 

FIRST:  UNFUNDED  PENSION  LIABILITY 

First,  the  pension  entitlement  legislated  by  the  Congress  contin- 
ues to  be  unfunded  by  over  $5  billion. 

SECOND:  FEDERAL  PAYMENT 

The  Federal  payment  to  the  City  is  less  than  30  percent  of  what 
the  Federal  government  would  have  to  pay  if  it  were  a  corporate 
citizen  doing  business  in  our  City.  Although  the  District  has  made 
it  clear,  the  Congress  has  made  it  clear  it  does  not  want  to  address 
any  measure  that  attempts  to  require  commuters  to  contribute 
some  payment  to  the  City  for  their  overall  impact  on  City  infra- 
structure and  service,  I  do  believe  it  fair  that  Maryland  and  Vir- 
ginia not  continue  to  be  subsidized  by  the  remainder  of  the  Nation. 

[CLERK'S  NOTE.— See  pages  757B-757J,  this  volume,  for  excerpt  from  the  Dis- 
trict's pubUcation  "The  Federal  Payment  FY  1982"  (a  more  current  document  was 
not  readily  available)  for  (1)  Hst  of  unreimbursed  services  provided  by  the  J^ederal 
government  to  the  District  ($104m  in  1982$  $193m  in  1996$);  (2  reimbursed  serv- 
ices provided  by  the  District;  and  (3)  unreimbursed  services  provided  by  the  District 
{$8m  in  1982$;  $15m  in  1996$).  FY  1984  was  the  last  year  this  information  was 
provided  by  the  District  government.] 

Mr.  Walsh.  Chairman  Clarke,  could  you  summarize?  We  are  not 
going  to  have  any  time  to  get  to  the  questions. 

Mr.  Clarke.  All  right.  Let  me  see  here,  I  will  try  to  summarize 
real  quickly. 

THIRD:  medicaid  MATCH 

Going  through  the  list  of  things  that  we  need  your  help  on  very 
much,  it  includes  a  Federal-State  Medicaid  match  for  the  District 
of  Columbia.  We  have  a  large  number  of  under-the-poverty-line 
people  here  in  the  District  of  Columbia,  although  we  have  some 
rich  people  that  bring  us  to  an  average  line.  I  think  that  needs  to 
be  perfected.  A  large  number  of  our  citizens  are  impoverished. 

FOURTH:  TRANSFER  CERTAIN  FUNCTIONS  TO  FEDERAL  GOVERNMENT 

Functions  transferred  to  the  Federal  Government,  like  the  Saint 
Elizabeths  Hospital,  and  the  prisons,  have  not  been  compensated, 
although  it  has  been  promised. 
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We  need  to  build  upon  the  consensus  growing  from  what  we  have 
developed  here,  and  remember  what  is  happening  in  the  City  of 
Philadelphia,  where  they  developed  and  signed  off  on  an  agree- 
ment, an  intergovernmental  agreement  enhancing  overall  intergov- 
ernmental activities. 

OTHER  areas:  DEFICIT  FINANCING,  ETC. 

I  would  recommend  an  agreement  in  the  following  areas:  Issu- 
ance of  debt  on  behalf  of  the  City;  handling  of  accrued  interest  on 
City  funds  in  the  custody  of  the  Authority;  disbursement  of  funds 
from  the  Authority  to  the  City;  preparation  and  approval  of  the 
District  financial  plan;  inspection  rights;  audit  engagements;  an- 
nual outside  financial  audit/Authority  audits  of  District  of  Colum- 
bia operations;  contracts  review  and  approval;  labor  issues  and  col- 
lective bargaining  issues;  and  review  and  approval  of  legislation. 

I  wish  to  thank  you  for  hearing  this  testimony,  and  I  sort  of  sum- 
marized the  end  of  it.  I  have  some  other  areas  I  would  like  to  bring 
up  later,  but  maybe  we  will  do  it  in  the  question-and-answer  ses- 
sion. 

PREPARED  STATEMENT  OF  COUNCIL  CHAIRMAN  CLARKE 

[Council  Chairman  Clarke's  prepared  statement  follows:] 
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Good  afternoon!  Chairman  Walsh  and  other  members  of  the 
Committee,  I  thank  you  for  the  opportunity  to  participate  in  this 
Congressional  hearing  on  the  District  of  Columbia  FY  1997  Budget  and 
Financial  Plan.  As  has  been  said  and  will  be  said  this  afternoon  by  the 
Mayor  and  Chairman  Andrew  Brimmer,  the  budget  and  financial  plan 
before  you,  represents  a  solid  breakthrough  in  District  and  Authority 
relations,  as  well  as  overall  District  financial  management  and  planning. 

This  afternoon  I  will  discuss  several  points  which  are  either  directly 
or  indirectly  related  to  the  Budget  and  Financial  Plan.  First,  I  will  offer 
commentary  on  the  FY  1997  Budget  and  Plan  that  has  been  submitted  to 
Congress.  Secondly,  I  will  offer  recommendations  that  will  allow  us  to 
build  on  the  consensus  and  collaboration  that  characterized  the 
development  of  the  FY  97  Budget  and  Plan.  Finally,  I  will  highlight 
several  initiatives  that  are  currently  underway  at  the  Council  which  will 
further  complement  fiscal  management  advances  that  have  been  made,  to 
date,  as  well  as  discuss  how  the  Congress  and  Authority  can  join  the 
District  in  accelerating  its  financial  recovery. 
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FY  1997  Budget  and  Financial  plan 

As  has  been  stated,  we  have  achieved  consensus.  This  has 
numerous  positive  implications.  It  clearly  shows  that  from  an 
institutional  perspective,  the  Mayor,  Council  and  Authority  have  grown 
since  the  inception  of  the  Authority.  This  intergovernmental  relationship 
has  at  times  been  contentious,  but  I  believe  we  are  well  on  our  way  to 
developing  the  level  of  cooperation  and  coUegiality  that  other  control 
board  cities  have  enjoyed.  This  will  no  doubt  speed  up  the  District's 
financial  recovery. 

The  Budget  and  Plan,  as  submitted,  successfully  balances  the  need 
to  provide  adequate  core  services  in  the  areas  of  public  safety,  public 
works,  schools  and  the  delivery  of  vital  human  services,  with  the  need  to 
also  show  meaningful  progress  toward  achieving  a  balanced  budget  and 
sustainable  solvency  by  Fiscal  Year  1999.  This  budget  reduces  the 
Authority's  projected  FY  1997  deficit,  while  also  increasing  FY  1997 
spending  on  public  safety,  schools,  public  works,  and  Human  services. 
Being  able  to  increase  investment  in  these  areas  during  such  austere  times 
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is  a  testament  to  the  resolve  of  the  Authority,  Mayor  and  my  colleagues  at 
the  Council.  If  asked  would  we  have  liked  to  have  done  more  in  these 
and  other  areas,  the  response  would  be  yes.  As  I  have  stated  previously  in 
other  venues,  escaping  calamity  is  not  easy.  However,  this  consensus 
budget  and  the  process  that  led  to  its  development  was  not  only 
responsible,  but  sensitive  to  the  overall  role  of  local  government  in 
protecting  and  enhancing  the  overall  quality  of  life  of  its  citizens. 

The  Budget  and  Plan  represents  a  bold  and  ambitious  road  map  that 
I  believe  can  restore  the  District  to  financial  solvency.  However,  the 
budget's  underlying  framework  will  require  superior  budget  execution  and 
monitoring  on  the  part  of  the  Office  of  the  Chief  Financial  Officer,  as 
well  as  the  Office  of  the  City  Administrator.  Both  the  CFO  and  City 
Administrator  must  work  in  concert  if  the  District  is  to  effectively 
implement  the  budget  and  plan.  The  budget  calls  for  the  District  to 
realize  more  than  $150  million  in  personnel  and  non-personnel  savings  in 
Fiscal  Year  1997.  Although  CFO  and  City  Administrator  involvement  is 
pivotal  to  successful  implementation,  implementation  cannot  be 
accomplished  or  managed  by  one  office.  It  must  be  a  collaborative  effort 
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on  the  part  of  us  all. 

We  now  have  a  Plan,  and  it  is  important  that  we  allow  the  City's 
management  team  to  implement  it,  without  our  getting  in  the  way.  This 
does  not  mean  that  we  forego  our  responsibility  to  engage  in  the 
necessary  oversight,  but  we  need  to  allow  for  the  best  supportive 
environment  that  will  ensure  successful  implementation. 

In  addition,  it  is  critical  that  we  address  the  accumulated  deficit, 
which  has  wreaked  havoc  on  the  District's  day-to-day  operations.  The 
accumulated  deficit  has  put  the  District  in  acash  management  catch-up 
mode  that  has  greatly  damaged  the  local  economy  and  has  had  a 
deleterious  effect  on  the  regional  economy,  in  that  the  District  is  one  of 
the  region's  largest  purchasers  of  goods  and  services. 

This  Budget  and  Financial  Plan  reflect  our  commitment  and  resolve 
to  get  this  City  back  on  solid  ground.  Spending  has  and  continues  to  be 
significantly  reduced,  and  the  workforce  is  being  drastically  downsized. 

It  is  not  only  unrealistic,  but  unfair  to  presume  that  a  financial 
recovery  of  this  magnitude  can  be  achieved  by  merely  reducing 
expenditures.  In  addition  to  addressing  the  need  to  reduce  spending,  we 
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must  also  begin  to  focus  on  the  longstanding  structural  deficiencies  that 
have  and  continue  to  hamstring  the  District's  leadership: 

Local  leadership  is  working  diligently  to  make  a  contribution 
to  the  District's  financial  recovery.  The  Council  was  a  full  participant  in 
the  development  of  this  consensus  budget.  In  addition,  the  Council  is 
engaged  in  other  initiatives  that  will  make  a  significant  difference  in  the 
overall  financial  health  of  the  City.  In  conjunction  with  the  Mayor,  the 
Council  is  moving  closer  to  the  passage  of  new  hires  pension  legislation. 
We  have  scheduled  a  vote  for  the  upcoming  Council  legislative  session  to 
be  held  on  July  3rd.  However,  let  us  not  fool  ourselves  into  thinking  that 
any  new  hires  legislation  produced  by  the  local  government  is  a  panacea 
for  addressing  the  District's  $5  billion  unfunded  pension  liability.  This 
legislation  is  a  prospective  measure,  which  will  slow  down  the  growth  of 
the  unfunded  liability.  To  effectively  deal  with  the  Unfunded  liability, 
Congressional  assistance  will  be  required. 

In  addition  to  the  pension  reform  legislation,  the  Council  has  created 
the  District  of  Columbia  Tax  Revision  Commission.  The  Commission 
has  been  charged  with: 
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1 .  Analyzing  the  District's  tax  laws  in  terms  of  revenue 
productivity,  efficiency,  equity,  and  effect  upon  the  District's 
economy 

2.  Evaluate  innovative  solutions  for  meeting  revenue  needs 
while  enabling  the  possibility  that  general  rates  might  be 
reduced. 

3.  Make  recommendations  for  change  to  the  Council  and  Mayor. 

4.  Commission  recommendations  will  be  structured  to  ensure  a 
healthy  tax  base  and  generate  revenue  as  a  result  of  increased 
levels  of  economic  activity,  or  to  remove  barriers  to  economic 
activity. 

The  Council  has  appointed  nine  members  of  the  commission,  and 
we  are  hopeful  that  the  Mayor  will  appoint  his  8  members  to  the 
Commission,  soon.  Mr  Robert  Ebell  has  been  appointed  Chairman  of  the 
Commission.  He  currently  serves  as  the  Executive  Director  of  the 
National  Tax  Association,  a  non-political,  non-profit  organization  with  a 
membership  of  3,200  that  includes  tax  scholars,  administrators,  corporate 
tax  executives,  and  other  representatives  of  taxpayers  and  governments. 
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Mr  Ebell  brings  a  wealth  of  tax  experience  to  the  Commission,  including 
serving  as  Executive  Director  of  the  District's  first  Commission, 
established  in  1975.  He  has  also  served  as  Executive  Director  for  the 
Minnesota  Tax  Study  Commission,  and  consults  numerous  state  and  local 
governments  on  tax  and  public  finance  matters.  Joining  Mr.  Ebell  on  the 
Commission  will  be  several  other  very  notable  Washingtonians  who  bring 
a  wealth  of  knowledge  and  experience  to  the  Commission. 
Robert  Pincus 

*  President  and  CEO  of  the  Franklin  National  Bank 

*  Member,  Board  of  Trade 

*  Treasurer  of  the  Board  of  Trustees  for  the  National  Learning 
Center/Capitol  Children's  Museum. 

*  Has  served  as  the  President  of  the  Washington  Area  Bankers 
Association 

Rosemary  Marcuss 

*  Assistant  Director  for  Tax  Analysis,  Congressional  Budget  Office 

*  Member,  Board  of  Governors,  National  Economists  Club 

*  Member,  Board  of  Governors,  National  Tax  Association 
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James  Hudson 

*  Chairman,  JAH  Development  Company 

*  Urban  Institute  Fellow  in  the  area  of  housing  services 

*  Numerous  publications,  including  capital  project  financing,  real 
estate  law,  and  general  municipal  law 

Sterling  Tucker 

*  President,  Sterling  Tucker  Associates 

*  Former  District  of  Columbia  City  Council  Chairman 

*  FormerAssistant  Secretary,  Department  of  Housing  and  Urban 
Development 

*  Former  Executive  Director  of  the  Washington  Urban  League 
Joslyn  Williams 

*  President,  Metropolitan  Washington  Council,  AFL-CIO 
Richard  Halberstein 

*  Partner,  Halberstein  &  Byrne:  Law  Firm 

*  Co-director,  Capitol  Hill  Free  Tax  Clinic 

*  Member,  first  District  of  Columbia  Finance  &  Revenue  Advisory 
Commission  (1977  to  1978) 
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*  Tax  attorney,  U.S.  House  of  Rep.  Ways  and  Means  Committee 
(1973-1976)  -      .      . 

Marie  Drissel 

*  President,  Instiuite  for  Property  Assessment  Studies 

*  Chairman,  Sheridian-Kalorama  Advisory  Neighborhood 
Commission  (1992-1994) 

*  Commissioner,  Dupont  Circle  Advisory  Neighborhood  Commission 
(1976-1978) 

Mathew  Watson 

*  Attorney 

*  District  of  Columbia  Auditor 

Although  FY  1997  funding  has  not  been  established  for  the 
Commission,  I  intend  to  work  with  the  Mayor  and  Authority  to  secure 
funding.  This  Commission  provides,  in  my  view,  the  greatest  opportunity 
to  positively  impact  local  economic  development.  In  addition  to 
examining  how  the  District's  tax  structure  can  be  made  more  efficient  and 
equitable,  the  Commission's  work  will  greatly  contribute  to  the  District 
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becoming  a  more  attractive  place  to  do  business.  This  Commission  is  not 
only  in  the  best  economic  interest  of  the  District,  it  is  also  in  the  best 
economic  interest  of  the  region  and  should  be  fully  embraced  and 
supported. 

What  has  been  sent  to  you  represents  a  consensus  and  I  will  not 
seek  to  make  of  this  subcommittee  a  tacit  court  of  appeals,  but  I  must 
point  out  that  the  work  for  which  we  established  the  Tax  Revision 
Commission  is  an  urgent  one.  Our  budgets  cannot  be  balanced  on  cuts 
alone.  An  approach  to  matters  of  revenue-raising  and  financial  planning 
must  be  pursued  with  the  vigor  which  has  been  applied  to  cutting 
expenditures.  We  have  sought  to  do  our  part  and  have  established  the 
Tax  Revision  Commission  to  give  us,  the  Authority  and  you  advice,  but 
not  all  of  the  issues  that  must  be  addressed  can  be  addressed  locally, 
alone.  Some  areas  that  reflect  a  need  for  federal  assistance  are: 

1 .  The  pension  entitlement  legislated  by  the  Congress  continue  to 
be  unfunded  by  over  $5  billion; 

2.  The  federal  payment  to  the  City  is  less  than  30%  of  what  the 
federal  government  would  have  to  pay  if  it  were  a  corporation 
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doing  business  in  our  City.  Although  the  Congress  has  made 
it  clear  that  it  does  not  want  to  address  any  measure  that 
attempts  to  require  commuters  to  contribute  some  payment  to 
the  City  for  their  overall  impact  on  City  infrastructure  and 
services,  I  believe  it  only  fair  that  Maryland  and  Virginia  not 
continue  to  be  subsidized  by  the  remainder  of  the  nation; 

3.  the  Federal-State  Medicaid  match  for  the  District  ignores  that  " 
a  substantial  percentage  of  our  citizens  are  below  the  poverty  •• 
line;  '  ' 

4.  Functions  transferred  to  us  by  the  federal  government  like 
Saint  Elizabeths  Hospital,  prisons,  and  some  of  our  road  work 
have  not  been  compensated;  and 

Building  on  the  Success  of  the  Consensus  Budget 

I  believe  it  would  be  safe  to  say  that,  despite  this  recent 
breakthrough,  we  have  lost  a  great  deal  of  time,  since  the  inception  of  the 
Authority,  adjusting  to  and  learning  from  the  District's  unfortunate 
predicament  of  being  in  a  control  board  status.  This  consensus  budget 
can  serve  as  a  building  block  that  begins  the  process  that  moves  us  into  an 
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era  of  greater  intergovernmental  cooperation  and  understanding. 
However,  we  may  not  maximize  this  potential  if  we  do  not  directly 
confront  existing  inadequacies  in  the  various  relationships,  as  they  impact 
the  day-to-day  operations  of  the  government. 

It  is  my  view  that  the  FRMA  Legislation  was  crafted  on  the  idea 
that,  although  the  District  finds  itself  in  this  unfoitunate  predicament,  the 
Financial  Responsibility  and  Management  Assistance  Authority  would 
serve  as  a  catalyst  in  helping  the  local  government  apparatus  equip  itself 
to  regain  full  control  over  its  resources  and  operations.  This  implies  that 
the  Authority  would  assume  a  nurturing  and  capacity  building  role,  as 
opposed  to  evolving  as  a  substitute  government  for  the  one  elected  by  the 
District's  residents.  I  mention  this  merely  to  serve  as  caution  that  we  not 
lose  sight  of  what  in  my  view  must  be  an  overriding  goal  of  the  Congress 
and  the  Authority  (nurturing  the  development  of  local  self  governance 
capacity). 

In  support  of  building  on  this  new  found  intergovemmental 
cooperation,  I  offer  the  following  recommendations,  which  if  embraced 
will  allow  us  to  further  streghthen  these  intergovemmental  relationships. 
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In  this  light,  I  believe  it  to  be  in  the  District's  interest,  as  well  as  the 
nation's  interest  for  the  District's  elected  leadership  and  the  Authority  to 
sit  down  and  craft  an  intergovernmental  cooperation/operating  agreement. 
It  would  not  be  the  intent  of  such  an  agreement  to  usurp  or  challenge  the 
authority  of  the  Mayor  nor  the  Authority.  Such  an  intergovernmental 
agreement  would  merely  enhance  overall  intergovernmental  relations, 
communications,  and  administrative  processes.  It  is  my  understanding 
that  the  City  of  Philadelphia  and  its  control  board  (the  Pennsylvania 
Intergovernmental  Cooperation  Authority)  have  developed  and  signed  off 
on  such  an  agreement. 

The  agreement  could  potentially  cover  the  following  areas: 

1.  Issuance  of  debt  on  behalf  of  the  City 

2.  Handling  of  accrued  interest  on  City  funds  in  the  Custody  of  the 
Authority  '  ■      '•  '■■  •  ■  .   >  ; 

3.  Disbursement  of  funds  from  the  Authority  to  the  City 

4.  Preparation  and  approval  of  the  Budget  and  Financial  Plan 

5.  Inspection  rights  • 

6.  Audit  engagements  (Annual  outside  Financial  audit/Authority  audits 
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of  District  operations) 

7.  Contracts  review  and  approval 

8.  Labor  issues/collective  bargaining  process 

9.  Review  and  approval  of  legislation 
Conclusion 

In  closing,  I  further  reaffirm  that  this  budget  represents  an 
intergovernmental  cooperation  breakthrough.  1  urge  you  and  your 
colleagues  to  further  encourage,  preserve  and  nurture  this  new  found 
intergovernmental  cooperation.  1  also  urge  you  to  cast  aside  non 
productive  and  destructive  stereotypes  and  misperceptions,  and  embrace  a 
more  empathetic  and  nurturing  approach  to  assisting  the  District  with 
restoring  fiscal  stability,  and  developing  management  and  governance 
capacity  that  will  allow  it  to  actualize  some  degree  of  self  determination, 
and  independence. 

Once  again,  I  thank  you  for  this  opportunity,  and  am  prepared  to 
respond  to  any  questions  that  you  might  have. 
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Mr.  Clarke.  Can  I  ask  for  the  privilege  somewhere  in  this  to  ask 
a  couple  questions  myself? 

Mr.  Walsh.  We  will  do  our  best  to  work  that  in,  Chairman 
Clarke. 

Thank  you  for  your  testimony.  We  have  a  vote  on  the  House 
floor. 

We  will  adjourn  briefly,  vote,  and  when  we  return  go  to  ques- 
tions. 

Thank  you. 

We  will  be  right  back. 

[Recess.] 

Mr.  Walsh.  The  subcommittee  will  once  again  come  to  order. 

It  is  our  understanding  we  will  have  a  series  of  votes  fairly  soon. 
We  are  anticipating  a  15-minute  vote  and  then  three  5-minute 
votes.  We  will  wait  and  see  what  happens.  It  is  tough  to  predict. 
But  we  will  begin  asking  questions  now  and  go  until  we  are  called 
for  a  vote,  and  then  get  a  message  back  to  you  here  if  we  have  a 
series  of  votes. 

We  are  not  necessarily  in  control  of  our  own  destiny  here. 

Let  me  begin  by  asking  a  few  questions,  if  I  may,  and  then  we 
will  go  to  the  Ranking  Member,  Mr.  Dixon. 

REVENUES  EXPECTED  TO  INCREASE  IN  FUTURE/EXPLANATION 

On  the  budget,  we,  I  think,  have  been  accused  of  spending  an 
awful  lot  of  time  on  the  cut  side,  on  the  spending  side,  and  not 
enough  on  the  revenue  side.  Let  me  ask  a  couple  of  questions.  Ac- 
tually, if  you  could  put  up  chart  Number  1  that  Dr.  Brimmer  had, 
and  then  we  will  go  back  to  that  one,  because  that  one  is  a  little 
hard  to  see  from  there. 

There  is  a  pretty  substantial  jump  in  revenue  between  1998  and 
1999.  Of  course,  1999  is  when  the  District  actually  gets  to  its  sur- 
plus. Can  you  explain  the  increase  in  revenue? 

Actually,  in  terms  of  revenue,  you  go  from  a  little  over  $5.1  bil- 
lion in  fiscal  1998,  to  almost  $5.4  billion  in  fiscal  1999.  That  is  a 
$300  million  increase  in  revenue.  How  do  you  explain  that? 

TAX  REVENUE  EXPECTED  TO  INCREASE 

Dr.  Brimmer.  Revenue,  I  am  looking  at  the  table  in  our  report 
of  June  14th — if  you  have  that  in  front  of  you — which  will  be  the 
actual  numbers  behind  what  you  see  there,  revenue  in  1998  is 
$5,118  billion;  1999  is  $5,271  billion.  If  you  look  at  the  main 
sources  of  that  increase,  you  will  see  that  tax  revenues  do  rise. 
That  is  one  of  the  principal  ones.  We  also 

Mr.  Walsh.  Property  tax  revenues? 

Dr.  Brimmer.  All  tax  revenues,  sales  tax,  income  tax.  You  do  get 
some  increase  in  tax  revenues.  We  are  not — we  have  from  1997  a 
little  increase  in  non-tax  revenues,  fees  and  so  on,  and  1999  that 
is  about  the  same. 

federal  payment  projected  to  be  constant  AT  $660  MILLION 

The  Federal  payment  in  this  projection  we  are  holding  constant 
at  $660  million. 
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GRANTS  REVENUE  EXPECTED  TO  INCREASE 

With  respect  to  grants,  we  do  have  an  increase  in  grants,  but 
that  is  modest,  about  $40  or  $50  milHon. 

ENTERPRISE  FUND  REVENUE  EXPECTED  TO  INCREASE 

We  have  an  increase  in  so-called  enterprise  funds,  but  that  is 
mainly  things  like  the  Water  Authority  will  be  able  to  raise  fees 
and  so  on.  So  what  we  see  there  is  the  projected  increase  in  tax 
revenue. 

Mr.  Walsh.  You  anticipated  a  fairly  substantial  increase  in  en- 
terprise funds. 

WATER  AND  SEWER  RATES  EXPECTED  TO  INCREASE 

Did  you  anticipate  a  70-percent  increase  in  water  and  sewer 
rates? 

Dr.  Brimmer.  The  number  is  around,  overall,  I  think  around 
$100  million,  total.  But  that  is  assuming  the  new  authority  will  in 
fact  increase  those  revenues. 

[CLERK'S  NOTE. — The  Committee  was  subsequently  informed  by  a  senior  mem- 
ber of  the  control  board  staff  that  the  FY  1997  Budget  and  Financial  Plan  does  not 
show  an  increase  in  enterprise  funds,  and  that  water  and  sewer  rate  increases  were 
not  included  in  the  revenue  estimates.] 

REVENUES  INCREASE  $150  MILLION  IN  FISCAL  YEARS  1999  AND  2000 

Mr.  Walsh.  All  right.  It  is  about  a  $150  million  increase  in  reve- 
nues from  1998  to  1999,  as  I  see  it,  and  then  another  $150  million 
from  1999  to  2000. 

Dr.  Brimmer.  Yes.  That  shows  no  big  acceleration  in  the  rate  of 
increase  in  revenues. 

Mr.  Walsh.  So  there  is  some  growth  in  revenue? 

Dr.  Brimmer.  Some  growth  in  revenues. 

LONG-TERM  DEBT  CARRYOVER  PAYMENTS  NOT  INCLUDED  IN  BUDGET 

Mr.  Walsh.  Part  of  the  problem  is  the  additional  carry-over, 
long-term  debt. 

Dr.  Brimmer.  Yes. 

Mr.  Walsh.  You  have  suggested  that  you  will  need  to  talk  about 
some  borrowing.  I  don't  know  how  much  time  we  should  spend  on 
that  today,  because  we  really  need  to  deal  with  the  budget,  but  if 
you  did  borrow,  you  would  have  debt  service. 

Dr.  Brimmer.  We  would. 

Mr.  Walsh.  But  you  cannot  consider  that  on  the  cost  side  until 
you  know  whether  you  can  borrow. 

Dr.  Brimmer.  That  is  right.  Under  the  guidelines,  since  that 
would  require  new  legislation,  we  couldn't  anticipate  that  and  in- 
clude it.  Let  me  tell  you  what  we  have  assumed  with  respect  to  fis- 
cal year  1997. 

NO  AMORTIZATION  OF  BORROWINGS  IN  THE  SHORT-TERM — 
DEFERRED  INTO  FUTURE 

If  the  Congress  approves  the  borrowing  of  the  order  of  magnitude 
we  have  been  talking  about,  $500  or  $600  million,  and  given  the 
rates  the  City  would  expect  to  pay,  we  are  talking  about  anywhere 
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from  $15  to  $20  million  of  additional  debt  service,  interest  costs 
alone.  We  would  expect  the  bonds  to  have  maturity  such  that  there 
would  be  no  amortization  required  in  the  short-term. 

[CLERK'S  NOTE. — Regarding  the  annual  debt  service  and  interest  costs  associ- 
ated with  borrowing  $500  milUon,  according  tu  page  526  of  the  District  government's 
FY  1997  Budget  and  Financial  Plan,  the  repayment  schedule  shows  loan  repay- 
ments of  $35.6  million  for  fiscal  years  1998  through  2003  which  eventually  increase 
fourfold  to  $124.8  million  in  fiscal  year  2011  for  a  total  payback  of  $935.1  million. 
The  Committee  was  informed  that  the  payback  on  a  straightline  basis  would  be  $55 
million  for  each  of  the  15  years  for  a  savings  of  $110  million  when  compared  to  the 
payback  of  $935  million.  (See  page  712,  this  volume,  for  copy  of  page  526  referred 
to  above.)] 

NEED  REDUCTION  IN  BUDGET  TO  SERVICE  ANY  NEW  DEBT 

Dr.  Brimmer.  But  we  would  anticipate  that  any  increase  in  ex- 
penditures because  of  debt  service  would  have  to  be  compensated 
by  reductions  in  other  parts  of  the  budget.  Some  reduction  in  short 
term  interest  rates  could  be  realized  if  long-term  debt  is  author- 
ized. So  this  would  not  be  an  add-on. 

Mr.  Walsh.  That  is  how  you  keep  that  from  offsetting  your  sur- 
plus projection  for  the  year  2000? 

Dr.  Brimmer.  That  is  right. 

Mr.  Walsh.  Let  me  just  recognize  the  presence  of  Mayor  Barry. 

Welcome,  Mayor.  We  have  had  opening  statements  from  these 
two  gentlemen.  We  have  a  series  of  votes  scheduled,  so  it  looks  like 
we  will  continue  for  another  8  or  9  minutes,  and  then  have  to  leave 
to  vote,  and  then  we  will  return  and  hear  your  testimony. 

Mayor  Barry.  Mr.  Chairman,  could  I  apologize  for  just  getting 
here.  My  son,  who  is  16  years  old,  is  in  Junior  ROTC,  is  graduating 
from  Camp  Success  at  Fort  Belvoir.  As  a  parent,  I  had  to  be  there 
with  him. 

Mr.  Walsh.  I  admire  your  judgment  on  that. 

OFFSETTING  REDUCTIONS  AND  INCREASES  IN  MEDICAID  SPENDING 

Let  me  ask  another  question.  Dr.  Brimmer.  On  Medicaid,  on  the 
spending  side,  in  the  budget  for  1997  you  anticipate  a  reduction  in 
Medicaid  expenditures  of  about  $150  million,  unless  I  am  reading 
this  wrong,  but  an  increase  in  other  human  services  of  about  $130 
million.  Would  you  explain  that? 

Dr.  Brimmer.  First,  the  Medicaid  reduction,  and  what  I  am  look- 
ing at  is  in  the  table  again,  in  our  budget  statement,  the  goal  from 
Medicaid  from  $927  million  in  fiscal  year  1995  down  to  $780  mil- 
lion; that  is  a  reduction. 

Mr.  Walsh.  It  has  been  a  real  problem  in  budgeting  the  last  sev- 
eral years — the  underestimating  of  Medicaid  expenditures. 

non-eligible  RECIPIENTS  RECEIVING  MEDICAID 
[CLERK'S  NOTE.— See  page  1461,  this  volume,  for  news  articles.) 

Dr.  Brimmer.  It  is  our  understanding  that  the  city  expects  to  get 
some  relief  because  there  will  be  some  participants  who  will  be 
moving  off  the  program.  A  review  has  indicated  that  there  have 
been  some  recipients  who  have  been  getting  payments  who  are  not 
eligible  or  there  is  a  change  in  eligibility,  so  the  numbers  of  partici- 
pants will  go  down.  That  is  what  we  see,  the  participation  per  cap- 
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ita  is  not  going  down.  That  is  one  of  the  main  problems  with  this 
program. 

With  respect  to  the  other  human  services,  there  are  a  variety  of 
things  there.  That  area  includes,  among  others,  many  of  the  court- 
mandated  programs,  court  orders,  where  those  push  it  up. 

Mr.  Walsh.  That  is  the  increase. 

NO  DISCRETIONARY  INCREASES 

Dr.  Brimmer.  There  are  no  voluntary  increases  in  benefits  re- 
flected here  at  all.  In  fact,  we  have  projected  a  substantial  decrease 
in  non-Medicaid  DHS  spending. 

SAVINGS  FROM  DOWNSIZING  INCREASE  SIGNIFICANTLY  IN  FUTURE 

Mr.  Walsh.  Further  down  in  the  expenditure  side,  downsizing, 
you  go  from  no  savings  to  about  $15  million  in  savings  in  1997  for 
downsizing,  to  $141  million  in  the  year  2000.  Can  you  explain  your 
rationale  there? 

Dr.  Brimmer.  Yes.  That  reflects  the  number  of  initiatives  that 
are  being  started.  It  takes  time  for  them  to  develop.  This  reflects 
savings  from  administrative  savings  from  reorganizations,  and  also 
from  doing  other  things  and  dropping  some  things.  These  benefits 
from  downsizing  accumulate  over  time,  and  that  is  why  you  see  the 
rise  occur. 

Mr.  Walsh.  The  way  you  arrived  at  the  downsizing  is  by  consoli- 
dation of  departments? 

Dr.  Brimmer.  They  are  all  spelled  out  in  this  big  document.  But, 
in  some  cases,  there  is  consolidation  of  departments.  In  other  cases, 
there  are  actual  dropping  of  some  functions. 

CONTROL  board  COST  SAVING  ESTIMATES  ARE  "RIGHT  ON  THE  MARK" 

Mr.  Walsh.  Would  you  say  that  is  a  conservative  estimate  or  a 
liberal  estimate  of  the  savings? 

Dr.  Brimmer.  I  think  it  is  about  right  on  the  mark,  given  what 
we  know  at  this  juncture. 

TENFOLD  INCREASE  IN  SAVINGS  OVER  FOUR  YEAR  PERIOD 

Mr.  Walsh.  It  is  a  tenfold  increase  in  savings  over  a  4-year  pe- 
riod. 

Dr.  Brimmer.  The  Mayor  just  reminded  me,  this  includes  person- 
nel reductions  as  well.  In  addition,  most  workforce  savings  for  fis- 
cal year  1997  have  been  spread  to  the  agencies.  Therefore,  the  in- 
crease from  fiscal  year  1997  to  fiscal  year  1998,  indicated  under 
that  line  item,  is  not  on  the  same  basis.  The  chart  I  had  up  shows 
there  is  a  very  substantial  reduction  in  personnel,  right  on  through 
this  entire  period. 

PERSONNEL  MOVED  OFF-BUDGET  TO  ENTERPRISE  FUNDS  AND 
PRIVATIZATION 

Mr.  Walsh.  That  leads  me  to  my  next  question,  and  we  will 
probably  have  to  leave  soon  thereafter. 

How  many  employees  have  been  moved  off-budget  to  enterprise 
accounts,  and  what  kind  of  savings  does  that  provide? 
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Dr.  Brimmer.  The  number  moving  off  is  hard  to  estimate,  but  in 
my  statement  I  have  the  actual  number.  So  with  respect  to  the  cur- 
rent year,  and  this  is  as  far  as  we  have  gone,  we  will  see  the  FTEs' 
reduction  of  6,500  by  the  end  of  the  fiscal  year.  We  see  the  target 
is  33,850  by  September  30th,  and  we  believe  that  in  enterprise 
funds  alone,  there  will  be  a  reduction  of  about  3,800.  That  is  sub- 
stantially moving  off  payrolls  and  so  forth,  privatization. 

PRIVATIZATION  EXPECTED  TO  YIELD  ACTUAL  SAVINGS 

Mr.  Walsh.  The  city  will  still  have  to  pay  a  portion  of  that  ex- 
pense. They  will  still  bear  an  expense  for  those  employees;  will 
they  not? 

Dr.  Brimmer.  Yes,  but  less  than  if  they  were  on  the  payroll.  They 
are  expected  to  have  some  actual  savings. 

water  and  sewer,  and  pbc  are  off-budget  items 

Mayor  BARRY.  Mr.  Chairman,  if  you  look  at  the  Water  and  Sewer 
Authority,  which  will  come  into  effect  October  1st,  the  people  who 
pay  that  are  people  who  use  water  and  sewer.  So  the  city  govern- 
ment itself  will  not  be  assuming  that  cost.  It  is  a  user  charge. 

The  Public  Benefit  Corporation,  which  would  have  D.C.  General 
and  11  clinics  in  it,  initially  will  continue  with  some  subsidy.  You 
have  to  subsidize  health  care.  But  as  time  goes  on,  as  they  pick  up 
more  paying  patients,  through  Medicaid  or  third-party  carriers, 
that  subsidy  will  greatly  decrease.  These  are  the  two  large  off- 
budget  numbers. 

Mr.  Walsh.  D.C.  General  and 

Mayor  Barry.  And  Water  and  Sewer  Administration.  But  the 
issue  here  is,  and  I  refer  to  it  in  my  testimony,  but  I  say  by  the 
year  2000  we  are  going  to  get  down  to  30,000  full-time  equivalents 
in  the  General  Fund,  the  Federal  grants,  and  et  cetera,  which  will 
be  down  from  45,000  in  1992,  which  is  a  one-third  reduction  in  per- 
sonnel that  way.  Then  there  is  some  actual  privatization,  we  will 
talk  about  that,  too. 

D.C.  VILLAGE  CLOSED/367  JOBS 

We  just  closed  D.C.  Village,  which  should  have  been  closed  some 
time  back,  it  is  too  costly.  That  is  a  net  reduction  of  367  people  off 
of  the  D.C.  Government  payroll,  off  of  any  public  payroll.  The  same 
is  true  with  the  food  services  and  the  school  system  and  security. 
They  will  be  off  of  the  D.C.  Government  payroll. 

Those  charts  are  outlined  in  the  budget,  which  shows  that  we  are 
surgically  getting  down.  That  is  why  that  number  is  $141  million, 
because  you  combine  reductions  in  personnel,  and  it  takes  a  year 
or  two  for  this  to  catch  up  with  you.  In  some  instances,  when  you 
RIF  people,  you  have  a  year  or  so  of  severance  pay  that  does  not 
catch  up  with  you  until  the  second  year. 

Mr.  Walsh.  We  have  to  go  over  to  vote.  We  will  return.  We  have 
4  minutes.  We  may  have  other  votes  after  this  one.  We  will  be  back 
as  quickly  as  we  can. 

[Recess.] 

Mr.  Walsh.  The  subcommittee  will  come  to  order. 
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I  had  just  completed  asking  questions.  We  will  go  to  Mr.  Dixon 
now,  and  as  I  noted  earlier,  Mayor  Barry  is  now  here. 

Mayor,  if  you  would  just  chime  in  with  the  questions  and  an- 
swers, we  will  include  your  testimony  in  the  record,  if  that  is  okay 
with  you. 

Mayor  Barry.  My  opening  statement? 

Mr.  Walsh.  Yes. 

Mayor  Barry.  I  would  like  to  make  some  of  it. 

Mr.  Walsh.  Well 

Mr.  Dixon.  I  have  no  problem  with  that. 

Mr.  Walsh.  Well,  if  you  would  then.  We  all  try  to  keep  our  open- 
ing statements  to  5  minutes.  If  you  would  do  the  same,  we  would 
appreciate  it. 

Mayor  Barry.  I  will  work  on  it.  It  is  rather  lengthy  and  com- 
prehensive. 

prepared  statement  of  mayor  BARRY 

Mr.    Walsh.   Your   complete   statement   will   be    placed    in   the 
record. 
Mayor  Barry.  Thank  you,  Mr.  Chairman. 
[The  prepared  statement  referred  to  follows:] 
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Testimony  of 

Mayor  Marion  Barry 

Before  The 

House  of  Representatives 

Subcommittee  On  The 

District  of  Columbia 

June  26, 1996 


The  budget  and  financial  plan  for  the  Distria  of  Columbia  for  Fiscal  Year  1997  copes  with 
our  greatest  challenges  and  paves  the  way  for  our  brightest  hopes. 

It  represents  a  new  era  in  our  local  government. 

Before  I  review  specific  features  of  this  budget,  I  would  like  to  conunent  on  two  aspecU 
of  the  District-Federal  relationship  which  bring  context  to  the  turning  point  this  budget  represents. 

A  common  feature  to  nearly  every  nation  -  great  and  small  -  is  the  special  value  the 
citizens  and  their  national  govemmoits  place  on  their  national  capitals.  French  people  and  the 
French  government  see  Paris  as  one  of  their  nation's  special  jewels.  The  British  people  and  their 
Parliament  consider  London  a  showcase  for  their  civilization.  Moscow  reflects  the  Russian  spirit 
and  the  special  interest  of  the  Kronlin. 

Even  the  government  of  the  People's  Republic  of  China  holds  special  esteem  for  Beijing. 
It  is  their  country's  showcase  for  their  particular  system  of  values  and  human  development. 

Among  the  world's  industrialized  nations,  America's  capital  and  citizens  are  treated  the 
worst  -  both  politically  and  financially  -  by  the  national  government.  By  any  measure,  the 
citizens  of  Washington,  DC,  rich,  poor,  educated,  uneducated,  old,  young,  white  or  black,  have 
the  lowest  class  of  citizenship  ~  paying  $1.6  billion  in  Federal  income  taxes,  without  a  vote  or  say 
in  our  national  government.  We  have  less  control  over  our  own  public  business  than  any  state,  any 
territory,  even  less  than  citizens  of  the  Panama  Canal  Zone.  Visitors,  business  people,  academic 
students  all  marvel  at  this  nation's  blind  spot  in  its  pursuit  of  freedom,  opportunity,  and 
democracy. 

This  great  city  is  more  than  the  550,000  residents,  600,000  commuting  workers,  and  19 
million  visitors  that  use  our  city,  county,  state,  and  federal  services.  Washington,  DC,  is  the 
capitol  of  the  world's  greatest  nation  and  the  international  symbol  for  liberty. 

It  is  time  Congress  stopped  treating  the  District  and  its  people  as  orphans.  We  should 
enjoy  the  special  place  other  nation's  hold  for  their  capitals,  financially  and  politically  i  urge  you. 
Chairman  Walsh,  and  the  majority  of  Congress  to  transform  your  thinking  now. 

The  second  note  I  would  insert  in  the  record  is  that  the  District  of  Columbia  is  hardly  the 
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first  American  city  to  experience  financial  difficulty  —  and  certainly  not  the  most  critical.  Boston, 
Cleveland,  Yonkers,  NY,  Orange  County,  CA,  New  York  City,  and  Philadelphia  just  begin  the  list 
of  local  governments  who  have  experienced  serious  financial  collapse,  each  of  them  in  far  more 
dire  circumstances  than  the  District's  currait  difficulties. 

I  have  become  a  student  of  these  recoveries.  There  is  a  consistency  to  how  financial  turn- 
arounds have  occurred  in  these  governments.  There  are  lessons  to  be  learned  here.  I  call  the 
methods  common  to  all  these  experiences  "models  for  success."  Like  a  three-legged  stool,  these 
models  have  three  actions  in  common. 

The  first  leg  of  financial  recovery  is  serious  and  ^sustained  cost  cutting. 

The  second  leg  of  financial  recovery  is  orderly  financing  of  past  and  present  deficits 

The  third  leg  of  financial  recovery  is  cost  avoidance  —  or  reallocation  of  public  tasks  — 
and  revenue  enhancements. 

You  have  underscored  your  commitment  to  a  one-1^  recovery.  One-legged  stools  do  not 
stand.  Your  formula  is  a  "model  for  failure." 

Success  in  all  these  other  city  experiences  has  depended  on  simultaneous  action  on  all 
three  legs  of  the  recovery  stool.  Unfortunately,  you  and  many  of  your  colleagues  focus  on  a  cut, 
cut,  cut  philosophy  -  disregarding  practical  exp«ience  and  without  concern  for  the  results. 

In  my  budget  testimony  today,  I  will  reita'ate  our  success  in  the  past  1 8  months  with  the 
first  leg  of  recovery.  We  have  already  undergone  the  greatest  slashing  of  employees  ever 
undertaken  by  any  American  city  at  any  time  in  history  —  fi-om  over  45,000  employees  in  1991  to 
33,850  by  the  end  of  the  current  fiscal  year.  The  budget  we  present  today,  with  fijU  support  of 
every  element  in  our  community,  addresses  all  three  l^s  of  the  stool  of  recovery. 

Before  you  arbitrarily  discount  the  work  of  my  Administration,  the  Council  of  the  District 
of  Columbia,  and  the  Finandal  Responsibility  and  Management  Assistance  Authority,  I  would 
remind  you  of  the  experiences  of  success. 

At  the  very  beginning  of  recovery,  not  only  did  New  York  City  and  Philadelphia  institute 
severe  cuts  and  cost  controls,  they  simuhaneousty  received  deficit  financing.  More  than  $1  billion 
in  loans  were  arranged  to  pay  past  debt  for  New  York  City.  More  than  $400  million  in  deficit 
financing  was  arranged  for  Philadelphia  within  weeks.  At  the  same  time,  the  state  governments  of 
New  York  and  Pennsylvania  took  action  on  the  third  leg  of  recovery,  stepping  in  to  assume 
programs  costing  millions  of  dollars.  Thus,  local  citizens  no  longer  had  to  pay  for  services  that 
could  more  appropriately  be  fiimished  by  the  state  government. 

Why  must  so  many  in  Congress  insist  that  Washington,  DC,  the  nation's  capital,  follow 
the  model  for  failure  instead  of  the  many  models  for  success?  The  Congress  of  the  United  States 
clearly  had  the  model  for  success  in  mind  when  it  passed  the  special  act  of  1995,  which  you  voted 
for  It  clearly  outlined  procedures  for  short  term  debt  financing,  and  specifically  allowed  the 
District  to  have  unbalanced  budgets  until  1999  to  achieve  true  recovery,  not  financial  collapse 

The  budget  and  financial  plan  we  support  before  this  committee  today  follows  the  model 
for  success  We  have  come  too  fir  to  foil.  And  every  segment  of  this  community  has  paid  too  high 
a  price  for  recovery  to  watch  Congress  avoid  paying  any  price  at  all  for  its  complicity  in  the 
problem  or  for  the  value  the  Federal  presence  receives  fi-om  our  work.  (Even  though  the  Federal 
Government  uses  43  percent  of  the  land  in  the  District,  its  payment  for  local  services  consumed  is 
less  than  16  percent.) 
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This  budget  caUs  for  action  on  the  second  leg  of  recovery.  Congress  should  immediately 
take  action  to  allow  the  District  to  do  long  term  borrowing  from  the  Treasury.  The  Federal 
government  is  our  state  government.  Much  of  the  confusion  and  many  of  the  problems  in  the 
District/Federal  relationship  stem  from  failing  to  recognize  that  reality  in  1973. 

This  budget  does  not  address  the  cost  avoidance  leg  of  recovery.  But  we  must  work  now 
to  include  in  the  FY  '98  budget  actions  which  correct  old  problems.  Our  state  government  ~ 
which  is  the  national  government  —  should  assume  responsibility  for  prisons,  reduce  our  Medicaid 
share  to  25%,  take  responsibility  for  pension  liabilities  past  and  present  that  relate  to  the  Federal 
jurisdiction  before  Home  Rule,  and  assume  responsibility  for  portions  of  our  Mental  Health 
System  and  Superior  Court. 

There  are  three  features,  in  my  view,  that  make  this  budget  historic: 

First,  it  is  the  first  "control  year^  budget  —  developed  through  a  process  defined  by 
Congress  in  the  Financial  Responsibility  and  Management  Assistance  Act  of  1995.  It  comes  to 
you  as  a  result  of  collaboration  between  the  Executive  Branch,  the  Council  of  the  District  of 
Columbia,  and  the  Control  Board.  Most  importantiy,  this  collaboration  fulfills  both  the  letter  and 
the  spirit  of  the  law. 

Second,  this  budget  begins  implementing  the  Transformation  Plan  I  introduced  on 
February  14.  Beginning  October  1,  we  begin  building  a  new  DC  Government  that  is  smaller, 
better-trained,  more  business-friendly,  more  competitive  with  our  neighbors,  and  fiiUy  benefiting 
from  modem  technology. 

Third,  adoption  of  this  budget  clears  the  way  to  begin  wodc  on  longer-range  structural 
challenges  to  viable  local  government  in  Washington,  DC,  America's  First  City.  With  proven 
fiscal  improvement  in  two  fiscal  years  —  1995  and  1996  —  we  can  address  capital  needs,  long  term 
debt  refinancing,  economic  development,  and  re-determination  of  appropriate  responsibility  for 
local,  state,  and  federal  duties  in  the  District  of  Cohimbia. 

Wrth  this  Budget,  the  home  rtile  experience  in  Washington,  DC,  begins  a  second  era.  In 
our  enthusiasm  to  govern  ourselves,  DC  residents  accepted  a  home  rule  charter  more  than  20 
years  ago  that  was  structurally  and  fundamentally  flawed.  It  never  drew  a  clear  line  between  the 
Federal  Government's  responsibility  and  that  of  the  new  government. 

We  took  over  without  either  programmatic  or  financial  audits.  With  Congress'  help  and 
my  hard  work,  we  instituted  new  financial  controls,  induding  a  full  audit.  Through  this  audit,  in 
1980,  we  learned  of  the  S279  million  in  Fedo^i  dsbts  that  DC  residents  assumed  and  paid.  Only 
later  we  learned  the  d^ree-that  pension  liabilities  for  the  Federal  period  were  attached  to  current 
DC  operations  —  a  fault  that  even  today  costs  DC  tax  payers  nearly  $300  million  each  year 

We  were  charged  with  a  mixed  bag  of  municipal,  county,  state,  and  even  federal  functions, 
but  no  matching  revenue  streams. 

The  prosperity  c^the  70s  and  80s  hid  many  of  these  fundamental  flaws.  The  lean  times  of 
the  90s  not  only  exposed  the  cracks  in  our  foundation,  but  have  led  to  dire  consequences  in 
service,  profitability,  safety,  and  other  factors  that  influence  families,  businesses  and  tourists 
Today,  some  businesses  are  closing,  many  fiunilies  are  moving,  jobs  associated  with  the  Federal 
presence  are  being  downsized,  and  those  leH  behind  are  among  the  most  vulnerable 

The  economy  of  Washington  made  it  impossible  to  be  prepared  for  this  downturn  And  we 
were  unable  to  get  Congressional  assistance  to  meet  national  trends  for  competitive,  technically 
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equipped,  down-sized  workforces.  Finally,  a  $322  inillion  overspending  record  in  FY  '94,  by  the 
Kelly  Administration,  brought  the  financial  a\ss  to  a  head.  Voters  reacted  strongly  in  changing 
city  leadership.  Congress  reacted  just  as  strongly  in  creating  a  financial  authority  and  new 
stringent  guidelines  for  financial  responsibility. 

This  historic  Budget,  produced  within  the  guidelines  of  this  new  Federal  law,  is  a  strong 
and  positive  response  to  the  strong  demands  of  Congress  and  citizens  for  change. 

On  February  14, 1  presented  the  results  of  a  year-long  study  by  my  Administration  to 
transform  local  government  —  my  vision  for  America's  First  City.  I  committed  this  government  to 
a  plan  to  fijifill  this  vision. 

What  we  are  doing  is  not  an  isolated  or  unique  experioice  in  America  today.  Our  society, 
the  world  economy,  and  the  climate  for  doing  business  —  public  and  private  —  has  radically 
changed  in  America,  and  the  worid.  As  a  resuh  of  transformed  government,  many  agencies  will  be 
eliminated  or  consolidated.  £)C  Govenimem  will  earn  again  the  trust  and  confidence  of  its 
citizens,  businesses,  and  visitors. 

We  will  serve  a  city  that  continues  to  put  children  first,  is  neighborhood-centered,  places  a 
high  value  on  a  clean,  healthy  environment,  and  is  —  most  of  all  —  safe  for  everyone  at  work,  at 
home,  at  school,  or  traveling  in  between. 

We  will  be  a  technologically  advanced  city  and  govemroent,  affording  24-hour  access  to 
many  govenunent  services  by  phone  line  and  computer. 

We  will  grow  in  tandem  with  our  r^onal  partners,  understanding  that  our  health  is 
entwined  in  the  health  of  the  r^on. 

As  we  emerge  with  a  "right-sized''  govenunent  that  is  narrower  in  focus,  but  stronger  in 
performance.  DC  Govonment  will  be  known  fisr  its  well-trained,  well-managed,  and  well- 
motivaied  workforce.  Public  service  in  Washington,  D.C.,  will  mean  public  employees  proud  of 
their  customer  oriemed-service,  their  craft,  and  their  city. 

The  FY  '97  Budget  and  Ftnandal  Plan  establiabes  government  (or  DC  in  this  new 
and  excitmg  transformed  state.  The  actions  of  our  Administration  in  FY  '95  and  FY  '96  prepare 
us  for  this  new  way  of  doing  business,  and  make  this  budget  credible.  Let  me  mention  a  few  of 
these  documented  gains: 

Our  actual  FY '95  performance  cut  personal  service  expenditures  by  $100  million 
and  non-p«sonal  costs  by  $50  nuOioa  The  indq>endent  audit  demonstrated  that 
for  the  first  time  in  home  r\ile,  DC  Govennnent  reduced  spending  fi-om  the 
previous  year. 

I  announced  yesterday  the  completion  of  our  effort  to  close  DC  Village, 
transferring  responsibility  for  our  long-tom,  ekierty  care  to  the  private  sector.  We 
did  this  with  compassion  and  concern  for  each  dtizen's  well-being,  proving  that 
good  business  and  good  care  can  go  hand  in  hand. 

We  have  concluded  negotiations  to  test  an  dectronic  benefit  transfer  card  for 
income  maimenance  programs  —  iitcluding  AFDC,  food  stamps,  and  general 
assistance.  These  are  similar  to  ATM  cards  wUch  allow  benefits  to  be  posted 
electronically  and  clients  to  use  the  cards  for  purchases  at  stores.  This  technology 
brings  huge  cost  savings  and  greatly  improved  service. 
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We  have  concluded  negotiations  for  a  number  of  alternative  management  systems  - 

-  in  and  out  of  government  —  to  improve  food  preparation  services,  implement  and 

track  service  contracting,  and  operate  our  corrections  treatment  facility 

We  are  in  the  solicitation  and  contracting  phase  to  secure  medical  services  for  our 

police  and  fire  clinic,  to  place  all  AFDC  recipients  in  managed  care  health  systems, 

and  provide  medical  and  other  services  to  the  Department  of  Corrections 

In  concert  with  the  Council,  we  are  near  completion  of  an  entirely  new 

procurement  procedure  —  ending  a  torturous  process  which  takes  fi-om  1 54  to 

more  than  300  days  to  make  a  purchase  through  contraa. 

Our  plan  to  create  a  public  benefit  corporation  -  has  passed  the  Council  and 

beginning  in  October  I  will  assume  responsibility  for  DC  General  Hospital  and  our 

community  clinics. 

Our  plan  to  create  an  independent  water  and  sewer  authority  will  also  be  in  place 

by  October  1 . 

We  are  on  schedule  to  reduce  our  FTE's  in  FY  '96  by  more  than  6300  positions  — 

part  of  our  overall  commitment  to  bring  the  city's  direct  employment  down  fi-om 

40,208  at  the  beginning  of  this  fiscal  year  to  under  30,000  by  1999. 

Most  importantly,  we  will  live  within  the  $4,994  FY  '96  budget,  excluding  Federal 

grants  occurring  after  the  cap.  Our  estimated  deficit  increase  is  occurring  because 

of  dropping  revenues,  not  because  of  any  faltering  on  the  government's  part  to 

pursue  our  cost  cutting  strategies. 

These  and  hundreds  of  other  actions  prove  that  we  are  not  just  promising  change,  we  are 
daily  changing  what  government  in  DC  does  and  how  we  do  it. 

The  FY  '97  Budget  begins  a  new  phase  in  day  to  day  management  of  the  Government 
Beginning  on  October  1,  we  will  move  fi^m  indiscriminate  cutting  and  slashing  of  costs  as  we 
avert  financial  disaster,  to  planned,  orderly,  prudent  management  of  our  affairs  in  a  this  new  era. 

We  have  achieved  this  new  era  by  a  maturing  of  the  relationship  between  the 
Administration  and  the  Control  Board.  Their  work  on  this  budget  has  been  in  support  of  the 
philosophy  and  goals  of  my  original  proposal  and  my  transformation  initiative  announced 
February  14.  We  have  worked  as  a  team  and  our  goal  to  produce  a  single  product  for  submission 
to  Congress  has  been  successful. 
We  are  on  the  same  page. 

Here  are  the  key  features  of  this  team  budget  effort  that  we  recommend  to  this 
Committee: 

+  Despite  declining  revenues,  the  budget  keeps  DC  Government  squarely  on  the  path 

toward  a  balanced  budget  in  1999  The  FY  '97  Budget  projerts  a  deficit  of  $98  9 
million,  down  fi-om  the  anticipated  $1 16  million  FY  '96  deficit  It  further  projects  a 
smaller  deficit  in  1998,  and  modest  surpluses  in  1999,  and  2000 
+  The  Administration's  successfiil  cost  reduction  efforts,  which  reduced  spending 

more  than  $477  million  in  FY  '95,  continue.  Savings  and  investment  initiatives  for 
FY '97  total  $185  million. 
+  The  Budget  keeps  the  government's  personnel  reduction  goals  intact,  reaching  the 
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30,000  FTE  goal  by  1999 

We  will  contiiiue  to  meet  people's  real  needs.  We  provide  a  durable  safety  net  of 
services  for  our  most  vulnerable.  We  care  for  those  in  temporary  need,  but  with 
renewed  dedication  to  sdf  sufficiency. 

This  Budget  ensures  funding  for  DC  Government's  core  services  including  police, 
fire,  and  public  works  -  iix:hiding  a  total  of  more  than  $1  billion  for  all  public 
safety  efforts.  Specific  investments  for  equipmem  re-conmnit  the  government  to 
prudent  replacemeit  polides. 

For  instance,  new  snowplows,  street  repair  equipment,  and  30  trash  compactor 
trucks  will  be  purchased.  The  Metropolitan  Police  Department  will  purchase  125 
cars  a  year  in  its  renewed  car  replacement  program. 

We  have  proposed  a  $500  million,  long-term  debt  re-financing  program  which 
allows  accumulated  deficits  fi^om  years  prior  to  "control  years"  to  be  financed  in  a 
businesslike  manner.  Implicit  in  the  deUberalions  surrounding  the  new  Federal  Act 
was  the  desire  to  resolve  immediate  cash  drcumstances  surrounding  the 
Government's  financial  crisis.  The  vendors  we  depend  upon  to  supply  and  support 
the  fimctions  of  our  govaiiment  are  financing  us.  We  must  put  an  end  to  this 
injustice.  We  must  extend  our  ^orts  to  be  responsible,  prudent,  and  businesslike 
to  the  nuuiagement  of  our  unfimded  ddrt 

This  budget  makes  specific  dianges  in  our  operations  to  meet  court  demands  - 
specifically  the  closing  of  selected  Lorton  fiunUties,  and  the  privatization  of  other 
units.  We  have  more  than  40  court  orders,  which  escalate  our  costs  without  any 
controls.  Each  dollar  ^)ent  under  a  court  edict  without  controls  is  taken  fi-om 
another  service  or  fimction  of  government.  We  cannot  passively  allow  these  cost 
centers  to  jeopardize  our  whole  govemmcm.  Our  plan  is  to  pro-ac?ively  attack  the 
underlying  causes  of  the  court  demands.  We  will  build  collaboration  between 
clients,  the  courts,  the  professionab  involved,  and  our  own  fiscal  management 
team  to  sedc  creative  solutions  to  quality  service  within  reasonable  cost 
constraints.  The  Dixon  case  is  a  modd  for  collaboration  which  leads  to  positive 
outcomes  for  clients  and  taxpayers. 

We  have  turned  a  m^or  comer  on  the  soaring  costs  of  Medicaid.  More  than  any 
other  cost  cotter,  M«licaid  drove  our  government  to  chaos  in  the  1990s.  Our  new 
leadership  at  the  Commission  on  Health  Care  Finance  has  produce  significant  cost 
reduction  in  1996  and  plans  nvore  than  $100  million  in  additional  savings  in  FY 
'97.  This  is  a  tremendous  challenge  and  will  be  accomplished  by  (1)  moving  to 
"managed  care"  benefit  system  which  features  capitated  rates,  (2)  specific  rate 
setting  for  nursing  homes  care  and  otho-  institutional  providers,  and  (3)  closer 
scrutiny  of  eligibility. 

This  budget  returns  us  to  the  work  of  maintenance  and  capital  investment.  We  did 
not  inherit  a  healthy  infrastructure  fi-om  the  Federal  Government  when  home  rule 
began.  Key  elements  of  our  water  and  sewer  system  had  not  been  touched  since 
the  turn  of  the  century.  Most  of  Lorton  was  buih  as  a  sanitarium  -  also  at  the  turn 
of  the  century.  Later,  we  inherited  St.  Elizabeths  -  a  maintenance  nightmare. 
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This  budget  links  capital  spending,  capital  financing,  and  capital  budget  authority 
into  a  single  loop.  One  cannot  occur  without  the  other  At  the  same  time,  we  have 
established  new  priorities  for  capital  improvements  over  the  next  six  years 
Examples  of  these  priorities  include: 

Local  streets  —  $10  million  per  year. 

Recreation  centers. 

Schools  —  $20  million  per  year. 

Courtrooms  and  facilities 

Information  systems  —  including  $23  million  toward  a  new  Financial 

Management  System  and  new  telecommunications  systems  —  saving 

millions  of  operating  dollars. 

Health  and  social  service  facilities,  including  repair  and  maintenance  at  Oak 

Hill  and  St  Elizabeths. 
Examples  of  projects  we  will  not  fund  include  Lorton  prison  units.  The  solutions 
to  our  problems  at  the  Department  of  Corrections  must  come  fi'om  another  source. 

These  and  many  more  features  underscore  out  commitment  to  quality  service  and  long- 
range  re-structuring  of  our  service  mechanisms.  The  concerted  effort  of  my  Administration,  the 
Control  Board,  and  the  Council  has  earned  the  support  and  respect  of  interests  across  our  city. 
The  Washington  Post,  not  always  in  agreement  with  me  or  my  Administration,  endorsed  the 
process  and  the  product  of  our  work  toward  consensus  in  their  June  16  edition. 

I  cannot  conclude  my  testimony,  however,  without  responding  to  a  couple  of  your  direct 
attacks  on  DC  Government  roles  and  policies. 

It  has  been  a  tradition  in  our  nation  since  its  founding  to  provide  educational  opportunity 
for  individuals  of  modest  or  disadvantaged  circumstances.  Low-cost,  quality  education  has 
traditionally  been  America's  most  successful  ladder  to  self  improvement  Every  state  participates 
in  this  endeavor  —  because  it  is  successful. 

To  provide  this  low-cost,  high  quality,  post-secondary  education,  state  and  local 
governments  pay  an  average  of  $3 12  per  year,  per  capita  for  this  opportunity.  Maryland  spends 
$396  per  capita,  and  Virginia  spends  $328. 

In  1991,  the  District  spand  $167  per  capita  to  support  higher  education.  After  slashing 
more  than  $32  million  (41  percent)  of  UDC  support  sii»ce  then,  we  now  pay  only  $98  per  capita 
for  this  proven  ladder  to  personal  success. 

By  the  way,  we  spend  more  than  $25,000  per  year  to  house  people  in  Lorton. 

I  find  it  incredible  that  policies  and  services  which  are  part  of  American  life  everywhere 
else  are  considered  luxuries  or  wasted  money  in  the  nation's  capital.  In  other  states,  the  economy 
is  often  based  on  manufacturing,  industry,  or  agriculture.  Our  society  sees  the  need  for  the 
broadly  available  higher  education.  Our  economy  is  knowledge  based  and  requires  the  same 
commitment  of  our  society. 

Listen  to  what  education  would  cost  in  DC  without  UDC's  tuition  of  $1740  per  year. 

American  University  $16,890 

Catholic  University  $14,612 

Georgetown  University  $19,230 
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George  Washington  $18,000 

Mt.  Vernon  College  $  1 5,000 

What  is  the  problem  here?  Why  are  we  difierent  than  the  rest  of  America?  Why  are  not 
our  young  people  as  valuable  as  those  who  grow  up  in  Syracuse,  Prince  Georges  County,  or 
Chicago? 

Neither  do  I  understand  your  passion  to  close  DC  General  Hospital,  as  though  money 
spent  there  was  simply  wasted. 

Certainly  we  agree  that  service  delivery  must  change.  As  you  know,  we  are  completely 
restructuring  our  health  service  delivery  mechanisms,  privatizing  DC  Goieral  and  our  clinics.  In 
addition,  we  have  improved  financial  management  considerably,  bringing  the  operation  into  cash 
balance  for  the  first  time  in  years. 

In  FY  '95,  we  handled  64,246  emergoicy  room  visits.  We  served  954  inmates  fi^om  our 
prison  system.  Can  these  needs  just  evaporate?  Is  tho'e  really  no  value  in  the  view  of  Congress  to 
healing  for  the  poor?  Many  find  your  comments  beyond  belief.  Again,  I  quote  the  Washington 
Post: 

"Acting  with  all  the  imperiousness  of  some  of  the  Congress'  worst  feudal  overlords  in  the 
Distria's  past.  Rep.  Walsh  has  declared  that  the  budget  submitted  by  the  control  board  is 
'not  acceptable'  to  him  because  it  contains  a  $100  million  deficit.  Never  mind  that  the 
latest  budget  represents  a  m^or  shift  in  spending  priorities  toward  the  delivery  of  core 
services  in  public  safety  and  public  works  and  less  on  human  sovices,  or  that  the  board, 
council  and  mayor  are,  for  the  first  time,  on  track  with  spending  cuts;  or  that  Rep.  Walsh 
and  his  staff  are  snatching  the  wheel  fittm  the  very  board  that  Congress  put  in  the  driver's 
seat.  The  city  &red  poorly  last  year  when  Rep.  Walsh  and  his  subcommittee  overreached 
with  poorly  thought-out  l^islation.  He's  on  the  verge  of  doing  it  again." 

This  budget  begins  to  bring  order  and  priority  where  chaos  and  emergency  action  has 
ruled.  We  all  agree  that  new  creativity,  new  technology,  new  entreproieurship  must  penetrate  our 
service  structure.  But  let  me  share  with  you  the  daily  realities  of  each  service  manager  —  whether 
in  public  works,  health  services,  or  education. 

Every  day,  these  managers  deal  with  deplorable  conditions.  Thdr  workers  often  learn  their 
jobs  through  trial  and  error  rather  than  programed  training  or  apprenticeship  They  and  their  front 
line  employees  work  in  fecilities  which  have  seen  little  or  no  maintenance  in  years.  Many  are 
expected  to  perform  repair  and  janitor  fiinctions  themselves.  Antiquated  technology  —  often 
including  rotary  telephones  —  is  the  rule  An  impossible  procurement  system  has  many  teachers, 
engineers,  and  craftsman  bringing  their  own  pencils  and  paper  to  the  job.  Old  fashioned  personnel 
rules  hinder  regular  evaluation,  career  development,  or  adverse  action  procedures.  On  top  of 
these  hindrances  come  the  demands  for  indiscriminate  program  cuts.  For  years,  these  managers 
have  been  forced  to  cut  costs  without  being  able  to  engineer  increased  productivity.  The  result  — 
too  often  --  is  reduced  service  and  performance 

On  the  walls  of  too  many  of  these  employees  is  that  sign  that  was  intended  to  be 
humorous: 

"The  beatings  will  continue  until  morale  improves." 


Pages 


662 


This  budget  brings  relief  assistance,  and  improved  performance  to  the  grass  roots  of  DC 
Government.  As  all  of  us  know,  this  is  long  overdue. 

The  promise  of  this  budget  is  now  in  the  hands  of  Congress  I  would  request  that  you  take 
positive  note  of  the  unified  support  the  Administration,  the  Council,  and  the  Control  Board  bring 
with  this  budget  I  would  further  request  that  you  act  with  reasonable  speed  Reviewing  each 
detail  is  essential  to  sharing  our  concerns  and  goals  for  DC  citizens  and  the  citizens  of  all  America 
and  I  urge  your  most  thorough  examination.  But  the  kind  of  delay  we  experienced  last  year  adds 
hardship  and  cost  to  all  of  efforts. 

And  finally,  I  believe  the  length  and  complexity  of  our  budget  process  could  use  a  further 
review  by  your  Committee.  All  the  parties  have  adjusted  to  the  roles  mandated  by  the  Congress. 
While  remaining  true  and  firm  advocates  for  our  respective  constituents,  we  are  allies  in  the 
rebuilding  of  this  great  city.  Much  of  the  "shuffle"  that  is  required  in  this  budget  development  is 
not  required  to  gain  consensus  or  joint  support. 

Mr.  Chairman,  we  are  at  a  unique  time  in  our  relationship.  For  reasons  that  are  clear  to  all 
of  us,  the  Congress  has  been  forced  to  view  DC  government  as  a  "glass  half  empty."  You  have 
demanded  change  You  have  demanded  accountability  You  have  created  new  institutioris  to 
implement  your  demands 

It  has  been  my  task,  and  duty,  to  view  DC  government  as  a  "glass  half  full."  It  is  through 
government  action  and  service  that  economic  revival  can  occur,  that  lives  can  find  new  meaning, 
that  the  safety  of  our  streets  can  be  secured,  and  that  children  can  get  the  tools  to  compete  in 
today's  world. 

Both  of  our  views  are  correa.  And  without  all  of  our  efforts,  the  goals  we  share  can  never 
occur. 

We  have  the  means,  we  have  the  will,  we  have  the  occasion  to  "fill  the  glass."  This  budget 
is  a  giant  step  in  that  direction.  I  urge  your  prompt  and  favorable  support  of  our 
recommendations. 

Thank  you. 
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Opening  Statement  of  Mayor  Barry 

Mayor  Barry.  Again  let  me  apologize  to  Members  of  the  sub- 
committee for  my  earlier  absence.  Again,  I  repeat  that  I  was  at  my 
son's  graduation  from  Camp  Success  Junior  ROTC.  He  will  be  an 
11th  grader  at  Wilson  Senior  High  School  this  year,  one  of  our  pub- 
lic schools,  and  I  am  rather  proud  of  him. 

Mr.  Chairman,  the  Budget  and  Financial  Plan  for  the  District  of 
Columbia  for  fiscal  year  1997  copes  with  our  greatest  challenges 
and  paves  the  way  for  our  highest  hopes.  It  represents  a  new  era 
in  our  local  government. 

Before  I  review  specific  features  of  this  government,  I  would  like 
to  comment  on  two  aspects  of  the  District-Federal  relationship 
which  bring  context  to  the  turning  point  this  budget  represents. 

Mr.  Chairman,  I  am  sure  you  heard  by  now,  Mr.  Clarke  and 
members  of  the  City  Council,  Mr.  Brimmer  and  his  colleagues  and 
myself  have  drafted  a  consensus  budget  during  this  first  control 
year,  unlike  last  year  when  there  was  contention,  disagreements 
and  public  and  private  arguments.  That  is  no  longer  the  case  with 
this  budget. 

A  common  feature  to  every  nation,  great  and  small,  is  a  special 
value  that  citizens  and  their  national  governments  place  on  their 
national  capitals.  French  people  and  the  French  Government  see 
Paris  as  one  of  their  nation's  special  jewels.  The  British  people  and 
their  government  consider  London  a  showcase  for  their  civilization. 
Moscow  reflects  the  Russian  spirit  and  the  special  interests  of  the 
Kremlin.  Even  the  Communist  government  of  the  People's  Republic 
of  China  holds  special  esteem  for  Beijing.  It  is  their  countr/s  show- 
case of  their  particular  system  of  values  and  human  development. 

Among  the  world's  industrialized  nations,  America's  capital  and 
citizenry  are  treated  the  worst,  both  politically  and  financially,  by 
the  national  government.  By  any  measure,  the  citizens  of  Washing- 
ton, rich,  poor,  uneducated,  educated,  young,  black,  have  the  lowest 
class  of  citizenship.  We  pay  $1.6  billion  of  Federal  incomes  taxes 
without  a  vote  or  say  in  our  national  government,  with  less  control 
over  our  own  public  business  than  over  any  State  in  the  territory, 
even  less  than  citizens  in  the  Panama  Canal.  This  city  is  more 
than  just  550  residents  600  workers  and  19  million  visitors.  As  I 
said  earlier,  it  is  our  Nation's  capital  and  international  symbol  for 
liberty. 

It  is  time  Congress  stopped  treating  the  District  and  its  people 
as  orphans.  We  should  enjoy  the  special  place  other  nations  hold 
for  their  capital,  financially  and  politically.  I  urge  you.  Chairman 
Walsh  and  Majority  counsel — Congress — to  transform  your  think- 
ing now. 

OTHER  U.S.  CITIES  AND  STATES  IN  FINANCIAL  DIFFICULTY 

The  District  of  Columbia  is  hardly  the  first  American  city  to  ex- 
perience financial  difficulty,  and  certainly  not  the  most  critical. 
Boston;  Cleveland;  Yonkers,  New  York;  Orange  County,  California; 
and  Philadelphia  just  begin  the  list  of  local  governments  who  have 
experienced  serious  financial  collapse,  each  of  them  in  far  more 
dire  circumstances  than  the  District's  current  difficulties. 
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And  I  have  studied  these  models  very  well.  In  fact,  at  the  hear- 
ing Congressman  Davis  had  last  year  before  the  advent  of  the  Fi- 
nancial Control  Board,  a  number  of  witnesses  testified  as  to  how 
things  were  done  in  Philadelphia  and  in  New  York.  And  there  were 
three  aspects  of  success  for  them,  like  a  three-legged  stool. 

THREE  KEYS  TO  SUCCESSFUL  FINANCIAL  RECOVERY 

The  first  leg  of  financial  recovery  is  serious  and  sustained  cost- 
cutting.  The  second  leg  of  financial  recovery  is  orderly  financing  of 
past  and  present  debts.  The  third  leg  of  financial  recovery  is  cost 
avoidance  or  reallocation  of  public  tasks  and  revenue  enhance- 
ments. 

We  have — in  the  last  18  months  since  I  have  been  Mayor,  all  I 
have  heard  from  the  Congress  is  one  leg  of  that  recovery.  That  is 
cut,  cut,  cut,  cut,  cut.  And  I  maintain  if  we  are  going  to  follow  a 
model  of  success,  a  one-legged  stool  does  not  stand  that  test.  It  is 
a  formula  for  failure.  That  sounds  harsh,  but  it  is  reality  as  I  see 
it. 

Success  in  these  other  cities  had  depended  on  simultaneous  ac- 
tion on  all  three  legs  of  the  recovery  stool,  and  talking  with  the 
members  of  the  Control  Board  and  the  Council,  I  think  they  would 
agree  we  have  to  simultaneously  move  on  all  three  stools.  Unfortu- 
nately, you  and  many  of  your  colleagues  focus  on  a  cut,  cut  philoso- 
phy. We  urge  you  with  the  beginning  of  1997  to  look  at  all  three 
legs  of  the  stool. 

STRUCTURAL  REFORM 

It  is  my  understanding  at  beginning  of  your  testimony,  you  indi- 
cated a  strong  desire  to  work  with  us  on  structural  reform,  and  cost 
avoidance,  and  cost  shifting  from  the  District  Government  to  the 
Federal  Government,  which  is  our  State  government. 

FTE  REDUCTIONS  BY  AGENCY 

Also,  Mr.  Chairman,  in  my  statement  I  indicate  very  clearly  that 
we  have  done  our  fair  share  of  cutting.  We  have  gone  from  over 
45,000  employees  in  1991  to  33,850  by  the  end  of  the  fiscal  year. 
I  will  submit  to  the  subcommittee  tomorrow  a  specific  agency-by- 
agency  analysis  of  where  they  are  in  terms  of  our  FTEs  for  the 
1996  plan  for  reductions  in  force  as  well  as  privatization  to  get  us 
to  33,850.  We  are  committed  to  doing  that.  It  will  cause  some  addi- 
tional pain,  but  we  are  going  to  do  that. 

[The  following  was  supplied  for  the  record:] 

FISCAL  YEAR  1996  FTE  REDUCTION  PLAN 


Subtotal 


Total  re- 


FY  1996       """^>''     Privali7a       ^"''''"^'     '^'''^"'•'"al      u  duction. 

Agency  code  and  name  X'.]^^^.       96  FIE      '^""f'"      alter  pn       number     ^^'J'      pnvatiza- 

Ht  levels       ig^^ij  lion        ^gtization    to  reduce     ^'ior"     tion  and 


and  RIP 


RIP 


AA— Office  of  ttie  Mayor 25  22  22  3 

AB— DC.  Council  143  138  138  5 

AC— City  Auditor 12  12  12  0 

AD — Inspector  General 5  8  8           3    3    

AE— City  Administrator 29  27  27  2 

AF— Contract  Appeals  Board 5  5  5  0 


665 

FISCAL  YEAR  1996  FTE  REDUCTION  PLAN— Continued 


Agency  code  and  name 


FY  1996 
m  levels 


11-May- 
96  FTE 
levels 


Privatiza- 
tion 


Subtotal 
after  pri- 
vatizatron 


Additional 
number 
to  reduce 


Subtotal 
after  pri 
vatization 

and  RIF 


Total  re- 
duction, 
privatiza 
tion  and 
RIF 


AS — Department  of  Administrative  Serv- 
ices    21/  247 

AT — Office  of  ttie  Cfiief  Financial  Officer  ..  15  5 

BA— Office  of  tfie  Secretary  34  33 

BB — Communications  5  5 

BC— Office  of  tfie  Budget  49  37 

BD — Office  of  Planning  and  Development  23  22 

BE— Office  of  Personnel  192  178 

BF — Office  of  Financial  Management  251  233 

Bl — Office  on  Banking  and  Financial  Insti- 
tutions    5  4 

BJ— Office  of  Zonmg  8  8 

BN — Office  of  Emergency  Preparedness  ....  34  30 

BP — Intergovernmental  Relations 22  23 

80 — Grants  Management 14  10 

BX — Arts  and  Humanities  9  8 

BY— Office  on  Aging 26  25 

BZ— Office  of  Latino  Affairs 3  3 

CA — Department  of  Finance  and  Revenue  470  467 

CB— Corporation  Counsel  289  251 

CE— Public  Library 415  380 

CF — Department  of  Employment  Services ..  757  706 

CG — Public  Employee  Relations  Board  4  4 

CH — Office  of  Employee  Appeals  15  14 

CJ — Office  of  Campaign  Finance  16  13 

CR — Department  of  Consumer  and  Regu- 
latory Affairs  612  602 

CT — Cable  Television  8  7 

DA — Board  of  Real  Property  Assessment 

and  Appeals 2  2 

DB — Department  of  Housing  and  Commu- 
nity Development  169  167 

DC— Lottery  Board  88  94 

DD— Board  of  Parole  114  97 

DH — Public  Service  Commission  60  72 

DJ— People's  Counsel  24  27 

DK — Board  of  Appeals  and  Review 1  1 

DL— Board  of  Elections  and  Ethics 63  47 

DO — Commission  on  Judicial  Disabilities 

and  Tenure 2  2 

DV — Judicial  Nomination  Commission  1  1 

DY— Retirement  Board 11  10 

ED— Office  of  Business  and  Economic  De- 
velopment    27  19 

FA— Metropolitan  Police  Department 4,512  4,309 

FB— Fire  Department  1,790  1,588 

FC—Superior  Court 1,236  1,232 

FF— Pretrial  Service  117  101 

FK— National  Guard 12  24 

FL— Corrections 3,449  3,550 

FM— Court  of  Appeals  87  84 

FN— Court  System 117  106 

FP — Correctional  Industries 106  63 

GA— DC.  Public  Schools  10,156  11,527 

GF— University  of  the  District  of  Columbia  1,079  1,127 

GH — Education  Licensure  Commission  0  2 

HA — Department  of  Recreation  515  485 

HM— Human  Rights  and  Minority  Affairs  ..  25  24 

JA— Department  of  Human  Services  5.887  5,982 

JF— Energy  13  13 

KA— Public  Works  1,896  1,584 


475 


603 


497 


247 
5 

33 
5 

37 

22 

178 

233 


30 

23 

10 

8 

25 

3 

467 

251 

380 

706 

4 

14 

13 

602 
7 


167 
94 
97 
72 
27 
1 
47 

2 

1 
10 

19 

4,301 

1,588 

1,232 

101 

24 

3,075 

84 

106 

63 

10,924 

1,127 

2 

485 

24 

5,485 

13 

1,584 


30 


30 


(4) 


12 
101 


475 


1,371 


603 


95 


497 


1 

8 

8 

203 

202 

(4)  .. 

16 

12  .. 

576  .. 

3 

11 

43 

1,974  .. 

48  .. 

2  ... 

30 

1 

592  ... 

0 

312 
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FISCAL  YEAR  1996  FTE  REDUCTION  PLAN— Continued 


PYiqqg      llMay-     p.    ,.         Subtotal     Additional    ;"7'^       duction, 

Agency  code  and  name  "    7°       96  FTE      ™^-     after  pri-      number     ^^^'      privatiza- 

^'^^'^^'^      levels  "°"        vatization    to  reduce     ^'ior      tion  and 


and  RIF 


RIF 


PH— Public  and  Assisted  Housing  5  8  8  3    3 

TC — Taxi  Cab  Commission  


TK — Office  of  Tourism  and  Promotion 
Total 


18 

17  .. 
6  .. 

17 
6 

2    . 

1 

4 

2    . 

35,298 

35,898 

1,583  .... 

1,685 

1,583 

3,268 

1,085 

PRIVATIZATION  INITIATIVES 

Corrections — Food  Services  75 

Corrections — Medical  Services  249 

Corrections — Correctional  Treatment  Facil- 
ity (CTF)  140 

Corrections — Inmate  Canteen 11 

Police  and  Fire  Clinic  8 

DC.  Public  Sctiools— Security 212 

DC.  Public  Schools— Food  Services 391 

DHS— D.C.  Village 367 

DHS— Public  Clinics  going  to  PBC 100 

DHS— Oakhill/YSA  Educational  Services  30 


Total  1,583 

FTE  count  excludes: 

D.C.  Housing  Auttiority  701 

DC.  General  Hospital  1,511 

WASUA  1,161 

D.C.  Sports  Commission 104 

Total  adjustments 0  0  3,447 

DEFICIT  FINANCING 

Mayor  Barry.  Also,  Mr.  Chairman,  if  you  look  at  the  second  part 
of  recovery.  New  York  borrowed  over  a  billion  dollars  to  finance 
this  deficit.  The  City  of  Philadelphia  borrowed  $400  million  to  fi- 
nance this  deficit,  and  that  is  the  way  it  has  been  done,  and  not 
too  successful. 

Also,  Mr.  Chairman,  I  want  to  tell  you  that  the  business  commu- 
nity is  carrying  on  their  backs  this  deficit.  In  the  time  we  can't  pay 
hospitals  and  nursing  homes,  and  can't  pay  health  care  providers 
and  child  care  providers,  they  are  carrying  this  burden. 

$500  MILLION  BORROWING  TO  FUND  DEFICIT 

We  need  to  borrow  $500  million  in  1997.  We  also  need  Congress' 
approval  to  go  to  the  Treasury  to  do  that.  That  is  a  view  that  has 
been  enthusiastically  endorsed  by  Dr.  Brimmer,  his  colleagues  and 
Council.  We  need  to  borrow  this  money  so  we  can  at  least  finance 
this  deficit.  We  did  it  in  1991;  we  can  do  it  again  in  1996. 

[CLERK'S  NOTE.— See  pages  570-599B,  this  volume,  for  earlier  "CLERK'S 
NOTE"  concerning  deficit  financing;  the  District's  previous  experience  in  borrowing 
$336  milHon  in  FY  1991  to  finance  their  $331  milHon  deficit;  and  an  explanation 
showing  that  there  is  no  direct  relationship  between  the  accumulated  deficit  and  the 
District's  cash  shortfall.) 
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D.C.  PAYS  DISPROPORTIONATE  SHARE  OF  MEDICAID — 75/25 

Even  though  the  present  plan  that  I  present  to  the  Council  and 
to  the  Board  does  not  contain  any  specific  reliance  on  cost  avoid- 
ance, we  hope  we  will  start  working  now  for  1998  to  deal  with  the 
Medicaid.  We  think  Medicaid  is  a  disproportionate  share  by  the 
District  of  75  percent  to  us  and  25  percent  to  Federal  Government. 

[CLERK'S  NOTE.— According  to  the  Federal  Health  Care  Financing  Administra- 
tion (HCFA)  and  the  financial  information  reported  by  the  District  Government,  cur- 
rently the  Federal  Government  pays  50%  of  the  District's  Medicaid  costs  and  the 
remaining  50%  is  paid  by  the  District  Government] 

LORTON  PHASEOUT — COST  SHIFTS  TO  FEDERAL  GOVERNMENT 

Congressman  Davis  and  I  are  working  on  a  plan  to  gradually 
phase  out  Lorton  and  to  hopefully  get  the  Federal  Government  to 
pick  up  most  of  the  cost  for  our  sentenced  felons.  Our  criminal  jus- 
tice system,  our  courts  before  1970,  were  funded  fully  by  the  Fed- 
eral Government,  and  all  the  felony  cases  and  misdemeanors  were 
handled  by  the  U.S.  Attorney  and  in  the  Federal  courts.  We  need 
to  go  back  to  funding  Superior  Court,  but  not  necessarily  shifting 
the  responsibility  for  prosecution. 

In  terms  of  the  budget  itself,  I  am  sure  I  think  my  colleagues  Dr. 
Brimmer  and  Mr.  Clarke  have  talked  about  the  main  features  of 
this  budget,  which  I  said  earlier  is  a  consensus  budget,  and  it  be- 
gins to  implement  my  Transformation  Plan.  As  you  know,  I  came 
before  Congress  and  talked  about  that  plan,  which  I  released  on 
February  14th.  There  was  a  lot  of  skepticism  and  Doubting 
Thomases  and  naysayers  as  to  whether  or  not  the  budget  would  re- 
flect that  plan.  It  reflected  that  plan,  and  we  will  work  with  the 
Control  Board  and  Council.  If  you  look  at  where  we  came  out  of, 
it  represents  a  major  push  toward  implementation  of  the  Trans- 
formation Plan. 

AGENCIES  BEING  CONSOLIDATED  AND  REENGINEERED 

We  have  consolidated  agencies  in  the  economic  development,  for 
instance,  from  eight  agencies  to  one.  We  are  reengineering  the  De- 
partment of  Employment  Services.  In  1998,  you  will  see  more  fruit 
from  those  reengineerings,  more  fruit  from  those  consolidations, 
but  services  still  have  to  be  provided  by  someone,  moving  from  the 
D.C.  Government  providing  most  of  the  services  to  the  private  sec- 
tor, nonprofit  sector,  as  evidenced  by  Water  and  Sewer,  as  evi- 
denced by  closing  D.C.  Village. 

Let  me  point  out  a  couple  of  other  things  we  are  doing  to  show 
we  have  begun  the  major  efforts — the  major  efforts  of  restructuring 
the  government. 

As  you  know,  we  were  charged  with  a  mixed  bag  of  municipal, 
county,  State  and  even  Federal  functions,  but  no  matching  revenue 
funds. 

D.C.  ECONOMY  IS  KNOWLEDGE-BASED 

Mr.  Chairman,  let  me  say  the  economy  of  Washington  is  a 
unique  economy.  It  is  a  knowledge-based  economy.  It  is  not  manu- 
facturing. It  is  not  agriculture,  as  is  part  of  your  district.  It  is  not 
an  industrial  city  as  Detroit,  Chicago  or  Pittsburgh.  It  is  a  knowl- 
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edge-based  economy.  So  knowledge-based  economies  have  to  have 
a  certain  kind  of  educational  system  to  manage  to  do  that. 

FEDERAL  GOVERNMENT  IS  MOVING  OUT  OF  D.C. 

Also,  the  Federal  Government  is  an  integral  part  of  the  knowl- 
edge-based economy.  When  they  downsize,  as  they  are  doing,  it 
drastically  affects  Washington  and  our  economy.  For  instance, 
property  tax  revenues  have  almost  flattened  out  because  of  the  in- 
crease of  vacant  space  in  Washington  because  of  the  Federal  Gov- 
ernment moving  to  other  facilities  or  downsizing. 

FY  1995  EXPENDITURES  REDUCED  .$151  MILLION 

On  the  other  hand,  we  are  still  moving  ahead  on  some  other  situ- 
ations to  right-size  the  government.  We  have  pointed  out  before 
that  we  reduced  the  expenditures  in  1995  by  $151  million,  actually 
the  first  time  in  the  history  of  home  rule  that  the  actual  expendi- 
tures had  been  reduced  over  the  previous  year's  expenditures.  We 
reduced  1995  to  $151  million  less  than  1994. 

OTHER  IMPROVEMENTS 

Also,  as  I  said  earlier,  we  have  just  closed  D.C.  Village,  transfer- 
ring responsibility  to  the  private  sector.  We  have  concluded  nego- 
tiations to  test  electronic  benefit  cards  for  income  maintenance  pro- 
grams, AFDC,  food  stamps  and  general  assistance.  We  have  in- 
cluded negotiations  for  a  number  of  alternative  management  sys- 
tems in  and  out  of  government  to  improve  food  preparation  serv- 
ices, implementing  and  tracking  services. 

CONTRACTING  OUT  POLICE  AND  FIRE  CLINIC 

We  are  in  the  soliciting  and  contracting  phase  to  secure  medical 
services  for  our  police  and  fire  clinics  and  in  our  Department  of 
Corrections. 

NEW  PROCUREMENT  SYSTEM 

Also  good  news,  in  concert  with  the  Council,  we  are  now  near 
completion  of  an  entirely  new  procurement  system,  ending  a  tortur- 
ous process  that  takes  from  154  to  more  than  300  days  to  make  a 
purchase  through  contract. 

NEW  PUBLIC  BENEFIT  CORPORATION  AND  NEW  WATER  SEWER 

AUTHORITY 

Also  I  plan  to  create  a  Public  Benefit  Corporation  that  passed  the 
Council.  It  would  be  effective  after  the  Control  Board  finishes  look- 
ing at  it  October  1st.  I  plan  to  create  an  independent  water  and 
sewer  authority.  It  will  also  be  in  place  October  1st. 

REDUCTION  OF  6,300  FTE  POSITIONS 

We  are  on  schedule  to  reduce  our  fiscal  year  1996  FTEs  by  more 
than  6,300  positions.  I  repeat,  6,300  positions.  That  is  a  lot  of  posi- 
tions or  parties  actually  leaving  the  payroll.  In  fact,  our  reduction 
would  be  the  most  in  any  city  in  modern  times. 

More  important,  Mr.  Chairman,  for  1994 — 1996  we  will  live  with- 
in the  $4,994  budget  ceiling.  I  repeat  again,  we  are  going  to  live 
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within  the  $4,994   1996  budget  ceiHng  excluding  Federal  grants 
that  occurred  after  the  cap,  which  you  proved  we  could  do. 

FY  1996  REVENUE  D0WN/$116  MILLION  DEFICIT  EXPECTED 

Let  me  highlight  a  couple  of  concerns,  then  I  will  stop,  because 
you  can  read  the  rest  of  the  statement.  You  may  like  to  read  all 
of  it.  I  respect  your  wishes  not  to  prolong  it. 

In  terms  of  1996,  we  are  going  to  face  approximately  a  $116  mil- 
lion deficit,  not  because  we  exceeded  a  cap,  but  because  our  reve- 
nue was  less  than  anticipated  at  the  time  the  budget  was  prepared 
some  18,  24  months  ago.  As  you  know,  revenues  in  1995  were  $100 
million  below  our  projections,  again  because  of  the  economy  and 
property  tax  reductions,  and  you  carried  it  over  to  1996.  That  is 
100  and  another  100.  It  should  be  200,  but  we  are  going  to  keep 
it  to  about  $116  million. 

UDC  FINANCIAL  PROBLEMS 

Mr.  Chairman,  let  me  comment  on  two  areas  that  you  have  com- 
mented on,  and  that  is  the  University  of  the  District  of  Columbia, 
on  page  22  of  my  statement.  I  don't  know  where  it  is  on  the  small 
statement  because  I  have  large  type.  What  page  is  that?  Page  7  on 
the  small  type  and  22  in  the  big  type. 

Mr.  Chairman,  every  ethnic  group  in  America  and  most  Ameri- 
cans, citizens,  States  have  used  low-cost,  quality  education  as  a 
way  of  empowering  themselves.  Whether  it  is  Boston,  Syracuse, 
New  York,  Chicago,  they  have  used  low-cost,  quality  education  as 
a  way  of  empowering  themselves.  In  fact,  the  Nation  recognized 
this  when  it  established  land  grant  colleges  in  the  1800's. 

HIGHER  EDUCATION  PER  CAPITA  COST  COMPARISONS 

To  provide  this  low-cost,  high-quality  post-secondary  education. 
State  and  local  governments  pay  an  average  of  $312  per  year  per 
capita,  but  it  is  opportunity.  Our  neighbor  Maryland  spends  $396 
per  capita,  and  Virginia  spends  $328,  and  here  in  the  District,  the 
Nation's  capital,  we  spend  only  $167  per  capita  to  support  higher 
education.  And  after  slashing  more  than  $32  million,  which  is  41 
percent,  of  UDC  support  since  then,  in  1996  out  of  our  budget,  we 
are  only  paying  $98  per  capita  for  this  proven  ladder  to  personal 
success.  It  seems  to  me  that  there  is  a  paradox  when  we  are  willing 
to  spend  $25,000  per  year  to  keep  one  person  incarcerated  at 
Lorton,  yet  not  willing  to  spend  adequate  resources  to  fund  the 
University  of  the  District  of  Columbia. 

Prince  George's  County  has  a  community  college  that  contributes 
over  55  percent  of  local  revenues  to  that  support.  Montgomery 
County  has  Montgomery  Community  College  which  spends  49  per- 
cent of  its  local  taxes  to  support  the  institution.  So  everywhere  in 
America,  New  York  State,  higher  education  is  subsidized  by  State 
and  local  government. 

Then  there  are  those  that  say,  well,  these  young  people  can  go 
to  local  colleges  and  universities.  That  is  not  true.  Sixty-seven  per- 
cent of  the  students  at  UDC  are  part-time,  working  students,  hard- 
working students.  The  rest  of  them  are  full-time.  The  average  age 
at  UDC  is  29  years  of  age.  These  are  not  young  people.  These  are 
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people  who  are  working,  trying  to  enhance  their  hfe-style  and  try- 
ing to  empower  themselves. 

UDC  TUITION/COMPARISONS 

The  tuition  at  UDC  will  be  $1,740  per  year  and  will  be  raised 
again  in  1998.  That  is  comparable  to  Montgomery  County,  Prince 
George's  County,  City  College  of  New  York,  Chicago  College  of 
Education. 

Let's  deal  with  tuition.  American  University  has  a  tuition  of 
$16,890  dollars;  Catholic,  $14,612;  Georgetown,  $19,000;  George 
Washington,  $18,000;  Mount  Vernon,  $15,000;  Howard,  a  little  bit 
more  than  $10,000.  These  young  people  and  these  citizens  of  Wash- 
ington would  not  be  in  these  institutions  if  for  no  other  reason  than 
economics.  We  ought  to  stop  the  talk  about  closing  UDC  or  slashing 
their  budget  even  further.  In  fact,  the  budget  really  needs  to  be 
doubled  in  terms  of  trying  to  make  it  a  viable  institution  and  carry 
our  fair  share. 

$43  million  this  year  is  a  small  amount  in  a  $5  billion  budget. 
We  are  going  to  spend  $267  million  on  Lorton,  Corrections.  Some- 
thing is  wrong  with  that  picture. 

D.C.  GENERAL  HOSPITAL 

Another  area  is  D.C.  General.  There  are  those  who  want  to  close 
D.C.  General.  D.C.  General  is  located  in  the  Southeast  part  of 
Washington.  In  1995,  D.C.  General  housed  64,000  emergency  room 
visits.  Many  of  those  were  nonpaying  visits,  not  covered  by  Medic- 
aid, not  covered  by  third-party  insurance,  unprotected.  Many  of 
those  were  gunshots  and  stab  wounds  and  trauma  victims,  where 
you  could  only  treat  them  in  D.C.  General  without  somebody  ask- 
ing for  their  pay.  Many  of  the  patients  at  D.C.  General,  if  you  were 
to  close  it,  would  have  to  go  to  some  other  hospitals.  The  other  hos- 
pitals are  already  complaining  about  having  to  pick  up  uncompen- 
sated care.  So  you  are  not  going  to  save  much  money. 

Last  year  D.C.  General  treated  over  1,000  prisoners.  Who  is 
going  to  treat  these  prisoners?  Someone  has  to  treat  them,  and 
someone  has  to  pay  for  them.  Right  now  our  subsidy  is  picking  up 
that.  We  have  over  40,  45  cases  of  AIDS  patients,  all  of  them  with- 
out any  insurance.  Who  is  going  to  do  that?  So  you  can  close  D.C. 
General,  but  the  cost  is  not  going  to  be  reduced  as  significantly  be- 
cause you  have  to  send  them  some  other  place.  So  D.C.  General  is 
being  restructured,  reorganized. 

D.C.  GENERAL  BECOMING  A  SPECIALITY  HOSPITAL 

Let  me  also  say,  Mr.  Chairman,  that  in  1995,  because  of  my  ef- 
forts and  the  efforts  of  the  people  at  D.C.  General,  they  turned  the 
financial  situation  around,  Mr.  Dixon,  from  a  potential  deficit  of 
$30  million  in  one  year  to  a  $14  million  to  the  black,  which  means 
they  had  a  swing  of  $45  million  in  reductions,  and  we  have  lost 
over  700  people  from  out  there.  So  D.C.  General  is  now  beginning 
to  become  a  speciality  hospital  that  has  to  stay  where  it  is  because 
we  have  trauma,  and  you  are  shot  or  you  have  a  stab  wound,  time 
is  of  the  essence.  And  D.C.  General  is  the  only  institution  on  this 
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side  of  town  where  most  of  the  trauma  patients  come  from.  On  the 
other  side  you  have  Howard  and  the  Washington  Hospital  Center. 

mayor's  closing  remarks 

Finally,  Mr.  Chairman,  let  me  quote  from  my  favorite  news- 
paper, the  Washington  Post. 

Mr.  Walsh.  Let  me  just  say  I  am  glad  you  found  something  that 
you  and  the  Washington  Post  agree  on. 

Mayor  Barry.  My  favorite  newspaper. 

It  says,  "Acting  with  all  the  imperiousness  of  some  of  the  Con- 
gress' worst  feudal  overlords  in  the  District's  past" — this  is  the 
Washington  Post  speaking  now — "Representative  Walsh  has  de- 
clared that  the  budget  submitted  by  the  Control  Board  is  'not  ac- 
ceptable' to  him  because  it  contains  a  $100  million  deficit.  Never 
mind  that  the  latest  budget  represents  a  major  shift  in  spending 
priorities  toward  the  delivery  of  core  services  in  public  safety  and 
public  works  and  less  on  Human  Services" — we  have  some  Human 
Services  people  here,  some  parents  and  others,  who  urge  us  not  to 
cut  Human  Services  any  more,  and  I  would  urge  the  same  thing — 
"or  the  Board,  Council  and  Mayor  are,  for  the  first  time,  on  track 
with  cuts;  or  that  Representative  Walsh  and  his  staff  are  snatching 
the  wheel  from  the  very  Board  that  Congress  put  in  the  driver's 
seat.  The  city  fared  poorly  last  year  when  Representative  Walsh 
and  his  subcommittee  overreached  with  poorly  thought  out  legisla- 
tion. He  is  on  the  verge  of  doing  it  again,''  end  of  quote  from  the 
Washington  Post. 

[CLERK'S  NOTE.— See  pages  604-606,  this  volume,  for  a  discussion  by  Chair- 
man Walsh  regarding  the  Subcommittee's  recommendations  on  the  District's  fiscal 
year  1996  budget] 

Mr.  Chairman,  in  closing,  let  me  just  urge  you  to  respect  the 
hard  work  that  Council  has  done,  that  the  Control  Board  has  done, 
and  I  have  done.  If  you  read  this  budget,  this  budget  book  is 
packed  with  very  well  thought  out,  useful  information.  It  is  the 
best  budget  I  have  seen  in  my  history  of  being  in  city  government, 
and  I  want  to  thank  Tony  Williams  and  his  staff  for  preparing  in- 
formation, and  thank  myself  for  making  the  decisions  about  what 
the  priorities  are,  and  that  is  what  it  ought  to  be. 

I  hope  you  would  respect  the  Council,  ask  all  the  tough  ques- 
tions, ask  all  the  far-reaching  questions  of  the  Board,  the  Council 
and  myself.  In  the  final  analysis,  let's  respect  what  we  have  done 
here.  I  think  we  are  in  the  position  to  know  better  what  is  good 
for  us  than  anyone  else. 

I  want  to  thank  you  for  your  leadership  on  the  committee.  I 
know  it  has  been  a  tough  one.  ^    ^^     _^ 

And  finally,  Mr.  Chairman,  let  me  urge  you  to  have  a  hearing 
where  citizens  can  come  and  testify,  where  the  recipients  of  these 
services,  particularly  the  human  services,  the  parents,  the  day  care 
providers,  those  who  are  advocates  of  the  mentally  retarded  and 
mentally  ill,  come  and  talk  about  their  view  about  this  budget.  I 
think  it  will  be  helpful  for  the  Committee  to  see  that  we  are  going 
as  far  as  we  can  go  in  cutting  the  Human  Services  part  of  it.  That 
has  taken  a  tremendous  beating  at  the  expense  of  having  to  fund 
public  safety  and  other  areas. 
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Again,  Mr.  Chairman,  thank  you,  and  I  urge  you  to  read  my  en- 
tire statement. 

SUPPLEMENTAL  MATERIAL  ON  UDC 

I  also  will  submit  about  a  3-  or  4-page  analysis  on  UDC. 
[The  information  follows:] 
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BXmOKT  or  THE  TnaVBRSXTy  OF  THB  DZflTSZCT   OP   COLUMBIA 

Z8  Ml 

ZHVE8TMBKT   IH  THB   ytTTORH   0»   THB  MATIOM'B   CAPITM. 

glatorv 

Roots  of  the  Oniversity  of  the  District  of  Columbia  extend 
to  Iftil  when  Myrtilla  Miner  founded  a  school  for  free  colored 
qirls.   From  that  modest  beginnir-,  public  higher  education 
in  the  District  of  Columbia  has  been  known  by  several  names: 

—  Miner  Normal  School 

—  Wilson  Normal  School 

—  Miner  Teachers  College 

—  Wilson  Teachers  College 

—  D.C.  Teacher  College 

—  Federal  City  College 

—  Washington  Technical  Institute  ^^   ^.   ^ 

—  Oniversity  of  the  District  of  Columbia,  the  first 
comprehensive  higher  education  institution  ever 
established  in  the  nation's  capital 

ptruotura 

ODC  is  qoveraad  fex  A  i8-member  fiaflSfl  Sl  TrUPte^g,  with  11 
^[^ere  appointed  by  the  Mayor  and  confirmed  by  the  Council; 
three  elected  by  aHwini;  and  one  elected  by  the  student  body. 

tTX>C  has  functions  of  an  eatlre  state  system.   It  has: 

*  Associate's  degrse  programs 

*  Baohelor's  degree  programs 

*  Master's  degree  programs 

*  Land-graat  programs 

He  other  single  institution  can  compare  aeaningfully  to  TOC. 

*  No  other  institution  in  the  U.S.  matches  UDC's 
functions  one-to-one. 

*  Entire  state  systems  come  closest  to  true 
comparability. 

*  Specific  aspects  of  individual  institutions  can  be 
compared . 

Fiscal  eomparisoB  xi£]l  fitatfi  ByateBg. 

*  Support  per  capita  for  higher  education  by  state  and 
local  governments: 

--  U.S.  average (1990-91)   —  $312.28 
—  D-C. (1990-91)   —   S167.17 
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—  Karyland(  1990-91)   —  $396.49 

—  Virginia (1990-91}   —   $328.14 

D.C.  cut  support  tor  OSC  by  aers  th&a  fsa  million (41  pareoat) 
■iaoo  1990-91,  froB  f7C  Billion  to  943  Billion. 

D.C.  support  per  capita  in  1994-199S  —   $98.00. 

Tuition  SaHiM. 

In  the  face  of  rising  costs  and  tha  need  to  diminish  its 
dependence  on  the  appropriation,  UDC  attempts  to  preserve 
afferdability  as  a  eentral  elsKent  of  its  aission  while,  at 
tha  same  time,  raising  tuition  to  a  level  of  parity  with 
taxpayer  contributions.   Recently,  trustees  voted  to  double 
UDC  tuition  by  fall  semester  1997  and  to  remove  the  "cap" 
that  lessened  costs  for  some  full-tine  students. 

effective  fall  semester  1996,  occ  tuition  will  be: 

—  Undergraduate  resident      $58/credit  hour 

—  Graduate  resident         $iS5/credit  hour 
~  Non-resident  undergraduate  $176/credit  hour 

—  Kon-resident  graduate      $276/credit  hour 

effeotive  fall  semester  1997,  UDC  tuition  will  bet 

—  Undergraduate  resident  $75/credit 

—  Graduate  resident  $198/credit  ho\ir 

—  Non-resident  undergraduate  $185/credit  hour 

—  Non-resident  graduate  $329/credit  hour 

The  university  is  multicultural  and  intergenerational;  thus, 
there  is  no  typical  UDC  student.  However,  a  student  profile 
can  be  sketched  from  fall  semester  199S  enrollment  data: 

*  Total  headcount  enrollment  was  9,660,  with  63  peroeat 
enrolled  part-time  and  37  percent  enrolled  full-time. 
A  majority— S7  percent — ore  female  and  43  percent  are 
male. 

*  The  average  age  of  the  student  body  is  22,  years. 

*  Of  the  students  enrolled,  72  peroent  are  African 
American,  3  percent  are  white,  and  25  percent  are 
"other" . 

*  Eighty-seven  peroent  are  D.c.  residents  and  13  percent 
are  non-residents. 
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*  About  70  p«ro«Bt  raportad  lev  faally  iaeoma,  60  percent 
do  not  live  vith  parents,  CO  paraent  are  employed^  and 
4  0  percent  report  helping  support  ninor  children. 

MafcioBal  £ank 

The  University  of  the  District  of  Celuabia  is  ranked  aaong: 

*  The  laa  10  universities  in  the  nation  in  the  number  of 
bachelor's  degrees  in  science  and  engineering  awaxded  to 
Black  students. 

*  The  Top  S  universities  in  the  nation  in  average  annual 
degrees  conferred  to  African  Americans. 

*  T^e  Top  20  in  conferring  baccalaureate  degrees  on 
African  Americans  in  all  disciplines  combined. 

*  The  Top  30  xiniversitles  in  the  number  of  African 
American  bachelor's  degree  recipients  who  continue  on  to 
earn  the  Ph.D.  degree. 

*  The  Top  Zi   universities  in  the  number  of  master's 
degrees  awarded  to  African  Americans. 

yaoultv  AnA  Aoademies 

UOC  employs  363  continuing  full-time  faculty  for  7S  degree 
programs  arrayed  within  18  departments  in  two  colleges.   In 
addition,  its  law  school  employs  16  continuing  full  time 
faculty  for  that  professional  program. 

More  than  jO  percent  fi£  ODC  faculty  have  earned  terminal 
decrees . 

Its  multicultural  faculty  have  strong  credentials  and  fine 
reputations  among  peers: 

—  A  faculty  member,  Joseph  Brent,  won  the  Morris  D. 
Forkosch  Prize,  awarded  by  the  Journal  o£  ih&   HJatory 
St.   Ideas,  for  writing  the  best  book  of  intellectual 
history  in  1993  about  Charles  Sanders  Peirce,  the 
"father  of  pragmatism". 

—  A  faculty  member,  Elsie  Williams,  has  published  an 
aaolaimad  volume  on  the  life  and  work  of  oomedy  icon, 
Jackie  "Kona"  Mabley.  ,^  ^ 

—  V.  J.  Melnick,  director  of  UDC's  Center  for  Applied 
Research  and  Urban  Policy,  is  respected  worldwide  by 
her  peers  as  a  world  olass  research  biologist. 
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—  Hame  Watt,  head  of  DDC's  Water  Resources  Research 
Center,  supervises  the  writing  of  half  the  world's 
environaental  scholars  who  are  submittln?  entries  for 
publication  in  the  Sneyolopcdia  of  Life  support 
Systaas,  now  under  development. 

—  Ray  Whitaan  of  UOC's  business  prograa  has  developed  a 
strong  following  for  the  forecasts  of  economic 
conditions  in  the  District  of  Columbia  he  piiblishes 
each  month. 

—  Yafar  Vossoughi  of  ODC's  faculty  is  performing  ground- 
breaking research  in  biomedical  science  that  promises 
major  breakthroughs  in  the  healing  arts. 

Organ i Bed  Keseareh 

Fulfilling  its  land  grant  mission.  UDC  directs  its  research 
efforts  toward  finding  solutions  for  urban  problems. 
Research  by  faculty  is  performed  within  several  clusters: 

*  Center  for  Applied  Research  and  Urban  Policy 

—  Homelessness  studies 

—  Infant  mortality  studies 

—  Boarder  babies  and  substance  abusers 

*  Water  Resources  Research  Center  ^r  -   " '' 

—  Anacostia  watershed  '  "" 

—  Potomac  River  basin 

—  Chesapeake  watershed 

*  Agricultural  Experiment  Station 

—  Soil  testing 

~  Solid  waste  management 

—  Heavy  metals  in  the  environment 

*  Engineering  Research  Institute 

—  Biomechanics 

-"  Dynamic  stress  analysis 

—  Soil  dynamics  during  earthquakes 

ZllbUfi  OgggJiM  Cutreach 

UDC  touches  the  lives  on  a  daily  basis  of  more  than  300,000 
of  the  approximately  560,000  residents  of  the  District: 

*  Cooperative  Extension  Service 

*  Speech  and  Hearing  Clinic 

*  Aftercare  Substance  Abuse  Treatment  Demonstration  Center 

*  Certif Ication/Licensure  Programs 

*  Institute  of  Gerontology 

*  Radio  Station  and  Cable  TV  Channel 
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*  At  £«ast  A  Dozen  Pre-College  Programs 

Boenonio  Inpaet 

In  addition  to  the  $22  nillion  in  grant  funds  that  faculty 
attract  to  UDC  and  spend  on  goods,  services  and  persoiuiel  in 
the  District,  UDC  has  a  major  economic  impact  on  the  city,  to 
wit: 

over  an  average  five  years,  UDC  annual  confers  — 

—  137  master's  degrees 

—  S28  bachelor's  degrees 

—  215  associate's  degrees. 

over  that  same  five-year  average  pex-iod. . . 

—  80  percent  of  UDC  graduates  remain  in  D.C. 

—  10  percent  of  UDC  graduates  remain  in  the  suburbs 

More  than  ever,  a  college  education  is  the  gateway  to 
economic  opportunity.   Recent  data,  as  reported  by  the  Census 
Bureau,  show  expected  family  income  by  the  educational 
attainment  of  the  head  of  the  household: 

High  school  dropout's  annual  household  income  —  $27,952 

High  school  graduate's  annual  household  income  —  $41,078 

College  graduate's  annual  household  income     —  $73,365 

Professional  school  graduates  household  income  —  $122,956 

Clearly,  taxes  collected  from  the  college  graduate  remaining 
in  the  District  of  Colxunbia  are  substantially  greater  than 
the  amount  levied  on  the  high  school  graduate. 

ftyeggM  S.%szXs» 

Dozens  of  stories  can  be  told  about  UDC  graduates: 

*  Thomas  Stewart,  an  honors  graduate  at  UDC,  completed  the 
Ph.D.  in  political  science  at  Harvard  University  last  year. 

*  Sharon  Horton,  an  honors  graduate  at  UDC,  completed  her 
Ph.D.  in  neurosdence  at  Stanford  University  this  year. 

*  Jeffrey  Thompson  is  president  and  managing  partner  of  a 
District-based  accounting  firm  that  employs  300  people. 

*  Soy  Layne  is  controller  of  Earl  Graves'  Pepsi  Cola 
Bottling  Company  of  Washington. 
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Mayor  Barry.  Thank  you  very  much. 

Mr.  Walsh.  You  are  welcome. 

Mr.  Dixon. 

Mr.  Dixon.  Thank  you  very  much,  Mr.  Chairman. 

Thank  you  for  your  statement,  Mr.  Mayor. 

I  guess  my  questions  originally  are  to  Dr.  Brimmer.  As  the 
Chairman  indicated,  I  have  expressed  some  concerns  about  your 
revenue  projections  for  1997,  so  if  we  could  start  with  1996  and 
find  out  how  short  you  are  actually  going  to  be  in  your  1996  reve- 
nues. 

FY  1996  REVENUES 

Dr.  Brimmer.  Again,  Mr.  Chairman,  if  you  look  at  our  report 
dated  June  14,  on  page  5,  Table  1,  there  we  show  that  the  revenue 
for  1996  is  total  revenues  from  all  sources  $4.9  billion  dollars.  We 
show  for  1997  an  increase  to  $5.1  billion.  We  believe  that  that  reve- 
nue as  of  now  is  reasonably  assured. 

We  will  be  getting  a  report  from  the  Chief  Financial  Officer, 
which  will  give  us  an  accounting  through  the  middle  of  the  year. 
It  is  my  impression  that  at  this  time  the  revenue  is  about  on 
course,  but  as  the  statute  requires,  if  after  the  midyear  review  the 
revenue  is  falling  short  of  what  was  anticipated  at  the  time  the 
budget  was  adopted,  we  would  have  to  take  steps  to  close  the  gap, 
and  we  would  be  prepared  to  do  that,  but  as  of  now  we  believe  it 
would  be  roughly  on  course. 

Mr.  Dixon.  Your  1996  revenues  you  feel  would  be  on  target  at 
$4.9  billion? 

Dr.  Brimmer.  Yes. 

Mr.  Dixon.  Mr.  Mayor,  chime  in  if— 4.935? 

Dr.  Brimmer.  Yes. 

FY  1997  REVENUES 

Mr.  Dixon.  Right.  And  what  you  are  saying  is,  if  your  revenues 
in  1997  are  not  $5,029  billion,  that  you  will  be  able  to  make  some 
mid-course  changes? 

Dr.  Brimmer.  Yes.  The  way  those  changes  would  have  to  be 
made  would  clearly  focus  on  the  expenditure  side.  I  see  no  prospect 
short  of  new  taxes  and  so  on  to  increase  the  revenue  stream. 

IF  NO  increase  in  THE  FEDERAL  PAYMENT  FOR  FY  1997,  THEN 

expenditures  would  be  reduced 

The  other  source  would  be  an  increase  in  the  Federal  payment, 
which  we  are  not — our  projection  assumes  there  would  be  no  such 
increase,  so  we  have  $660  million  for  that,  so  we  would  expect  to 
make  adjustments  on  the  expenditure  side. 

Mr.  Dixon.  Now,  at  the  end  of  the  1996  fiscal  year,  what  is  your 
estimate  of  the  accumulated  deficit? 

ACCUMULATED  DEFICIT  OF  $495  MILLION  BY  SEPTEMBER  30,  1996 

Dr.  Brimmer.  We  would  anticipate  at  the  end  of  fiscal  1996,  the 
accumulated  deficit  would  be  $495  million.  The  accumulated  deficit 
at  the  end  of  1995  was  $379  million. 
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Mr.  Dixon.  And  you  will  be  recommending  that  there  be  a  bor- 
rowing in  1997  or 

Dr.  Brimmer.  In  1997.  A  long-term  borrowing. 

Mr.  Dixon.  Yes,  I  understand. 

Dr.  Brimmer.  The  exact  amount 

Mr.  Dixon.  The  long-term  borrowing,  and  the  history  of  it  has 
been  short-term  spending. 

Dr.  Brimmer.  Yes,  yes. 

borrowing  $331  million  IN  FY  1991 
[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  page  666,  this  volume.] 

Mayor  Barry.  Mr.  Dixon,  may  I  comment  on  that? 

Mr.  Dixon.  Sure. 

Mayor  Barry.  I  think  the  difference — and  I  know  how  you  feel 
about  what  happened  in  1991. 

Mr.  Dixon.  $336  million  which  included  $5  million  in  borrowing 
costs. 

Mayor  Barry.  That's  right.  You  were  here.  You  fought  hard  and 
gallantly  and  got  the  Congress  to  approve  $331  million  borrowing. 
It  is  all  spent  up.  And  also  another  $100  million  you  got,  so  it  was 
really  $431  million  of  new  money  in  1991  that  no  one  anticipated 
coming  in. 

Unlike  then — and  now  we  know,  first  of  all,  what — how  imprecise 
the  deficit  was,  even  with  the  335 — we  had  it  outlined  from  my 
auditors — 54  million  in  1995  and  116  in  1996. 

First  of  all,  the  money  borrowed  from  the  Treasury,  were  we  able 
to  do  that,  would  go  to  the  Control  Board.  That  would  be  the  repos- 
itory of  it  initially.  The  city  would  have  to  then  submit  their  bills 
and  plans  before  it  was  spent.  Believe  me,  this  board  is  tight.  They 
are  not  loose  with  money. 

So  that  is  the  big  difference  where  the  Mayor  and  the  City  Coun- 
cil would  have  that  kind  of  check  and  balance.  Plus  the  fact  we 
have  a  Mayor  that  believes  in  telling  the  truth  and  keeping  his 
word  about  it. 

$500  MILLION  BORROWING  TO  PAY  PROVIDERS 

If  we  are  going  to  borrow  to  pay  for  past  bills,  it  is  what  we  are 
going  to  do.  We  are  not  going  to  spend  it  on  current  operations 
even  if  we  could  spend  it  that  way.  That  is  the  big  difference.  I  un- 
derstand sensitivity  about  it.  I  share  it.  I  would  be  as  frustrated 
as  you  were  if  it  happened  to  me.  That  is  the  big  difference  in 
1996. 

But  on  the  other  hand,  if  we  don't  borrow  this  money,  we  are 
going  to  continue  to  have  these  providers,  day  care  providers,  AIDS 
providers  and  hospitals,  carrying  this  deficit,  and  it  is  unfair.  In 
fact,  we  have  run  about  a  dozen  or  so  businesses  out  of  business 
because  we  couldn't  pay  them  in  time  for  them  to  keep  afloat.  Plus 
we  have  gotten  some  vendors  that  won't  supply  goods  and  services 
to  us.  They  don't  believe  we  are  going  to  pay  them.  Others  would 
only  do  it  on  CODs.  We  have  had  gasoline  canceled  because  we  had 
to  pay  up  front  before  we  do  that. 

ICLERK'S  NOTE. — Regarding  vendor  payments,  the  Chief  Financial  Officer  stat- 
ed at  a  meeting  with  Committee  staff  on  October  10,  1996,  that  vendor  payments 
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are  current,  i.e.,  payments  are  made  within  30-45  days  after  receipt  of  the  vendor 
invoices.] 

Mr.  Dixon.  Mr.  Chairman,  I  hope  you  will  start  my  time  again. 

Mayor  Barry.  I  took  your  time.  I  am  sorry. 

Mr.  Walsh.  When  you  finished  at  the  end — ^you  went  over  a  little 
bit. 

Mr.  Dixon.  Right,  but  the  Mayor  was  using  my  time. 

Mr.  Walsh.  We  will  keep  our  questions  to  5  minutes.  You  have 
to  keep  your  answers  a  lot  shorter. 

Mr.  Dixon.  Now,  as  I  understood  it,  although  there  was  a  large 
accumulated  deficit,  some  of  the  deficit  would  not  have  to  be  paid 
off  immediately;  in  the  past,  as  it  related  to  the  $331  million,  there 
were  some  vested  payments,  but  they  were  not  necessarily  due.  Is 
that  the  case  this  time,  Dr.  Brimmer?  In  other  words,  if  you  borrow 
$500  million,  do  you  expect  that  all  $495  million  to  go  out  imme- 
diately for  past  debts,  or  are  there  some  built-in  items  that  don't 
have  to  be  paid  immediately  but  are  owed,  like  sick  leave,  that 
kind  of  thing? 

Dr.  Brimmer.  Yes  my  expectation  is  that  the  uses  of  the  proceeds 
from  the  borrowed  funds  would  be  first  to  pay  back  bills. 

Mr.  Dixon.  Right. 

PART  of  deficit  BORROWING  FOR  WORKING  CAPITAL 

Dr.  Brimmer.  But  also  to  provide  current  working  capital. 

Mr.  Dixon.  That  is  what  I  was  getting  at.  It  will  provide  some 
current  working  capital. 

Dr.  Brimmer.  Congressman,  you  might  recall  that  in  our  rec- 
ommendation we  say  it — that  we  announced  that  the  Congress  au- 
thorize the  borrowing,  then  leave  to  the  Control  Board  the  author- 
ity to  decide  when  to  borrow,  how  much,  under  what  terms,  and 
the  uses  to  be  made  of  the  proceeds,  and  we  would  assure,  as  the 
Mayor  has  already  indicated,  that  we  would  have  the  responsibility 
to  monitor  those  uses,  and  we  would  assure  that  the  proceeds  were 
used  for  the  purposes  so  stated. 

Mayor  Barry.  That  doesn't  include — the  balance  sheet  does,  but 
the  specific  accumulated  deficit  of  $335  million  and  $54  million  and 
$116  million  does  not  include  sick  leave  and  pension  payments. 

[CLERK'S  NOTE.— The  accumulated  deficit  DOES  include  sick  leave  as  required 
by  Generally  Accepted  Accounting  Principles  (GAAP).  As  noted  by  Congressman 
Dixon  above,  sick  leave  is  an  item  that  is  owed  to  employees  (and  therefore  recorded 
as  a  liability  which  is  factored  into  the  accumulated  deficit  or  surplus)  but  the 
amount  does  not  require  an  immediate  cash  disbursement  so  there  is  no  impact  on 
the  District's  cash  requirements.  See  also  last  paragraph  on  page  576,  this  volume, 
concerning  the  INDIRECT  RELATIONSHIP  between  the  accumulated  fund  deficit 
and  cash,  and  a  reference  to  KPMG  Peat  Marwick's  response  stating  that  the  rela- 
tionship is /ND/Ze^JCT.  1 

restructuring  d.c.  general  hospital 

Mr.  Dixon.  Let  me  just  change  the  subject,  then  I  will  ask  ques- 
tions on  the  second  round.  Let's  talk  about  restructuring  just  for 
a  minute.  I  understand  from  Chairman  Clarke's  comments  and 
from  yours.  Dr.  Brimmer,  and  yours,  Mayor,  that  there  is  a  serious 
restructuring  program  going  on. 

Let  me  focus  in  on  one  of  those  that  I  would  call  restructuring, 
and  that  is  the  D.C.  General  Hospital.  The  concept  and  the  idea 
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for  restructuring  of  that  institution  has  been  around  for  a  long 
time.  In  fact,  the  District  has  hired  outside  consultants  from  time 
to  time,  and  so  in  my  mind  the  restructuring  would  not  take  as 
much  effort  because  the  background  is  there,  and  probably  some 
work  product  is  there  also  that  would  allow  you  to  be  able  to  imple- 
ment that  rather  quickly. 

So  let  me  ask  if  anyone  can  give  me  just  a  sketch  of  where  you 
are  on  restructuring  D.C.  General  Hospital,  and  secondly,  if  you 
can  explain  to  me  how  forming  this  Public  Benefit  Corporation  is, 
in  fact,  going  to  save  a  great  deal  of  money,  because  I  would  as- 
sume that  the  clientele  would  be  the  same,  and  so  in  my  mind,  it 
is  very  difficult  to  make  a  real  savings  there.  It  may  be  a  better 
delivery  system,  but  whether,  in  fact,  we  can  look  at  a  real  savings 
from  restructuring  D.C.  CJeneral  Hospital  is  a  question  in  my  mind. 
So  if  any  of  the  three  of  you  could  respond,  then  I  will  ask  ques- 
tions on  the  next  round. 

Mayor  Barry.  Mr.  Chairman,  even  though  studies  have  been 
done  over  the  years,  health  care  and  health  care  delivery  system 
is  shifting  every  year,  not  just  in  Washington,  but  all  over  America. 
There  are  several  advantages.  One  is  that  our  community  health 
clinics  were  brought  in  the  system  with  D.C.  General.  Right  now 
a  patient  can  go  to  a  health  clinic  and  have  examinations.  No 
records  are  sent  to  D.C.  General.  They  go  over  there,  the  same  kind 
of  examinations.  You  are  going  to  be  saving  money  doing  that. 

But  also  we  can  put  more  erriphasis  on  prevention.  The  biggest 
cost  of  health  care  in  Washington  is  in-patient  health  care.  That  is 
where  you  find  the  biggest  cost  in  Medicaid  and  biggest  cost  in 
terms  of  health  delivery,  so  we  catch  some  of  these  problems  early 
in  our  community  health  clinics. 

Thirdly,  our  view  is  that — we  have  some  disagreements  to  some 
extent  in  government,  but  not  much — is  if  the  Public  Benefit  Cor- 
poration can  also  become  a  public  health  maintenance  organization, 
it  can  then  attract  Medicaid  patients  and  AFDC  recipients  or  other 
third-party  carriers  to  have  some  paying  customers  that  would  off- 
set the  subsidy,  not  fully,  but  some  that  were  not  paying.  Right 
now  we  don't  have  any  of  that.  We  don't  have  a  public  HMO.  And 
also  the  Board  would  have  a  single  focus,  11-person  board  to  focus 
on  improving  the  quality  of  services  and  cutting  costs  at  D.C.  Gen- 
eral. 

So  the  big  difference  is  we  now  know  where  we  want  to  go  with 
a  250-bed — 200-bed  facility  as  opposed  to  a  400-bed  facility  in  our 
clinics,  some  of  which  I  am  sure  will  be  closed  by  the  Board  be- 
cause they  are  scattered  in  different  places. 

I  think  in  the  final  analysis  you  will  find  that  we  are  going  to 
save  not  only  a  significant  amount  of  money,  but  improve  the  qual- 
ity of  health  care,  because  when  your  charts  can  follow  you  elec- 
tronically from  clinic  to  the  hospital,  that  saves  money,  and  also 
with  the  health  care.  We  intend  to  have  it  implemented.  The  soon- 
er we  get  the  Council  to  do  the  second  reading  on  the  PBC  and  get 
the  Board  to  improve  the  contract  for  the  public  HMO,  operation 
by  October  1st. 

Mr.  Dixon.  October  1st? 

Mayor  Barry.  First  of  this  year.  Absolutely. 
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FISCAL  YEAR  1997  BUDGET  MAKES  ASSUMPTIONS  ABOUT  HEALTH  CARE 

DELIVERY 

Mr.  Dixon.  So  the  budget  presented  here  makes  assumptions 
about  health  dehvery? 

Mayor  BARRY.  Yes,  it  does.  Not  only  there,  but  in  Medicaid  you 
notice  we  are  going  to  save  a  potential  cost  of  $100  million  in  Med- 
icaid by  managed  care  by  bringing  our  benefits  in  line  with  Mary- 
land and  Virginia  through  capitated  rates  in  nursing  homes  and 
hospitals.  We  already  have  DTR  average  cost  in  hospitals,  so  we 
are  going  to  find  some  savings  there  of  $100  million  in  1997  over 
potentially  what  would  have  had  been  there  if  we  didn't  have  those 
reforms. 

Mr.  Dixon.  Thank  you,  Mr.  Chairman.  I  have  some  questions  on 
the  second  round. 

D.C.  BUDGET  THREE  TIMES  GREATER  THAN  LARGER  POPULATED  CITIES 

Mr.  Walsh.  Mr.  Bonilla. 

Mr.  Bonilla.  Thank  you,  Mr.  Chairman. 

Good  afternoon,  gentlemen. 

D.C.  BUDGET  APPEARS  OUT  OF  LINE  FOR  POPULATION  SIZE 

I  would  like  to  start  ofF  asking  a  question.  Mayor,  that  you  prob- 
ably had  asked  before,  but  I  would  appreciate  an  explanation  on  it. 

Understanding  that  cultures  and  geographic  areas  are  different, 
I  still  wonder  sometimes  why  a  city,  for  example,  like  Baltimore 
with  a  population  of  significantly  more,  a  population  of  725,000 
people,  operates  with  a  budget  of  $1.7  billion.  The  District's  budget 
is  almost  roughly  3  times  that  and  it  has  a  smaller  population  of 
550,000.  Do  things  cost  more  here?  What  exactly  is — I  understand 
if  it  would  be  a  smaller  gap,  but  this  a  significant  gap.  We  are  talk- 
ing a  couple  of  billion  dollars  here. 

Mayor  BARRY.  Let  me  explain  the  difference.  Washington,  D.C, 
our  government  is  paying  almost  $336  million  in  pension  payments 
to  former  employees  who  were  firefighters,  teachers,  judges,  and 
police  officers.  You  all  left  us — not  you,  but  the  Congress  left  us 
with  an  unfunded  pension  liability.  Baltimore  doesn't  have  to  pay 
$336  million  for  pension  payments.  They  have  a  current  system 
that  is  viable. 

Secondly,  Baltimore  does  not  operate  a  State  mental  health  insti- 
tution. We  are  paying  $195  million  for  our  State  mental  health  in- 
stitution, in-patient  and  out-patient. 

Baltimore  does  not  operate  a  State  prison  institution.  We  are 
paying  $267  million  for  our  State  prison  institutions. 

Baltimore  does  not  pick  up  any  costs  of  Medicaid.  We  are  paying 
$404  million  in  Medicaid  of  our  local  money,  and  you  add  up  to 
the — in  the  Federal  match  8  some  million  dollars. 

Baltimore  does  not  pay  AFDC  payments  of  $68  million.  Balti- 
more does  not  operate  a  motor  vehicle  system:  registration,  tags, 
and  car  registrations. 

I  can  go  on  and  on  and  on.  If  you  take — someone  did  a  study  not 
long  ago,  maybe  5,  10  years  ago — if  you  take  all  the  services  that 
Baltimore  citizens  receive  by  the  city,  the  services  provided  by  the 


683 

State  of  Maryland,  add  up  all  of  those  employees  and  all  of  those 
costs,  the  costs  per  capita  would  be  greater  than  Washington. 

That  is  why  our  budget  is  so  much  larger  than  Baltimore.  You 
have  to  look  at  those  great  State  costs,  those  county  costs,  and 
those  nontraditional  city  costs,  and  you  will  see  the  difference.  In 
fact,  I  think  Mr.  Walsh  has  asked  GAO  to  do  a  study  on  the  State- 
like functions  in  the  District  and  the  cost  of  those  functions  and 
also  what  our  recommendation  would  be  as  who  would  bear  those 
costs.  If  you  add  it  all  up,  the  unfunded  pension  liability  is  a  lot 
of  money. 

DISTRICT  OF  COLUMBIA  PAYS  FEDERAL  HIGHWAY  MATCH 

The  other  big  cost  Baltimore  does  not  have  to  bear  is  that  the 
city  of  Washington  has  to  bear  the  20  percent  match  for  all  of  our 
Federal  highway  money.  The  State  bears  that  cost  in  Baltimore, 
that  is  the  295  freeway,  the  Southwest  Freeway,  Eisenhower  Free- 
way, our  major  roads  and  streets.  The  State  of  Maryland  bears  that 
cost,  yet  we  are  spending  $34  million  of  our  money  every  2  years 
for  that  match. 

[CLERK'S  NOTE.— Regarding  the  preceding  statement  that  the  State  of  Mary- 
land rather  than  the  city  of  Baltimore  pays  the  20  percent  local  match  for  Federal 
highway  funds,  see  discussion  below  clarifying  that  Baltimore  County,  not  the  State 
of  Maryland  or  the  city  of  Baltimore,  collects  the  highway  taxes  and  therefore  pays 
the  local  match  for  Federal  highway  funds  for  projects  in  the  city  of  Baltimore.  In 
the  District  of  Columbia,  the  District  collects  the  highway  taxes.] 

D.C.  SUBSIDIZES  METRO  TRANSIT  SYSTEM 

Mayor  Barry.  The  other  big  cost  we  have  here  is  that  we  sub- 
sidize our  Metro.  We  are  spending  $130  million  of  local  taxpayer 
money,  and  we  gladly  do  it,  to  subsidize  our  train  and  our  Metro. 
Baltimore  is  not  doing  it.  The  State  of  Maryland  subsidizes  even 
Montgomery  County's  share  of  Metro  payments  and  Prince 
George's  share  of  Metro  payments.  All  of  these  functions  cost  a  lot 
more  when  you  come  back  and  add  up  people  who  do  it.  If  we  do 
a  study  of  Baltimore  and  Washington,  Baltimoreans  are  costing 
State,  local  and  county  governments  more  than  our  governments 
are  costing  our  citizens  and  the  Federal  Government. 

Mr.  BONILLA.  Let  me  touch 

Mayor  Barry.  Does  that  answer  your  question? 

Mr.  BoNlLLA.  Yes,  that  clarified  quite  a  bit,  but  some  of  those 
cost — for  example,  Medicaid  and — it  is  not  entirely  borne  by  the 
municipality  as  you  are  indicating,  but  I  understand  what  you  are 
saying. 

Mr.  Walsh.  Would  you  yield? 

Mr.  BONILLA.  I  would  be  happy  to  yield. 

BALTIMORE  COUNTY  COLLECTS  AND  PAYS  HIGHWAY  TAXES 

Mr.  Walsh.  He  gave  you  Baltimore  City.  The  county  budget 
where  Baltimore  is  located  pays  50  percent  of  Baltimore's  Medicaid 
budget.  Also  the  State  of  Maryland,  not  Baltimore,  collects  the  gas 
tax  that  pays  for  the  local  highway  match,  so  the  State  pays  the 
match.  Here  the  city  collects  the  tax  that  is  supposed  to  pay  for  the 
highway  match,  so  it  works  exactly  the  same. 
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Mayor  Barry.  I  don't  agree  with  you,  Mr.  Chairman.  Let's  talk 
about  Medicaid.  The  form  of  Medicaid  is  discriminatory  against  the 
District.  What  it  does  is  it  takes  the  average  income  earned  in  the 
State.  That  becomes  a  formula  for  your  match.  Mississippi  has 
probably  some  of  the  highest  match  of  70  some  percent.  If  70  per- 
cent of  all  the  income  earned  in  the  District  leaves  the  District,  we 
still  pay  50  percent.  That  means  we  don't  have  the  advantage  of 
an  income  tax  or  sales  taxes  on  those  that  spend  money,  so  we  are 
still  on  the  short  end  of  the  stick  on  Medicaid.  It  is  as  simple  as 
that. 

I  understand  in  Baltimore  City — he  asked  a  question  about  Balti- 
more City.  I  didn't  understand  him  to  ask  a  question  about  Balti- 
more County,  did  you.  Congressman? 

Mr.  BONILLA.  It  was  all-inclusive,  yes. 

Mayor  Barry.  That  is  not  true. 

BUDGET  IS  $1.7  BILLION  FOR  BALTIMORE  CITY  AND  COUNTY  COMBINED 

Mr.  Walsh.  The  budget  is  $1.7  billion  for  Baltimore  City  and 
county  combined,  which  is  everything  but  the  State  functions. 

Mayor  BARRY.  I  would  like  to  examine  that  budget.  As  I  said,  if 
you  add  all  of  the  unfunded  pensions,  the  tremendous  debt  service, 
$335  million  we  are  paying  because  the  Federal  government  didn't 
fix  up  the  roads  and  streets  and  schools,  add  up  the  Medicaid  sub- 
sidy we  happen  to  put  up,  it  is  my  understanding — and  again,  I 
haven't  seen  the  budget  cost,  but  I  suspect  that  Baltimore  County 
is  not  paying  the  50  percent  Medicaid  match.  I  know  in  your  coun- 
ty, your  county  pays  about  2  percent  of  the  medicaid  match. 

Mr.  Walsh.  Our  county  pays  50  percent  of  the  Medicaid  match. 

Mayor  Barry.  I  disagree  with  that.  We  will  get  the  facts  on  that. 

[CLERK'S  NOTE.— As  of  October  15,  1996,  Mayor  Barry  had  not  supplied  the 
Committee  with  a  copy  of  "the  facts"  on  the  issue  referred  to.] 

Mr.  Walsh.  That  is  a  fact. 

B.C.  PUBLIC  school  PER  PUPIL  COST  OF  $9,000 

Mr.  Bonilla.  We  can  move  on  now,  if  that  is  okay  with  you, 
Mayor. 

I  wanted — as  I  started  to  ask  earlier,  just  touch  briefly  on  public 
education  expenditures  rising  when  the  population  trend  of  D.C.  is 
continually  declining,  and  the  last  figure  I  saw  was  that  it  was 
about  $9,000  spent  per  student,  and  I  understand,  again,  account- 
ing for  geographic  and  cultural  differences  in  many  parts  of  this 
country,  that  is  enough  to  pay  for  a  private  school  education. 

Mayor  Barry.  Congressman,  I  respectfully  suggest  we  can  get 
current — some  accurate  figures.  Those  figures  are  not  accurate. 
Last  numbers  I  saw  was  about  $5,500,  which  is  below  Montgomery 
County. 

Mr.  Bonilla.  That  is  a  recent  figure — I  don't  know  if  we  have 
that  most  current  figure  immediately  available 

Mayor  Barry.  I  will  give  it  to  you  this  afternoon,  the  accurate 
figure.  The  school  population  has  remained  steady,  about  80,000 
for  the  last  4  or  5  years. 
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Mr.  BONILLA.  The  $9,000  figure,  or  maybe  even  above  $9,000, 
was  something  we  discussed  in  our  hearings  last  year  as  well. 
Mayor  Barry.  I  will  get  you  an  accurate  figure. 

[CLERK'S  NOTE.— As  of  October  15,  1996,  Mayor  Barry  had  not  supplied  the 
Committee  with  "an  accurate  figure".] 

D.C.  PRIVATIZATION  EFFORTS  AND  RESULTANT  SAVINGS 

Mr.  BONILLA.  Regarding  efforts  to  privatize  some  of  the  District's 
functions,  Mayor,  can  you  just  cite  some  examples  of  specific  func- 
tions that  are  being  privatized  and  the  savings  this  will  produce? 
And  quite  frankly  I  believe  that  the  more  you  privatize,  the  more 
money  you  save,  period,  on  just  about  any  function  the  government 
can  look  at.  Tell  me  about  that. 

Mayor  Barry.  Let  me  tell  you  privatization  is  no  panacea.  The 
reason  the  government — I  am  moving  towards  privatization  be- 
cause in  some  instances  you  improve  the  quality  of  services  as  well 
as  lower  the  cost. 

The  private  sector  is  not  in  the  same  kind  o.'  scrutiny  the  public 
sector  is.  A  lot  of  their  inefficiencies,  a  lot  of  their  ineffectiveness, 
a  lot  of  their  management  problems  are  not  borne  out  in  public  be- 
cause you  don't  see  them. 

There  are  areas  where  we  are  privatizing.  The  school  system,  for 
instance,  is  going  to  privatize  the  security  system,  hire  a  company 
to  manage  the  security  system,  and  we  need  to  do  that  because  we 
have  a  lot  of  complaints  about  that.  The  school  system  wants  to 
privatize  the  food  services.  That  is  an  area  that  is  easy  to  quantify 
the  quality  and  the  cost  of.  We  are  going  to  privatize  medical  serv- 
ices in  the  Department  of  Corrections.  We  think  that  is  a  cost-effec- 
tive, quality  way  of  doing  it.  We  are  also  going  to  look  at 
privatizing  some  of  our  tax  collections  and  other  areas.  There  are 
areas  that  there  are  economies  of  scale.  There  are  also  price  bene- 
fits. We  are  going  to  privatize  our  transfer  station;  that  is,  when 
you  take  trash  and  garbage  off  of  the  streets,  you  take  it  someplace 
else. 

RESISTANCE  TO  PRIVATIZATION 

Mr.  BONILLA.  Are  you  getting  much  resistance  to  privatization 
attempts? 

Mayor  Barry.  Of  course,  by  workers,  by  the  unions.  I  don't 
blame  them.  They  are  going  to  resist  because  they  believe  they  are 
going  to  lose  their  jobs  in  some  instances.  They  also  believe  in  some 
instances  the  benefits  aren't  as  generous  in  the  private  sector. 

Mr.  BONILLA.  Are  you  prepared  to  do  what  is  best  for  the  bottom 
line  and  best  for  the  city? 

Mayor  Barry.  We  are  going  to  humanely  balance  it.  I  am  not 
going  to  disregard  our  workers  and  their  circumstances  because 
they,  too,  are  human  beings  and  have  to  pay  rent  and  mortgages. 
We  are  doing  it  in  a  way  that  captures  the  savings,  increases  the 
quality,  at  the  same  time  planned  to  be  orderly  and  with  some  kind 
of  humanity. 

Mr.  BONILLA.  Mayor,  I  have  been  on  this  Committee  for  a  little 
over  3  and  a  half  years  now.  I  have  never  tried  to  meddle  and 
micromanage  the  business  of  the  District  even  when  Mayor  Kelly 
was  appearing  before  this  subcommittee.  My  interest  is  not  in  try- 
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ing  to  tell  you  how  to  do  your  job.  I  would  just  encourage  you  to 
figure  out  solutions  on  your  own  with  the  Chairman,  of  course,  and 
Dr.  Brimmer,  to  fix  it. 

Mayor  Barry.  I  think  the  Transformation  Plan  is  a  good  road 
map. 

Mr.  BONILLA.  I  don't  want  to  tell  you  how  to  do  it.  I  just  hope 
you  all  are  able  to  do  it.  Thank  you,  Mayor. 

Mr.  Walsh.  Mr.  Kingston. 

Mayor  Barry.  Mr.  Kingston  from  Savannah. 

MAYOR  DISAGREES  WITH  CFO'S  MIDYEAR  EXPENDITURE  ESTIMATE 

Mr.  Kingston.  Mr.  Mayor,  the  CFO  said  you  are  at  36  percent 
of  your  budget  right  now  at  6  months;  is  that  correct?  Do  you  know 
that  to  be  correct? 

Mayor  Barry.  No,  I  don't  agree  with  that  figure. 

Mr.  Kingston.  Do  you  know  what  percent  you  are  approxi- 
mately? 

Mayor  Barry.  He  is  gone. 

Mr.  Kingston.  We  will  skip  that  question. 

Mr.  Walsh.  In  the  last — if  you  would  yield  for  one  second — at 
the  last  hearing  we  asked  Mr.  Williams,  and  his  testimony,  I  be- 
lieve, was  after  the  first  6  months  they  had  expended  36  percent 
of  the  appropriated  amount  for  1996. 

Mr.  Kingston.  Let's  just  say  either  it  is  plus  or  minus.  In  the 
next  6  months  what  do  you  anticipate  in  terms  of  expenditure;  do 
you  have  a  backside  where  the  big  bills  come  in  the  fall,  or  could 
you  keep  that  level  and  even  end  the  year  with  a  surplus? 

ALL  contracts  NOT  YET  ENTERED  INTO  OBLIGATION  SYSTEM  (FMS) 

Mayor  BARRY.  I  don't  think  so.  I  have  not  seen  Mr.  Williams'  tes- 
timony. I  do  know  this:  that  a  number  of  year-long  contracts  had 
not  been  entered  into  our  obligation  system.  We  are  going  to  prob- 
ably come  in  at  $4,994  billion,  which  is  our  budget  mark. 

Mr.  Kingston.  There  are  some  expenditures 

SOME  AGENCIES  PRESENTLY  OVERSPENDING 

Mayor  Barry.  It  will  be  difficult  to  do  that  because  the  schools 
are  overspending  now,  and  several  agencies  are  overspending  now, 
but  we  are  going  to  make  that  mark  of  $4,994  billion. 

SUCCESSES  AT  RESTRUCTURING  D.C.  GOVERNMENT 

Mr.  Kingston.  What — in  terms  of  restructuring,  what  has  been 
going  on  with  restructuring?  What  are  some  of  the  success  stories 
or  things  that  are  kind  of  past  the  planning  stage  and  into  the  im- 
plementation or  have  been  implemented? 

Mayor  Barry.  We  are  very  excited  about  some  of  the  things, 
Congressman.  As  I  briefed  you  on  my  implementation  plan,  I  call 
it  privatization  restructuring. 

D.C.  VILLAGE  CLOSED 

We  just  closed  D.C.  Village  just  yesterday.  Very  difficult.  We  had 
256  patients  in  January.  They  are  now  in  other  places.  We  are 
going  to  save  money  there  because  our  average  rate  was  $238  a 
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day.  We  are  now  down  to  probably  an  average  of  about  175  or  200 
a  day  for  those  same  patients  because  they  are  in  a  much  more  ef- 
ficiently run  operation. 

NEW  WATER  AND  SEWER  AUTHORITY 

We  are  going  to  have  a  water  and  sewer  authority  October  1st. 
Again,  we  will  put  a  board  of  directors  over  this  $200  million  facil- 
ity, and  our  criminal  law  and  personal  law  will  be  changed;  there- 
fore, they  can  purchase  more  rapidly  than  we  can  do  in  the  city 
government.  That  is  going  to  save  money  as  well  as  make  it  more 
efficient. 

ECONOMIC  DEVELOPMENT  CLUSTER 

The  same  is  true  with  our  public  clinics.  I  think  we  would  take — 
the  eight  agencies  that  make  up  the  development  cluster  will  now 
become  one  agency.  Initially  you  are  going  to  save  a  lot  of  money 
over  the  next  2  or  3  years,  become  more  efficient  and  functional 
being  consolidated,  and  that  is  going  to  work. 

OTHER  CONSOLIDATION  AND  PRIVATIZATION 

We  are  going  to  consolidate  our  fleet  management  and  privatize 
a  lot  of  that,  and  repair  our  cars  and  trucks,  put  it  out  in  the  pri- 
vate sector,  get  a  better  product. 

PRIVATIZATION  SAVINGS  UNKNOWN 

Mr.  Kingston.  Do  you  know  how  much  money  this  will  save? 

Mayor  Barry.  We  don't  want  to  just  give  you  a  number  until  we 
are  sure  we  know  what  we  are  talking  about.  After  this  becomes 
operational  October  1st,  we  will  begin  to  compare  this  cost  with 
this  year's  cost  and  begin  to  see  where  we  are  saving  money. 

PERSONNEL  WILL  BE  REDUCED  TO  30,000  BY  FY  1999 

And  also  restructuring  down  to  30,000  employees,  we  are  going 
to  go  from  35,000  employees  in  1992,  both  State,  county  and  city 
functions,  to  30,000  in  1999,  which  I  think  is  a  miracle,  the  largest 
cut  of  any  American  city  that  I  know  about  in  that  short  period  of 
time.  New  York  City  cut  a  quarter  of  its  work  force  in  4  years,  but 
now  it  is  back  up  there. 

BALANCING  THE  BUDGET 

Mr.  Kingston.  On  this  question  about  balancing  the  budget  in 
4  years  and  the  deficit  being  lower  than  anticipated,  do  you  think 
we  could  balance  in  2  years,  3,  2  and  a  half? 

Mayor  Barry.  I  think  that  I  know  the  deliberation  that  went  into 
the  Financial  Management  Systems  Act.  It  is  a  miracle  to  do  it  in 
4  years.  This  deficit  is  so  deep  in  a  knowledge-based  economy  when 
the  Federal  Government  downsizes.  When  the  Federal  Government 
sneezes,  we  catch  a  cold.  That  is  what  happens  in  that  situation. 
Four  years  is  a  miracle  to  do  it,  quite  frankly.  I  think  Mr.  Brimmer 
and  Mr.  Clarke  agree  with  that.  The  MacKenzie  report  agrees  with 
that.  Anyone  who  looks  at  it  objectively  would  agree  with  that. 
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HOME  RULE/MICROMANAGEMENT 

Mr.  Kingston.  To  touch  base  with  one  of  Mr.  Bonilla's  questions 
about  micromanagement,  do  you  feel  Home  Rule  has  been  re- 
spected by  this  Committee? 

Mayor  Barry.  By  and  large  I  think  the  Control  Board  was  som.e 
degree  of  intrusion  about  allowing  us  to  borrow  money  from  the 
Treasury  or  anywhere  else  without  some  assurance  that  there  was 
something  in  between  us  and  the  Congress  because  of  the  credibil- 
ity problem  that  this  government  had  when  I  came  in  office.  But 
I  think  by  and  large  there  was  some  efforts. 

As  you  know,  Mr.  Walsh  said  he  is  not  going  to  do  it  this  year. 
There  were  some  efforts  last  year  to  attach  what  I  call  authorizing 
kind  of  opportunities  into  a  budget  bill.  To  me  that  was  an  intru- 
sion of  Home  Rule,  rent  control  and  that  kind  of  thing,  that 
shouldn't  have  been  part  of  the  budget  bill.  Unfortunately  things 
are  that  it  was  not.  I  think  you  personally  have  been  very  sensitive 
to  Home  Rule.  I  have  chatted  a  number  of  times  about  that. 

Mr.  Kingston.  I  think  you  are  making  progress.  We  want  to 
make  sure  that  our  constituencies  and  your  constituencies  can  con- 
tinue working  together. 

travel  by  control  board  executive  director 

AND  district's  CFO 

Let  me  ask  'you  a  question,  Dr.  Brimmer.  Mr.  Hill  testified  he 
and  Tony  Williams  were  going  to  visit  some  other  cities  and  look 
at  how  they  were  structured  and  so  forth.  Has  that  taken  place? 

Dr.  Brimmer.  A  trip  was  made — let  me  ask  my  colleague  where 
they  went  and  what  they  did. 

John? 

Mr.  Kingston.  Sounds  like  they  really  had  an  impressive  report 
when  they  got  back. 

Dr.  Brimmer.  I  think  it  would  be  better  to  hear  directly  from  the 
participants  rather  than  have  it  translated  by  me. 

May  I  introduce  Mr. 

Mr.  Kingston.  The  light  came  on. 

Mr.  Walsh.  Go  ahead.  We  have  all  run  over.  Just  keep  in  mind 
you  have  two  people  who  haven't  asked  questions. 

Dr.  Brimmer.  We  could  put  it  in  the  record  if  you  want  some  tes- 
timony directly.  We  can  do  so  right  now. 

Mr.  Kingston.  I  guess  really  what  we  wanted  quite  often — and 
I  can  just  close  this  if  you  would  submit  the  information,  that 
would  be  great.  But  so  often  on  this  Committee  we  find  ourselves 
as  Committee  Members  going  back  to  other  Members  of  Congress 
saying,  they  are  working  on  it,  they  are  planning,  they  are  doing 
something  in  the  future.  We  want  to  make  sure  things  have  been 
done  so  that  we  can  say,  hey,  look  at  all  the  progress  that  has  been 
made,  and  this  trip  has  a  lot  of  potential.  If  there  were  things  that 
were  learned  on  other  fact-finding  missions,  that  can  be  used.  I 
know  this  Committee  would  like  it,  and  the  Mayor  would  like  to 
implement  it,  and  so  forth. 

Dr.  Brimmer.  The  trips  were  made,  a  report  can  be  prepared, 
and  we  will  submit  it  for  the  record. 
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fCLERICS  NOTE. — The  following  questions  were  submitted  to  the  control  board 
for  response  for  the  record.  As  of  October  15,  1996,  the  control  board  responded  in 
a  limited  and  incomplete  manner  with  respect  to  the  first  question  (copy  of  response 
follows  questions)  and  not  at  all  to  the  remaining  two  questions.] 

QUESTIONS  FOR  THE  RECORD 

Addressed  to:   D.C.  Financial  Authority 
July  1,  1996 

1.  Please  provide  for  the  record  a  list  of  all  out-of-town 
travel  that  any  of  the  Authority  members  or  its  staff  has 
done  since  inception  of  the  Authority.   Please  provide  on 
that  list: 

Name  of  individual  making  the  trip 

Destination (s) 

Date  of  origination  of  the  trip  and  date  of  return 

Purpose  of  the  trip 

Persons  contact  on  official  business  on  the  trip 

Cost  of  the  trip 

2.  John  Hill  testified  at  a  hearing  on  June  5,  1996  that  $5 
million  was  included  in  the  budget  of  1996  for  the 
District's  financial  management  system  (FMS) .   The  inference 
was  that  it  was  for  a  new  FMS.   According  to  the  House 
Conference  Report  104-455  on  page  2  only  $2  million  was  to 
be  used  to  develop  a  needs  analysis  and  assessment  of  the 
existing  financial  environment  before  any  other  monies  were 
to  be  spent  on  any  new  hardware  or  software . 

Please  provide  for  the  record  the  time  and  money  spent  by 
the  Authority  in  pursuit  of  a  new  FMS  since  inception  of  the 
Authority.   Please  note  any  outside  contracts  awarded  to  do 
any  analysis  work,  the  amount  of  that  work  and  the 
contractor's  name,  expected  product  and  date  of  completion. 

3.  Please  provide  for  the  record  a  status  report  of  the  project 
initiated  by  the  Authority  to  locate  phantom  employees  on 
the  payrolls  of  the  District  government.   Please  provide 
numbers  of  phantom  employees  uncovered,  the  nature  of  the 
payroll  payment  scheme,  the  time  period  over  which  the 
scheme  was  perpetrated,  and  the  dollar  amounts  involved. 


690 


District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority 

Washington,  D.C. 

August  28.  1996 


Response  for  the  Record 

Integrated  Tax  System  Trip  to  Sacramento,  California 

The  Department  of  Finance  and  Revenue  (DFR)  is  responsible  for  the  collection 
of  approximately  $3  billion  of  the  District  of  Columbia's  $5  billion  annual  operational 
budget.  Problems  throughout  the  agency  are  endemic,  and  affect  the  efficient  operation 
of  every  aspect  of  the  agency.  This  is  especially  true  of  the  operations  and  processes 
surrounding  the  agency's  data  system  administration,  the  core  functional  area  charged 
with  ensuring  the  efficient  collection,  manipulation,  processing  and  storage  of  tax  and 
taxpayer  information. 

At  the  core  of  the  Department's  operations  are  the  automated  data  systems  that 
contain  all  pertinent  tax  records.  The  mainframe  computer  programs  for  the  three  major 
tax  program  (real  property,  income  and  business  tax)  are  inadequate.  Additionally,  all 
tax  systems  are  contaminated  with  bad  data  due  to  their  shortcomings.  The  existing 
revenue  management  systems  are  antiquated  (as  much  as  twenty  years  old),  were  never 
fully  implemented,  compromise  the  integrity  of  data,  and  do  not  communicate  with  one 
another.  They  consist  primarily  of  a  network  of  mainframe,  manual  and  personal 
computer-based  processing  systems,  and  do  not  accurately  capture  all  information 
needed  for  billing,  collections  and  compliance  monitoring.  They  do  not  accommodate 
the  implementation  and  use  of  recent  technological  upgrades  in  the  field,  including 
electronic  filing.  They  also  fail  to  consistently  monitor  ta.xpayer  compliance,  and 
mterfere  with  attempts  to  expedite  tax  payer  filing  processes. 

A  recent  internal  assessment  of  the  agency's  technological  and  data  system 
capabilities  highlighted  the  problems  and  issues  that  have  resulted  in  the  agency 
generating  erroneous  bills,  having  a  limited  ability  to  collect  taxes,  and  causing  an 
erosion  in  the  public's  confidence  in  the  operational  capacity  of  the  agency.  These 
factors,  combined,  could  lead  to  a  decrease  in  taxpayer  voluntary  compliance  rates. 
Reasons  idenufied  in  the  assessment  include  an  absence  of  long-term  strategic  planning, 
a  lack  of  a  functional  mission  statement,  no  functional  system  to  correct  data  input 
errors,  antiquated  systems,  incomplete  implementation  of  current  systems,  sporadic  and 
inconsistent  application  of  available  resources,  and  the  lack  of  a  budget  for  technological 
upgrades.  These  problems  are  evidenced  by  the  fact  that  the  Department  has  over  $300 
million  in  aged  accounts  receivables  and  reserves  in  uncollected  taxes  as  of  March  31. 
1996,  an  amount  that  grows  between  $30  to  $60  million  annually.  Additionally,  the 
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study  found  personnel  throughout  the  agency  unfamiliar  with  existing  applications,  a 
recent  large  exodus  of  experienced  system  personnel  on  whom  the  agency  relied  for 
systems,  and  no  appreciable  training  or  quality  control  program  in  place  to  augment  the 
skills  of  the  personnel.  .\s  a  result,  the  agency  continues  to  rely  on  manual  processes 
and  gerry-rigged  s>  stems  to  manage  and  control  the  extremely  large  volume  of  paper 
documents  required  to  process  taxes. 

The  need  to  replace  the  data  systems  of  the  agency  has  been  recognized  for 
several  years,  and  highlighted  by  the  District's  having  received  a  qualified  opinion  for 
the  Department's  1995  audit,  with  the  delayed  implementation  of  a  Business  Tax 
Information  System  cited  as  a  key  reason  in  addition  to  other  problems  noted  above. 

The  lack  of  consistent  leadership  and  management  of  the  Department  has  also 
been  a  major  deterrent  to  progress  -  DFR  has  had  four  directors/acting  directors  in  the 
past  three  years,  and  a  search  is  currently  underway  for  a  new  director.  DFR  has  lost 
much  of  its  experienced  personnel  through  early/easy  outs  and  retirements,  and  many 
existing  staff  members  are  untrained  and  have  very  dated  skill-sets.  The  data  systems 
administration  area,  which  manages  and  maintains  all  technological  applications  for  the 
agency,  has  had  four  associate  directors  within  past  three  years. 

In  response,  the  Financial  Authority,  the  Chief  Financial  Officer,  and  the  agenc> 
have  begun  to  explore  innovative  and  comprehensive  solutions  to  the  problem  of 
strengthening  the  agency's  revenue  management  function,  and  transforming  and 
reconfiguring  its  processes  and  policies.  These  solutions  will  have  at  their  core  a 
fundamental  strengthening  of  the  technical  capability  of  the  agency,  and  specifically,  an 
integrated  tax  system,  change  management  strategies,  business  process  redesign, 
interagency  cooperation,  staff  training,  privatization,  and  improved  management 
capability  and  enhanced  customer  service  delivery. 

Integrated  Tax  Solutions:  California's  Franchise  Tax  Board 


In  order  to  identify  national  best  practices  within  the  field  of  revenue  and  taxat 
automation,  the  staff  of  the  Authority,  the  CFO.  and  DFR  have  scheduled  or  ha\e 
completed  trips  to  the  finance  and  revenue  departments  of  the  states  of  Mississippi. 
Kansas,  North  Carolina.  California  and  Massachusetts.  These  states  were  chosen  for 
visits  because  they  have  all  recently  entered  into  contracts  with  one  or  both  of  the  two 
primary  private  vendors  in  the  field  of  building  integrated  tax  systems;  Andersen 
Consulting,  Inc.  and  America  Management  System.  Inc.  To  date,  staff  of  the  Authoritv 
and  the  CFO's  office  have  visited  California  and  Kansas,  and  DFR's  staff  have  visited 
Mississippi  and  North  Carolina.  The  final  site  visit  by  DFR's  staff  to  Massachusetts 
took  place  August  22-23,  1996. 
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On  May  22-23.  1996.  the  Executive  Director  of  the  Financial  Authority,  a  staff 
member  of  the  Financial  Authority,  and  the  Chief  Financial  Officer  undertook  a  site  visit 
to  Sacramento.  California,  to  examine  Andersen  Consulting's  progress  towards 
implementing  an  integrated  tax  system.  This  system,  once  fully  implemented,  will 
support  the  tax  processing  and  administration  of  California's  bank,  corporate,  and 
partnership  taxes.  Of  special  interest  to  the  Authority  and  the  CFO  was  the  city"s 
approach  to  financing  this  project:  a  partnership  approach  by  which  both  parties  work 
together  to  implement  the  system  and  realize  the  system  benefits,  and  a  compensation 
approach  based  on  the  concept  of  shared  risk  and  the  achievement  of  stated  benefits. 

While  in  Sacramento,  the  contingent  met  with  Mr.  Gerald  Goldberg.  Chief 
Executive  Officer  of  the  California  Franchise  Tax  Board.  John  Baldwin  of  Andersen 
Consulting,  and  Franchise  Tax  Board  and  Andersen  Consulting  staff  responsible  for  the 
implementation  of  the  project.  Additionally,  the  contingent  undertook  an  extensive  tour 
of  the  tax  processing  and  computing  facilities  of  the  California  Franchise  Tax  Board. 

.As  a  result  of  this  trip,  the  .Authority  and  the  CFO  expect  the  agency  to 
implement  a  similar  comprehensive  management  and  process  transformation  initiative. 
The  Office  of  the  CFO  and  the  agency  have  completed  an  assessment  and  review  of  the 
capabilities  and  functions  of  all  staff  currently  within  DFR,  to  determine  critical  skills 
and  resources  necessary  to  successfully  complete  the  overhaul  of  the  agency.  This 
review  has  resulted  in  the  recent  removal  of  unqualified  staff  in  the  agency. 

.Additionally,  a  strategic  plan  detailing  the  implementation  strategy  and  timeline 
for  the  entire  project  is  being  prepared,  as  well  as  a  draft  request  for  proposals  for  the 
integrated  tax  system.  The  agency  has  recently  sent  to  the  Authority  copies  of  these  plans 
for  review.   Finally,  the  agency  expects  to  be  able  to  identify  members  of  the 
implementation  team  and  project  oversight  committee  in  the  latter  part  of  August.  1996. 
and  complete  the  request  for  proposals  on  the  overall  tax  processing  change  management 
system  and  for  the  core  integrated  tax  system  by  early  October.  1 996. 
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Mr.  Kingston.  Great.  I  don't  mean  to  cut  you  off  here. 

Mayor  Barry.  He  should  go  to  Savannah,  shouldn't  he,  Congress- 
man? 

Mr.  Kingston.  If  he  comes  down  there,  we  will  be  glad  to  show 
him. 

Mr.  Chairman,  I  yield. 

Mr.  Walsh.  Mr.  Frelinghuysen. 

Mr.  Frelinghuysen.  Thank  you,  Mr.  Chairman. 

Dr.  Brimmer  and  others.  Mayor,  good  afternoon. 

proposal  to  borrow  $500  million/budget  gimmick 

Dr.  Brimmer,  in  your  introductory  comments  and  your  state- 
ment, and  I  quote,  you  said,  "In  the  past  it  has  been  the  unreliable 
nature  of  financial  information,  the  series  of  questionable  budget 
assumptions  and  forecasts,  and  a  penchant  for  budgetary  gimmicks 
used  to  hide  the  fiscal  truth  that  has  contributed  to  the  District's 
financial  crisis." 

I  would  like  to  know  why  the  proposal  to  borrow  $500  million 
over  15  years  couldn't  be  considered  by  some  of  us  as  a  budget  gim- 
mick of  the  highest  order? 

Dr.  Brimmer.  I  would  find  it  difficult  to  understand  why  you 
would  reach  that  conclusion.  This  is  a  straightforward  proposal.  It 
is  not  of  the  sort  I  was  describing  in  that  passage  you  read. 

BORROWING  LONG-TERM  TO  FUND  CURRENT  EXPENSES  IS  NOT 

REASONABLE 

Mr.  Frelinghuysen.  You  know.  Dr.  Brimmer,  from  looking 
around  the  Nation,  that  generally  speaking,  the  whole  notion  of 
long-term  borrowing  for  current  expenses  is  not  reasonable  and  ac- 
ceptable in  most  understandings  of  fiscal  operations. 

Dr.  Brimmer.  Sir,  perhaps  you  were  not  here  when  I  made  my 
comment  about  the  uses  to  be  made  of  the  proceeds  from  the  bor- 
rowing. 

Mr.  Frelinghuysen.  I  was  listening  quite  carefully  to  my  col- 
league Mr.  Dixon's  questions,  and  I  thought  that  it  would  be  quite 
appropriate  to  follow  up,  because  I  thought  his  line  of  questioning 
was  entirely  on  the  mark. 

Mayor  Barry.  Could  I  answer  that.  Congressman? 

difference  between  capital  and  current  expenditures 

Mr.  Frelinghuysen.  I  would  just  like  to  get  a  response  if  I 
could,  Mayor,  from  Dr.  Brimmer. 

I  understand  that  you  appear  to  make  a  differentiation  between 
capital  expenses,  which  is  what  you  mentioned  in  response  to  my 
colleague  saying  you  would  be  using  those  for  capital  expenses,  but 
in  reality  I  get  the  distinct  impression  that  some  of  these  dollars 
are  going  to  be  used  for  current  operating  expenses.  Am  I  wrong? 

Dr.  Brimmer.  My  reference  to  Congressman  Dixon  when  I  said 
we  would  use  some  of  the  funds  to  finance  obligations,  outstanding 
bills,  and  also  working  capital,  that  means  short-term  contem- 
porary purposes,  but  the  deficit  itself  has  accumulated  over  several 
years,  not  this  deficit  which  I  addressed  myself  when  Mr.  Dixon — 
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it  was  not  the  deficit  in  a  given  year.  It  was  the  deficit  that  in  this 
case  had  been  accumulating  since  1994,  1993  and  so  on. 

For  the  District  to  borrow  money  for  purposes  such  as  financing 
expenditures  on  infrastructure,  roads  and  so  on,  that  is  part  of  the 
budget  that  is  provided  for  in  another  section  of  the  report?  And 
we  estimate  that  as  a  minimum  the  city  would  need  to  borrow 
about  $150  million  for  that  purpose.  That  by  no  means  would  cover 
the  cost  of  making  up  those  deficits  and  the  shortfalls  and  in  infra- 
structure, but  that  is  what  could  be  financed  reasonably  over  the 
time  we  are  talking  about. 

CONCERNS  ABOUT  LONG-TERM  BORROWING  TO  FINANCE  OPERATING 

DEFICITS 

Mr.  Frelinghuysen.  So  your  response  to  my  question  is  that  the 
15-year  borrowing  of  $500  million  would  not  be  used  for  current  op- 
erating expenses.  Let  me  reiterate  that  I  raise  the  issue  because 
in  many  political  jurisdictions,  this  type  of  long-term  borrowing  is 
considered  to  be  a  fiscal  gimmick,  and  one  of  the  results  of  this 
type  of  borrowing  in  other  jurisdictions  is  the  fact  that  somebody 
has  to  pick  up  the  tab  in  terms  of  that  debt  service,  and  that 
means  that  the  debt  service  obviously  is  of  higher  priority  because 
it  has  to  be  paid  back  on  a  regular  basis,  and  that  is  going  to  com- 
pete with  other  needs  and  priorities  of  this  particular  political  ju- 
risdiction we  are  in. 

Dr.  Brimmer.  Sir,  this  is  a  case  where  I  think  we  should  sepa- 
rate out  what  the  Control  Board  recommended  and  what  the  Mayor 
recommended. 

Mr.  Frelinghuysen.  I  think  that  is  important  to  do,  but  I  do  be- 
lieve to  a  certain  extent  you  have  embraced  this  notion,  and  I  have 
your  statement  here  on  page  11  of  your  formal  presentation  and 
your  remarks. 

CONTROL  board's  DEFICIT  FINANCING  PLAN  DIFFERS  FROM  MAYOR'S 

Dr.  Brimmer.  If  I  may  say,  sir,  for  clarification  I  must  insist  on 
what  we  said  as  opposed  to  what  the  Mayor  said.  In  the  statement 
I  described  the  Mayor's  plan,  the  $500  million  and  15-year  matu- 
rity bonds  from  the  Treasury.  That  is  what  is  in  the  Mayor's  pro- 
posal. 

If  you  look  at  our  recommendation,  it  was  that  the  Congress  au- 
thorize a  borrowing,  how  much,  and  then  leave  it  to  the  Control 
Board,  and  this  is  our  specific  recommendation  to  determine  when, 
how  much,  under  what  conditions  and  what  uses.  That  was  our 
recommendation.  That  did  not  include  anything  with  respect  to 
terms  of  the  sort  you  just  described. 

Mr.  Frelinghuysen.  While  you  mention  in  your  prepared  pres- 
entation that  the  District  has  proposed  a  legislative  change  that 
would  permit  issuance  of  deficit  bonds,  and  this  is  all  in  quotation 
marks,  you  are  not  necessarily  supporting  the  District's  proposal; 
and  furthermore,  you  are  not  necessarily  saying  that  it  ought  to  be 
$500  million  or  any  other  figure? 

Dr.  Brimmer.  I  repeat  what  we  said  is — and  this  full  quotation 
from  in  this  passage  you  cited  was  that  we  stated  in  our  May  8th 
report,  "The  Authority  concurs  with  the  need  for  borrowing  both  for 
the  deficit  as  well  as  for  capital  needs."  That  is  what  we  said;  we 
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support  the  idea  of  need.  Then  we  cited  what  the  Mayor's  plan  had 
said,  the  $500  miUion  for  15-year  bonds. 

But  I  went  on  to  say  that  our  recommendation  is  the  Congress 
should  authorize  a  borrowing,  but  the  details,  when  to  borrow,  how 
much,  the  terms  and  the  purposes  should  be  left — that  is  our  rec- 
ommendation, that  is  what  we  are  supporting,  and  that  is  what  I 
support  today. 

DEFICIT  FINANCING  "FISCAL  GIMMICK"  THAT  PERMITS  SIDESTEPPING 
OF  TOUGH  DECISIONS 

Mr.  Frelinghuysen.  I  certainly  understand  your  pivotal  role 
now  and  in  the  future.  All  I  know  is  in  other  political  jurisdictions, 
this  type  of  budget  arrangement,  which  I  call  a  "fiscal  gimmick", 
has  allowed  a  lot  of  jurisdictions  to  basically  sidestep  the  very 
tough  decisions  that  need  to  be  made  structurally  to  get  things  on 
a  proper  fiscal  course.  I  would  hate  to  think — and  I  won't  think — 
because  you  are  in  the  driver's  seat  here,  that  that  might  be  the 
eventuality,  because  certainly  if  you  are  going  to  have  those  means 
at  your  disposal,  we  certainly  wouldn't  want  people  to  back  off  from 
the  very  tough  decisions  that  you  have  outlined  that  need  to  be  put 
forward  in  order  to  put  the  city  back  in  a  firm  fiscal  position. 

Dr.  Brimmer.  I  assure  you  that  the  availability  of  these  funds 
would  not  encourage  us  to  provide  any  kind  of  relief  on  the  need 
to  do  the  kind  of  restructuring  and  reduction  in  spending  that  we 
have  been  talking  about. 

Mr.  Frelinghuysen.  Thank  you. 

Mayor  Barry.  May  I  speak  to  that  question? 

Mr.  Frelinghuysen.  Please,  it  is  up  to  the  Chair. 

LONG  term  borrowing  TO  FINANCE  "FUTURE  DEFICITS" 

Mayor  Barry.  Congressman,  you  were  not  here  earlier  when  I 
said  if  you  look  at  Philadelphia  and  New  York  particularly  in  their 
control  board  process,  there  is  a  three-legged  stool  here:  Reduce  the 
size  of  the  government,  finance  past  deficits,  and  cost  avoidance 
revenue  raising.  We  are  not  interested  in  financing  future  operat- 
ing deficits  except  that  which  is  outlined  in  our  plan  to  go  to  1999. 

We  have  a  plan  that  will  balance  this  budget  fully  by  generally 
accepted  accounting  principles  by  1999.  That  is  what  the  Congress 
recognized  and  established  in  this  act  which  creates  the  Control 
Board.  But  more  importantly — I  am  not  trying  to  be  smart  about 
this,  but  the  Federal  Government  does  this  all  the  time.  I  am  not 
saying  it  is  right.  Look  at  yourselves.  The  Federal  Government  bor- 
rows from  the  Treasury  and  other  places  long-term.  To  me  a  year 
is  a  long  term  to  pay  for  this  trillion-dollar  deficit  here. 

Mr.  Frelinghuysen.  I  don't  think  it  is  right  in  either  instance. 

Mayor  Barry.  Let's  not  hold  us  to  two  different  standards. 

continued  concerns  over  "deficit"  financing 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  page  471,  this  volume,  concerning 
"deficit  financing."! 

Mr.  Frelinghuysen.  Certainly  from  your  own  statement.  Mayor, 
you  say  it  and  you  underline  it,  so  I  assume  it  has  emphasis  added. 
You  have  to  resolve  some  immediate  cash  circumstances.  I  assume 
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that  the  dollars  that  would  be  available  here,  to  your  mind,  would 
come  out  of  this  particular  borrowing,  and  this  would  concern  me. 

I  thank  you,  Mr.  Chairman. 

Mayor  Barry.  Business  people  are  carrying  this  deficit,  $335  mil- 
lion in  1994;  5,495  business  people,  nursing  homes,  child  care  pro- 
viders, they  are  carrying  this  deficit  now.  It  is  not  fair  for  them  to 
not  be  able  to  meet  their  payrolls  because  we  can't  pay  them  except 
on  a  60-  or  90-day  period.  We  would  like  to  borrow  the  money  so 
we  can  at  least  retire  those  past  debts,  then  balance  the  budget  for 
the  future.  We  are  not  interested  in  borrowing  money  to  pay  off  op- 
erating deficits  after  1997. 

[CLERK'S  NOTE.— At  a  meeting  on  October  10,  1996,  the  District's  Chief  Finan- 
cial Officer  reiterated  his  earlier  statement  that  payments  to  vendors  are  on  a  cur- 
rent basis  with  payments  being  made  within  30  to  45  days  after  receipt  of  an  in- 
voice.] 

Dr.  Brimmer.  Mr.  Chairman,  may  I  go  back 

Mr.  Walsh.  I  have  a  feeling  we  will  get  back  to  this  in  a  minute. 

I  would  like  to  go  to  Mr.  Parker  now.  Then  we  will  get  another 
opportunity. 

Dr.  Brimmer.  Thank  you. 

Mr.  Parker.  Thank  you,  Mr.  Chairman. 

Mr.  Mayor,  being  a  fellow  Mississippian,  being  new  to  this  Com- 
mittee, I  think  the  first  thing  I  should  do  is  at  least  say  something 
positive;  don't  you  think? 

Mayor  Barry.  That  is  what  Mississippians  always  do,  I  thought. 

DIFFERENT  "THREE-LEGGED  STOOL" 

Mr.  Parker.  Chairman  Clarke  made  a  statement.  He  said  in  his 
testimony  that  the  budget  cannot  be  balanced  by  cuts  alone.  I 
agree  totally. 

Now,  let's  go  to  something  else.  This  consensus  budget,  and  the 
Mayor  keeps  talking  about  three-legged  stools.  There  are  more 
stools  out  there  than  just  the  stool  you  are  talking  about.  The  three 
legs  we  are  talking  about  right  now  would  be  the  Control  Board 
and  the  city  administration.  The  other  leg  of  the  stool,  as  far  as 
building  this  consensus  to  make  it  work,  is  the  Congress.  I  want 
to  talk  a  little  about  that  consensus  because  I  want  to  find  out  ex- 
actly how  it  came  to  be. 

FY  1997  BUDGET  PREPARATION  PROCESS/CONSENSUS  BUDGET 

Now,  it  is  my  understanding,  Mr.  Mayor,  that  you  presented  the 
first  proposal  to  the  Control  Board? 

Mayor  Barry.  Right. 

Mr.  Parker.  What  was  the  total  amount  of  spending  in  that 
plan? 

Mayor  Barry.  Congressman,  I  don't  have  before  me  those  num- 
bers except  that  my  best  recollection  is  that  when  I  submitted  my 
budget  to  the  Control  Board  on  February  16th,  we  had  a  planned 
deficit  of  $102  million  for  1997,  and  the  Control  Board  came  back 
and  said,  that  is  a  little  high. 

We  then  sent  back  a  plan  for  a  $54  million  deficit.  Then  the  Con- 
trol Board  increased  that  to  $99  million,  and  we  discussed  why  it 
had  to  be  that  in  terms  of  some  costs  that  were  unavoidable  in 
Medicaid  and  the  corrections  system. 
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Then  the  budget  that  the  Control  Board  had  recommended,  I  ac- 
cepted all  of  it  except  the  UDC  portion,  the  $2.8  million  I  had  spo- 
ken of  earlier  about  Council  in  their  deliberations,  and  there  are 
differences.  We  all  sat  down  and  worked  out  our  differences  within 
the  available  spending.  We  didn't  increase  the  spending.  We  stayed 
within  the  control,  $5.1  billion,  recognizing  about  $900  million  of 
that  is  Federal.  And  everywhere  else  there  are  things  in  the  budget 
I  didn't  necessarily  agree  with  and  things  Council  and  the  Control 
Board  didn't  agree  with.  Because  we  were  interested  in  getting  to 
a  consensus,  like  with  any  other  consensus  you  have  to  give  a  little 
bit  over  here.  Now  I  can  fully  support  this  budget. 

CONTROL  BOARD  INCREASED  MAYOR'S  REVISED  BUDGET  DEFICIT 

Mr.  Parker.  When  you  first  submitted  your  plan  to  the  Control 
Board,  you  had  a  $102  million  planned  deficit.  And  then  you  came 
back,  and  it  was  a  $54  million  deficit. 

Mayor  BARRY.  The  Control  Board  initially  said  it  was  too  high 
a  planned  deficit.  Then  we  resubmitted  a  new  budget  to  them  that 
had  a  planned  deficit  in  1997  of  $54  million. 

Mr.  Parker.  They  basically  said  what  Chairman  Walsh  did,  the 
$100  million,  they  wouldn't  accept  that.  It  was  too  big. 

Mayor  Barry.  Initially. 

Mr.  Parker.  So  then  they  turn  around,  and  you  present  one  that 
is  $54  million.  Then  they  added  to  it.  I  find  that  fascinating.  I  don't 
know  if  those  are  technical  things  they  have  added. 

Dr.  Brimmer,  could  you  respond  to  that?  When  he  came  back, 
when  the  Mayor  gave  you  the  $54  million  deficit  total,  how  did  we 
come  back  up  to  $100  million,  $98  million? 

MAYOR  UNDERESTIMATED  EXPENDITURES  IN  $54  MILLION  DEFICIT 

Dr.  Brimmer.  Yes,  Mr.  Parker,  that  is  what  happened.  The  ver- 
sion we  looked  at  finally,  an  original  proposal  from  the  Mayor  at 
a  deficit  of  $102  million,  I  will  put  that  one  aside.  For  this  round, 
the  deficit  which  was  contained  in  the  mayor's  proposal  was  $52 
million.  We  concluded  that  in  getting  to  the  expenditure  figure,  the 
Mayor  had  underestimated — underestimated  the  expenditures 
needed  to  cover  the  services  implied  in  the  plan  which  is  put  for- 
ward. We  added 

Mr.  Parker.  You  adjusted  those  figures? 

Dr.  Brimmer.  We  adjusted  those  figures  to  reflect  the  actual — 
our  estimate  of  the  actual  cost  of  providing  those  services. 

BUDGET  ADD-ONS  THAT  INCREASED  DEFICIT  TO  $99  MILLION 

Let  me  tell  you  where  we  did  it  and  how  much.  We  added  to 
Medicaid  net  revenue  of  $29.5  million.  We  added  to  public  safety 
$35.3  million.  And  we  added  to  public  education  $13.1  million.  That 
was  a  total  of  $77.9  million  which  we  added.  That  would  have 
raised  the  deficit  to  $129.6  million. 

We  concluded  that  that  was  a  deficit  that  was  unacceptable,  so 
we  had  to  find  additional  reductions  to  bring  that  deficit  down. 
What  we  did  was  to  require  that  there  be  reductions  in  the  Depart- 
ment of  Human  Services,  other  than  Medicaid,  of  $29.5,  and  we  re- 
quired a  reduction  of  $1  million  in  economic  development.  Those 
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would  add  to  a  decrease  of  $30.5  million.  That  is  what  brought  the 
deficit  as  we  estimated  in  our  report — that  is  the  $99  million,  99.1. 
Those  are  the  adjustments  we  made,  and  I  can  explain,  if  you  wish, 
why  we  made  them.  But  that  is  their  arithmetic. 

Mayor  Barry.  Mr.  Parker,  what  happened,  that  was  the  area  of 
consensus  building.  They  went  from  my  $54  million  up  to  $99  mil- 
lion. We  have  some  difference  on  the  Medicaid  number,  but  I  ac- 
cepted that  number  just  for  the  sake  of  moving  us  ahead. 

MAYOR  GOT  WHAT  HE  WANTED  IN  FY  1997  BUDGET 

Mr.  Parker.  It  wasn't  a  bad  deal,  Mr.  Mayor.  You  basically  got 
your  proposal  the  way  you  wanted  it  pretty  much,  and  they  ad- 
justed the  number. 

federal  government  "prints"  money — district/local 
governments  do  not 

Let  me  tell  you  where  we  have  got  the  problem,  where  I  see  the 
problem,  and  you  are  right,  Mr.  Mayor,  I  don't  want  a  double 
standard.  We  print  money  up  here.  It  is  a  little  different  situation. 
We  do  it  in  your  city,  but  we  print  money  up  here.  And  we  have 
problems  that  are  not  partisan — everybody  wants  to  blame  Demo- 
crats. We  have  as  many  problems  with  Republicans  as  we  do  with 
Democrats. 

STRUCTURAL  CHANGES  NEED  TO  BE  MADE 

What  we  have  done  in  Congress  for  years  is  we  have  this  struc- 
ture in  place,  and  we  have  all  of  these  programs  that  everybody  be- 
lieves in.  You  always  have  people  that  support  them  and  push 
them  on  both  sides  of  the  aisle.  What  we  have  done  up  to  this 
point — and  I  am  talking  about  Congress — we  have  brought  the  pro- 
grams down  to  a  smaller  size 

We  haven't  made  the  structural  changes  that  need  to  be  made 
either.  These  are  the  hard  political  decisions  that  have  to  be  made, 
and  it  is  unfair  for  us  to  turn  around  and  throw  it  on  you  because 
you  are  in  a  situation  where  you  are  trying  to  do  exactly  the  same 
thing  we  are  trying  to  do. 

Basically  what  you  have  done  is  you  have  made  some  changes, 
but  you  have  got  to  change  the  structure  also  in  order  for  the  long- 
term  savings  to  occur,  and  that  is  what  people  in  Philadelphia  say, 
and  that  is  what  people  in  New  York  say,  people  who  have  gone 
through  this  problem  before,  that  the  structural  changes  have  got 
to  be  made,  and  those  changes  are  very  difficult  to  be  made  from 
a  political  standpoint  because  they  are  political  decisions,  and  we 
are  tied  to  those  decisions. 

My  personal  belief  is  that  if  we  took  the  proposal  as  is  to  the 
Congress,  that  third  leg  of  the  consensus  stool,  we  would  not  be 
able  to  deliver.  The  Congress  itself  is  going  to  require  some  addi- 
tional changes.  I  don't  know  what  those  changes  are  going  to  be, 
but  the  point  that  I  am  making  is  that  there  have  got  to  be  more 
structural  changes  in  order  for  us  to  get  to  where  we  are  going. 
That  is  what  I  believe,  and  I  don't  want  to  micromanage  as  a  new 
Member  of  this  Committee.  I  do  not  want  to  micromanage  the  city. 
I  don't  want  to  get  into  that  situation  because  I  believe  in  Home 
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Rule.  I  think  you  should  be  able  to  control  your  own  destiny.  But 
we  are  in  a  terrible  situation  right  now,  and  when  you  talk  about 
the  financing,  I  want  to  make  clear — make  sure  we  are  still  talking 
about  the  same  thing. 

When  you  are  talking  about  short-term  debt  and  capital  invest- 
ment, would  you  as  a  body,  both  the  Mayor  and  the  Control  Board, 
like  to  see  a  situation  where  the  Congress  puts  strings  on  you  and 
any  borrowing  power  would  be  utilized  only  for  short-term  debt  and 
for  capital  expenditure?  Would  you  like  to  see  that — or  do  you  just 
want  the  borrowing  authority? 

STRUCTURAL  CHANGES/OTHER  CITIES 

Mayor  Barry.  Mr.  Parker,  let  me  speak  to  the  structural 
changes.  If  you  look  at  New  York  and  Philadelphia,  part  of  the 
structural  changes  also  involve  the  relationship  with  the  cities  to 
the  State.  Who  was  paying  for  what  and  when?  That  is  a  structural 
change,  too.  During  their  crisis  the  State  took  over  a  number  of 
cost  functions  for  New  York  City  and  the  city  colleges  and  some 
other  kind  of  things.  That  is  structural  change,  too. 

We  are  not  focused  on,  in  this  particular  Congress,  those  struc- 
tural changes.  We  took  over  a  number  of  functions  in  our  thirst  for 
freedom  in  1973  that  should  have  remained  the  problem  of  the 
Federal  government,  quite  frankly.  We  took  over  unfunded  pension 
liability.  That  ought  to  be  the  problem  of  the  Federal  government, 
those  structural  changes. 

STRUCTURAL  CHANGES/DIFFICULTIES 

Then  within  our  own  government  we  are  making  structural 
changes,  too.  It  seems  to  me  when  you  take  eight  agencies  that 
have  been  doing  economic  development,  and  consolidate  them  into 
one,  and  begin  to  cut  out  functions  and  cut  out  programs,  that  is 
a  structural  change. 

On  the  other  hand,  let  the  District  take  out  public  safety.  That 
is  over  a  billion  dollars.  That  is  a  political  hot  potato.  You  can't 
talk  about  reducing  the  size  of  the  police  force,  even  though  we 
have  the  largest  police  force  per  capita  in  America,  or  reducing  the 
cost  of  Corrections  because  of  prisoners  there. 

I  think  we  have  to  work,  and  as  you  said,  some  of  these  struc- 
tural changes  are  not  just  political,  they  are  just  management. 
How  do  you  move  from  A  to  B  to  C  without  being  so  destructive? 
Like  Lorton.  We  were  going  to  close  Lorton  over  a  period  of  time. 
That  is  a  structural  change,  I  think.  And  who  pays  for  it?  V/e  are 
going  to  close  some  of  our  health  clinics.  Those  are  structural 
changes. 

When  we  change  the  nature  of  our  public  schools,  and  shift  au- 
thority to  the  local  schools,  and  give  schools  ability  to  hire  private 
management  as  in  Barney  out  in  Southeast,  those  are  structural 
changes,  I  think. 

EMPLOYMENT  DROPPING  TO  1975  LEVEL 

You  can  look  programmatically  and  financially  at  these.  Look  at 
New  York.  You  make  those  changes.  Now  it  is  basically  back  up 
to  the  level  of  employment  back  in  1975,  whenever  they  had  the 
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control  board  situation.  We  are  committed  to  30,000  employees  by 
the  year  2000.  That  is  a  commitment,  because  that  is  what  it  takes 
to  get  there.  And  I  am  going  to  pay  some  high  political  prices  to 
get  there. 

So  we  are  going  to  make  those  changes,  but  it  takes  some  time, 
too.  As  Dr.  Brimmer  said,  this  didn't  happen  overnight.  This  city 
is  over  200  years  old.  This  former  government  until  1975  was  over 
100  years  old,  from  1873.  So  we  are  prepared  to  make  them,  but 
we  need  some  help  and  some  time. 

I  don't  believe  Mr.  Parker.  I  think  if  everyone  on  this  Committee 
will  support  this  budget,  I  guarantee  you,  particularly  on  the  Re- 
publican side,  and  Mr.  Dixon  on  the  Democratic  side,  I  guarantee 
you  the  Congress — if  every  Member  said,  I  support  this  budget  en- 
tirely, I  guarantee  you  that  you  will  get  218  votes  for  this  budget. 

Mr.  Parker.  He  was  the  one  I  was  talking  about. 

Mayor  Barry.  He  wouldn't  do  it. 

DISTRICT  WILL  BORROW  MORE  THAN  THE  FEDERAL  PAYMENT  THIS 

YEAR 

Dr.  Brimmer.  Congressman  Parker,  may  I  go  back  to  this  ques- 
tion of  borrowing,  because  it  is  a  vital  issue.  First  let  us  realize 
that  the  city  is  already  borrowing  money.  The  city  has  borrowed 
over  $400  million  from  the  Treasury  and  used  as  collateral,  the  ex- 
pected Federal  payment  for  fiscal  year  1997. 

So  of  the  $660  million  the  city  expects  to  receive  for  fiscal  year 
1997,  over  $400  million  already  would  have  to  be  used  to  repay  the 
Treasury.  The  City  will  have  to  borrow  from  the  Treasury  within 
the  next  month  or  so  an  additional  $200  million  to  cover  its  short- 
term  day-to-day  needs  for  the  balance  of  the  fiscal  year.  So  as  of 
October  1,  the  city  will  have  a  claim  against  the  Federal  payment 
of  well  over  $600  million  to  repay  the  Treasury. 

[CLERK'S  NOTE.— The  District  government  has  borrowed  $379  million  from  the 
U.S.  Treasury  in  fiscal  year  1996  through  June  26,  1996,  the  date  of  this  hearing — 
$96  million  for  capital  projects  and  $283  million  for  operating  expenses.  Of  the  $379 
million,  $283  million  is  expected  to  be  repaid  from  the  FY  1997  Federal  payment 
of  $660  million.  The  remaining  $96  million  is  expected  to  be  repaid  from  a  long-term 
capital  borrowing  before  the  end  of  fiscal  year  1996.  The  $200  million  borrowing 
from  the  U.S.  Treasury  referred  to  above  did  not  occur,  but  rather  a  $220  million 
borrowing  was  made  on  July  19,  1996,  by  the  District  government  from  the  private 
financial  market.  This  borrowing  was  made  through  the  issuance  by  the  District  of 
Tax  Revenue  Anticipation  Notes  (TRANS)  and  will  be  repaid  from  tax  revenue  re- 
ceipts, not  the  fiscal  year  1997  Federal  payment.  In  summary,  only  $283  million  of 
the  $660  million  Federal  payment  for  fiscal  year  1997  will  be  required  to  repay  the 
U.S.  Treasury.] 

SHIFTING  SHORT-TERM  BORROWING  INTO  LONG-TERM  BORROWING 

Dr.  Brimmer.  So  the  first  thing  that  would  happen,  if  the  Con- 
gress authorizes  the  City  to  borrow  and  the  Control  Board  finally 
goes  through  floating  the  loan  and  giving  the  money,  would  be  to 
replace  the  drain  which  is  now  covered  by  the  Treasury  bond.  We 
would  be  turning  short-term  borrowing  into  longer-term  borrowing. 
The  longer-term  borrowing  is  to  replace — it  is  not  met.  The  city  will 
need  to  finance  some  part  of  its  working  capital  as  well  as  its  phys- 
ical capital. 
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Those  are  the  needs,  but  we  should  understand  the  City  is  al- 
ready borrowing  money,  and  we  are  trying  to  fund  that  with  long- 
term  funds.  That  is  the  reason,  sir. 

Mr.  Parker.  Thank  you,  Dr.  Brimmer. 

I  yield  back  the  balance  of  my  time. 

Mr.  Dixon.  If  you  would  yield  to  me,  Mr.  Parker. 

Mr.  Parker.  Sure. 

HISTORICAL  perspective  ON  HOME  RULE 

Mr.  Dixon.  I  think  this  is  an  appropriate  place  to  give  some  his- 
tory on  the  District,  and  in  my  mind  it  is  triggered  by  the  Mayor's 
comment  that  in  the  thirst  for  Home  Rule  perhaps  everything  was 
not  done  perfectly.  To  that  extent  I  think  he  is  right.  That  criticism 
has  only  come  up  recently  when  times  are  not  good  and  money  is 
not  flowing  in  the  District.  I  would  point  that  out  to  be  fair. 

DR.  brimmer  not  COMPENSATED  AS  CONTROL  BOARD  CHAIRMAN 

And,  Dr.  Brimmer,  I  don't  intend  to  throw  you  an  accolade  or  to 
embarrass  you  either,  but  the  fact  of  the  matter  is  that  this  Control 
Board,  and  Dr.  Brimmer  in  particular,  has  more  invested  in  this 
than  the  Congress,  in  my  opinion,  or  the  Mayor.  First  of  all,  he  is 
noncompensated,  he  is  an  economist,  he  is  in  the  private  sector, 
and  his  reputation  and  future  rest  on  this  current  noncompensated 
job.  That  is  the  reason  I  have  great  confidence  in  him,  that. he  has 
taken  a  lot  of  heat  from  constituents  of  the  District,  he  will  take 
continual  criticism  from  Congress,  but  this  man  is  working  for  free 
in  his  profession,  and  what  he  does  here  will  determine  to  a  large 
extent  the  esteem  that  he  will  be  held  in  the  community  in  which 
he  earns  his  livelihood. 

Now,  I  think  that  that  is  a  fact,  and  that  is  one  reason  I  would 
say  that  I  have  great  confidence  in  him  because  not  only  is  he  a 
professional,  but  his  future,  even  if  he  retires,  depends  on  what  he 
does  with  this  job. 

And  so  I  would  just  like  to  say  to  the  other  Members  that  based 
on  his  reputation  and  based  on  the  circumstances  and  the  heat 
that  he  and  the  other  Board  members  have  taken,  that  I  have 
great  respect  for  his  judgment,  and  thus  far  he  has  shown  me  noth- 
ing that  causes  me  to  question  his  judgment. 

I  just  wanted  to  get  that  into  the  record,  Dr.  Brimmer. 

Mr.  Walsh.  Thank  you,  Mr.  Dixon. 

MANAGEMENT  NEEDS  STRUCTURAL  CHANGE 

Dr.  Brimmer,  we  have  been  talking  about  structural  changes. 
The  structural  change  that  I  think  really  needs  attention  is  man- 
agement. I  think  many  of  us  agree  that  management  in  the  District 
government  is  a  serious,  serious  flaw. 

FELIX  ROHATYN  ARTICLE  QUOTED 

Let  me  read  to  you  from  Mr.  Rohatyn's  op-ed  in  the  Washington 
Post  on  August  13,  1995,  entitled  "Big  MAC  To  Go;  Hold  the  Lies": 
"In  this  and  many  other  instances,  strong  bipartisan  leadership  at 
the  State  level  was  crucial,  support  that  the  District  must  look  to 
at  the  Federal  level  to  supply.  Under  great  pressure  from  the  Gov- 
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ernor  of  New  York,  practically  the  entire  top  management  of  the 
city  was  replaced,  including  the  first  deputy  mayor,  the  budget  di- 
rector and  deputy  mayors  for  finance  and  operations.  All  but  one 
of  the  new  appointees  came  from  the  private  sector.  They,  together 
with  the  executive  director  of  the  Emergency  Finance  Control 
Board,  constituted  as  capable  a  management  team  as  the  city  ever 
had." 

[The  complete  op-ed  by  Felix  Rohatyn,  a  former  chairman  of  New 
York's  Municipal  Assistance  Corporation  from  1975  to  1993  and  a 
member  of  the  Emergency  Financial  Control  Board  from  1976  to 
1979,  follows:] 

[Excerpt  from  The  Washington  Post,  Aug.  13,  1995.] 

[From  the  Washington  Post,  Aug.  13,  1995) 

Big  mac  To  Go;  Hold  the  Lies — New  York's  Recipe  for  Recovery — ^and  What 

D.C.  Can  Take  From  It 

(By  Felix  Rohatyn) 

Watching  the  evolution  of  the  District  of  Columbia's  fiscal  crisis  inevitably  brings 
to  many  of  us  here  in  New  York  City  memories  of  our  own  brush  with  bankruptcy 
in  the  1970s.  There  are  too  many  differences  between  our  situation  20  years  ago 
and  the  District's  today  to  draw  direct  parallels.  Still,  there  are  lessons  in  our  suc- 
cesses— and  in  our  failures— that  may  provide  some  useful  insights  to  those  trying 
to  direct  the  District's  future. 

The  first  of  those  lessons  is  that  recovery  was  not  rapid  and — for  reasons  both 
of  our  own  making  and  beyond  our  control — it  was  not  permanent.  It  took  New  York 
City  almost  six  years  from  the  time  we  lost  access  to  the  financial  markets  in  1975 
until  we  regained  it  in  1981,  having  balanced  three  consecutive  budgets  in  the 
meantime.  Now,  14  years  later,  New  York  City  is  again  in  the  throes  of  a  serious 
budgetary  crisis  which  shows  no  signs  of  early  resolution. 

To  the  extent  that  we  succeeded,  much  is  owed  to  a  few  factors:  putting  able  and 
responsive  people  into  top  city  management  positions;  enlisting  the  cooperative  ef- 
forts of  all  parties — state  and  city  officials,  labor,  business — who  contributed  to  the 
problem  in  the  first  place;  getting  financial  controls  into  place;  building  public  sup- 
port for  the  tough  actions  needed;  securing  help  from  higher  levels  of  government. 
To  the  extent  we  failed,  it  was  because  we  relied  too  much  on  stopgap  measures 
and  postponed  structural  reforms  needed  to  secure  the  city's  future.  There  are  cave- 
ats for  the  District  in  all  this. 

Many  of  the  forces  that  drove  New  York  City  towards  bankruptcy  in  the  '70s  are 
not  unlike  those  that  now  cast  a  shadow  over  the  District's,  and,  indeed,  the  entire 
country's  future;  excessive  borrowings,  escalating  budget  deficits,  excessive  public 
spending  and  shrinking  private  employment,  compounded  by  weak  political  leader- 
ship. Just  as  the  District's  problems  had  been  building  for  many  years,  under  the 
nose  of  the  mayor,  city  council  and  their  federal  overseers  on  Capitol  Hill,  New 
York's  crisis  was  obscured  for  many  years  by  imaginative  bookkeeping  and  by  lend- 
ers who  looked  the  other  way. 

By  May  1975,  when  the  banks  refused  to  provide  additional  loans  to  the  city, 
short-term  debt  had  climbed  from  practically  nothing  six  years  earlier  to  almost  $6 
billion.  (In  each  of  those  years  the  city's  budget  was  reported  to  be,  miraculously, 
"in  balance.")  The  city  work  force  had  ballooned  to  300,000  people  while  private  em- 
ployment (and  tax  revenues)  plummeted  during  the  recession  of  the  early  1970s. 
When  newly  elected  Gov.  Hugh  Carey,  formerly  a  liberal  Democratic  congressman 
from  Brooklyn,  appointed  four  private  citizens  (including  me)  to  recommend  a  course 
of  action,  we  were  18  days  away  from  a  default  and  a  bankruptcy  filing. 

During  the  next  six  months,  we  put  in  place  practically  every  new  structure  and 
agreement  that  sei"ved  as  the  ultimate  cornerstones  to  our  recovery.  Some  survive 
to  this  day.  These  were  the  main  components: 

Getting  control.  In  this  and  many  other  instances,  strong  bipartisan  leadership  at 
the  state  level  was  crucial,  support  that  the  District  must  look  to  the  federal  level 
to  supply.  Under  great  pressure  from  the  governor,  practically  the  entire  top  man- 
agement of  the  city  was  replaced,  including  the  first  deputy  mayor,  budget  director, 
and  deputy  mayors  for  finance  and  operations.  All  but  one  of  the  new  appointees 
came   from   the   private  sector.   They,   together  with  the  executive  director  of  the 
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Emergency  Financial  Control  Board  (EFCB),  constituted  as  capable  a  management 
team  as  the  city  ever  had. 

The  EFCB,  analogous  to  D.C.'s  new  financial  control  board,  consisted  of  the  gov- 
ernor, mayor,  city  and  state  comptrollers  and  three  private  citizens  appointed  by  the 
governor.  It  had  the  power  to  set  the  level  of  city  revenues  and  to  reject  any  budget 
submitted  by  the  mayor  not  in  compliance  with  the  long-term  plan.  All  major  city 
contracts,  including  labor  contracts,  were  subject  to  its  approval.  Once  these  control 
structures  were  in  place  after  the  usual  political  struggles,  we  had  total  cooperation 
from  city  oflicials — including  Mayor  Abraham  Beame,  despite  the  high  cost  to  his 
political  career. 

The  EFCB's  veto  power  and  the  shared  commitment  of  top  city  management 
meant  that  it  was  possible  to  translate  the  requirements  of  the  approved  budget 
plan  into  actual  savings.  It  is  always  easy  to  demand  or  promise  cuts  on  paper;  it 
is  much  harder  to  pocket  them.  This  is  especially  true  if,  as  some  in  the  District 
are  urging,  reliance  is  placed  on  the  voluntary  response  of  city  workers  to  accept 
buyouts  or  on  privatization  to  cut  costs  and  payrolls. 

Getting  the  facts.  We  knew  the  numbers  we  were  working  with  were  meaningless 
and  that  we  needed  a  factual  basis  for  any  long-term  plan.  It  took  many  months, 
but  ultimately  the  city,  with  the  help  of  outside  experts,  put  in  place  a  system  of 
financial  controls  and  accounting  second  to  none. 

Just  as  the  true  dimensions  of  the  District's  fiscal  gap  were  revealed  only  over 
a  period  of  months.  New  York  Cit/s  1975  deficit  turned  out  to  be  almost  triple  the 
initial  estimate — close  to  $1.5  billion  on  a  total  budget  of  about  $13  billion  (includ- 
ing about  $600  million  of  expenses  buried  in  the  capital  budget). 

Negotiating  a  social  contract  between  business  and  labor.  Key  to  our  success  was 
enlisting  the  help  of  those  who  had  created  the  problem.  The  city's  labor  and  busi- 
ness leaderships  (including  the  banks),  as  well  as  the  state  and  city  themselves,  pro- 
vided a  relatively  small  number  of  people  who  could  make  commitments  on  behalf 
of  their  constituents  and  deliver  on  them. 

Having  a  common  goal  was  important;  carrying  it  out  was  agonizingly  difficult. 
The  "social  contract"  provided  labor  support  for  deferring  all  wages  increases,  at  no 
interest  cost,  and  a  minimum  6  percent  attrition  rate.  Ultimately  60,000' workers, 
20  percent  of  the  work  force,  went  off  the  payroll  through  layoffs  or  attrition.  Pen- 
sion benefits  were  rolled  back,  while  union  pension  funds  purchased  $2.5  billion  of 
city  bonds  (which  proved  a  good  investment  for  retirees). 

Just  as  the  District  is  beginning  to  do,  we  looked  hard  at  city  functions  to  see 
which  were  essential  and  which  we  could  live  without.  Tuition  was  imposed,  for  the 
first  time,  at  City  University.  Transit  fares  were  doubled.  Services  were  sharply  cut, 
with  the  worst  impact  borne  by  the  school  system.  Rigid  cost  controls  were  imposed. 
Taxes  were  temporarily  increased. 

The  banks,  in  turn,  supported  creation  of  the  Municipal  Assistance  Corp.,  a  state 
agency  directed  by  a  board  of  nine  private  citizens  and  authorized  to  issue  up  to 
$10-billion  of  long-term  ijonds,  backed  by  a  portion  of  the  city  sales  tax.  MAC  fi- 
nanced the  phaseout  of  the  city  deficit  by  1980,  as  "welL^s  a  dramatic  increase  in 
the  city's  infrastructure  investment  by  1985.  ~^-^^ 

All  of  these  actions  resulted  from  difficult  and  often  acrimonious^negotiations.  For 
example,  after  the  initial  wave  of  20,000  layoff  notices,  striking  sanitation  workers 
disrupted  the  city  and  greeted  arriving  passengers  at  Kennedy  Airport  with  signs 
saying:  "Welcome  to  Stink  City."  This  scared  the  mayor  into  rehiring  a  number  of 
workers — which,  in  turn,  caused  financing  for  MAC's  first  private  market  bond  of- 
fering to  collapse.  Still,  we  were  able  to  stop  the  bleeding. 

Getting  outside  help.  For  all  the  pain,  the  city's  redemption  depended  importantly 
on  help  from  the  state  which  assumed  certain  of  the  city's  costs  for  courts,  correction 
and  higher  education.  At  a  critical  time,  the  state  also  purchased  $250  million  of 
MAC  bonds  and  provided  MAC  with  its  "moral  authority"  to  maintain  our  credit. 

Federal  help,  while  psychologically  critical,  was  far  more  limited  (Remember  the 
famous  New  York  Daily  News  headline  "Ford  to  City:  Drop  Dead.")  Still,  the  Ford 
administration  provided  a  limited  amount  ($1.5  billion)  of  seasonal  loans  which  was 
replaced  by  the  Carter  administration  by  long-term  loan  guarantees  which  were  to- 
tally paid  off  in  the  early  1980s. 

Building  public  support.  Being  open  with  the  public  and  consistently  explaining 
actions  and  goals  helped  the  city's  emergency  management  build  and  sustain  a  posi- 
tive public  spirit  (an  effort  made  easier  by  the  natural  pride  and  civic  spirit  of  New 
Yorkers).  The  fact  that  New  York  has  a  number  of  powerful  newspapers  also  helped 
to  create  the  public  support  our  political  leaders  needed  to  carry  out  extremely  pain- 
ful actions  every  day — the  details  of  which  were  almost  impossible  to  explain  on  tel- 
evision. Many  of  our  actions  were  deemed  to  be  political  suicide  when  first  consid- 
ered, but  it  is  worth  noting  that  Gov.  Carey's  approval  rating  was  the  highest  ever 
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in  December  1975  when  we  had  carried  out  the  most  painful  parts  of  the  restructur- 
ing- 
Important  as  these  stem  measures  were,  the  city  could  not  have  moved  its  budget 
into  balance  after  four  years  without  the  help  of  the  national  economic  recovery  and 
the  revitalization  of  the  city's  own  private  sector.  And  a  sharply  accelerating  public 
investment  program  helped  generate  the  strong  local  economy.  Budget  cuts  alone 
will  not  create  recovery. 

But  it  is  also  true  that  temporary  budget  cuts  won't  solve  much  of  anything.  And 
here  is  where  we  made  our  greatest  mistake:  Postponing  fundamental  reform.  We 
believed  that  we  had  basically  changed  the  city  because  we  had  balanced  the  budget 
and  regained  our  credit.  We  were  wrong. 

The  economic  recovery  of  the  1980s  seduced  the  city  back  into  some  of  its  prior 
spending  habits.  Prosperity  is  the  enemy  of  reform.  The  work  force  swelled  to  pre- 
crisis  levels;  cost  increases  were  not  offset  by  productivity  increases;  full  pension 
benefits  were  restored.  No  serious  thought  was  given  to  the  gradual  elirnination  of 
certain  services  or  to  the  possible  privatization  of  functions  like  the  m.unicipal  hos- 
pital system  or  to  restructuring  the  school  system.  No  real  improvement  was  made 
either  in  the  quality  or  efficiency  of  service  delivery.  Similarly,  temporary  measures 
were  always  taken  to  deal  with  long-term  reductions  in  the  city's  revenue  base.  By 
the  time  Mayor  Rudolph  Giuliani  came  on  the  scene  in  1993,  a  major  structural  def- 
icit was  again  built  into  the  city's  budget. 

The  problems  our  mayor — like  the  District's— faces  are  greater  than  those  of  the 
1970s,  in  both  the  private  and  public  sectors.  Much  higher  levels  of  crime,  drugs 
and  AIDS;  rising  caseloads  for  welfare  and  Medicaid  funds;  inadequate  public 
schools;  high  taxes  and  poor  quality-of-life  and  unsustainable  labor  costs — all  these 
are  driving  taxpayers  and  businesses  out. 

Ultimately,  however,  success  in  New  York,  as  in  every  city,  will  depend  on  the 
private  sector.  But  for  a  city  to  retain  its  advantages  as  a  cultural,  communications 
and  financial  center,  it  must  provide  a  level  of  public  service  far  superior  to  what 
most  provide  today.  It  must  have  an  educated  work  force  and  first-class  public 
schools;  safe  and  clean  streets;  attractive  and  affordable  public  transportation;  a 
business-friendly  tax  environment;  a  thriving  entertainment  district;  airports  and 
railroad  stations  friendly  to  the  traveler;  partnership  between  universities  and  high- 
technology  companies;  and  adequate  housing  for  employees.  These  are  all  things 
that  only  cooperation  between  the  private  and  public  sectors  can  provide. 

In  this  regard,  the  District  may  have  some  advantages  New  York  City  did  not 
enjoy.  The  biggest  one,  so  far,  seems  to  be  the  willingness  of  the  Republican  leader- 
ship in  Congress  to  encourage  fundamental  change  to  improve  the  District's  long- 
term  prospects.  Tax  benefits,  school  vouchers,  extensive  privatization,  increased  in- 
frastructure investment  and  more  should  be  tried  not  only  in  Washington,  D.C.,  but 
in  every  metropolitan  area.  A  bipartisan  interest  in  developing  a  real  urban  agenda 
in  America  is  way  overdue.  Without  such  an  agenda,  no  city  plan  anjnvhere  in  this 
country  is  realistic  in  the  long-run. 

Some  of  the  problems  we  face  in  New  York  as  well  as  those  of  the  District  were 
self-inflicted  and  due  to  irresponsible  poUcies.  Many  others,  however,  are  not  of  our 
doing.  Only  national  policies  can  deal  with  national  problems  such  as  poverty, 
health  care,  crime,  education  and  immigration.  The  idea  that  sending  welfare  and 
Medicaid  back  to  the  states  will  be  v'iable  is  total  fantasy— simply  an  excuse  for 
massive  cutbacks  and  unfathomable  results. 

America  is  the  only  advanced  Western  democracy  that  does  not  consider  its  cities 
as  both  its  cultural  and  economic  crown  jewels.  In  Europe,  cities  existed  long  before 
countries  came  into  being.  The  notion  that  Paris,  Rome,  London,  Berlin  or  Amster- 
dam could  face  the  kind  of  economic  pressures  and  physical  neglect  that  is  faced 
by  America's  major  cities  is  unthinkable.  Without  a  change  in  the  appreciation  of 
what  cities  mean  to  the  U.S.  economy,  we  will  ultimately  be  doomed  to  fail  here 
in  New  York,  and  the  District  of  Columbia  will  be  a  permanent  ward  of  the  federal 
government.  If  the  cities  fail,  ultimately  we  will  be  doomed  to  fail  as  a  society  and 
as  a  nation. 

REPLACEMENT  OF  DISTRICT'S  TOP  MANAGERS 

Mr.  Walsh.  You  had  a  dispute  recently  over  a  management  posi- 
tion in  the  City.  I  think  you  exercised  proper  authority.  I  am  inter- 
ested now  in  knowing  how  aggressive  you  intend  to  be  about  re- 
placing or  otherwise  changing  and  bringing  in  private  sector  indi- 
viduals for  management  positions  in  the  City. 
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FELIX  ROHATYN  VISITED  THE  CONTROL  BOARD  RECENTLY 

Dr.  Brimmer.  First,  Mr.  Chairman,  let  me  say  that  the  quote 
which  you  just  read  from  Mr.  FeUx  Rohatyn  in  substance  was  re- 
peated to  us  last  week.  Mr.  Rohatyn  came  to  visit  with  us  and  gave 
us  a  good  bit  of  his  time,  and  among  other  things  we  talked  about 
the  questions  of  restructuring  and  management,  and  his  advice  and 
counsel  was  highly  prized  and  very  helpful  to  us. 

"by  necessity"  control  board  is  looking  at  management 

problem 

With  respect  to  the  management  issues,  we  take  seriously  that 
part  of  our  title,  and  as  I  recall,  we  are  the  Financial  Responsibility 
and  Management  Assistance  Authority,  so  while  we  have  spent  a 
good  bit  of  our  time  this  year  focused  on  the  financial  side,  by  ne- 
cessity we  have  begun  to  look  much  more  closely  at  the  manage- 
ment questions. 

Our  preliminary  results  have  convinced  us  that  management  re- 
forms are  needed.  We  started  with  the  biggest  agency,  probably  be- 
cause that  agency  posed  the  most  serious  problems.  Our  conclusion 
after  a  review  of  that  department  was  that  reforms  had  to  start 
with  the  reform  of  the  leadership.  There  is  a  continuing  review  of 
that  department  underway. 

A  task  force  designated  by  the  Mayor  and  by  me  is  working  joint- 
ly; namely,  Mr.  Rogers  and  Mr.  Hill  are  reviewing  that  depart- 
ment. We  expect  to  get  further  recommendations  with  respect  to 
management  in  that  department. 

control  board  would  like  mayor  to  resolve  management 
problems  first 

I  am  confident  that  when  those  recommendations  come  forward, 
that  the  Mayor  will  respond  to  them.  That  is  our  first  preference — 
that  the  Mayor  respond  to  these  issues. 

Now,  just  as  we  acted  in  the  past,  if  it  turns  out  in  the  future 
that  changes  are  necessary  not  only  in  that  department  but  in 
other  parts  of  the  government,  we  would  look  to  the  Mayor  to  rec- 
ognize that  and  to  make  them.  If  that  is  not  the  case,  and  if  that 
action  does  not  take  place  in  a  timely  fashion,  we  would  be  pre- 
pared to  act  under  our  management  assistance  mandate  to  make 
those  changes.  But  let  me  repeat,  our  preference  is  that  the  Mayor 
manage  the  City  and  that  we  come  in  only  if  it  is  necessary. 

Mr.  Walsh.  We  respect  your  philosophy  on  that  issue.  It  is  not 
statutory,  although  you  do  ultimately  have  the  authority,  as  we  un- 
derstand it,  and  we  support  that  as  we  have  supported  it  in  the 
past. 

Mayor  Barry.  Mr.  Chairman,  can  I  speak  to  that  question? 

Mr.  Walsh.  Sure. 

mayor  BARRY  BELIEVES  HE  IS  AN  "EXCELLENT  MANAGER" 

Mayor  Barry.  Mr.  Chairman,  I  am  not  going  to  get  involved  in 
whether  the  Board  had  the  authority  to  fire  cabinet  members  or 
not.  That  is  not  the  issue.  My  issue  is  I  want  to  find  the  best  man- 
agers I  know.  I  think  I  am  an  excellent  manager  myself,  without 
being  egotistical  about  it.  I  want  to  find  them. 
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DIFFICULT  TO  ATTRACT  TOP  MANAGEMENT  PEOPLE 

If  you  look  at  my  efforts  to  attract  top  management  people,  it  has 
been  awfully,  awfully  difficult.  I  think  that  the  climate  in  Washing- 
ton is  totally  different  than  it  was  in  New  York.  We  were  able  to 
attract  Mr.  Rogers,  our  City  Administrator,  after  much,  much 
work.  It  took  me  3  or  4  months  to  narrow  down  candidates.  There 
wasn't  a  long  line  of  them  for  the  Chief  Financial  Officer.  Mr.  Wil- 
liams came  in. 

So  anytime  anyone  has  any  ideas  or  suggestions  about  where  I 
can  find  people  who  are  better  than  the  ones  I  have,  I  want  to  take 
it.  The  salary  is  $81,000.  You  can't  hardly  get  people,  as  altruistic 
as  they  are,  to  forgo  their  life-styles  for  that. 

The  political  climate  here  is  horrendous.  If  I  weren't  interested 
in  public  service  as  I  am  in  the  electoral  process,  and  God  gave  me 
a  lot  of  gifts,  I  would  not  come  to  work  in  Washington  with  the 
Congress  publicly  criticizing  people,  what  they  do,  not  knowing 
when  the  Washington  Post— it  is  a  horrendous  climate.  And  Dr. 
Brimmer  knows  once  you  remove  someone,  that  is  easy. 

The  question  is  to  find  someone  better  to  take  their  place.  I  have 
had  at  least  eight  outstanding  people  who  turned  me  down  on  the 
position  as  director  of  the  Department  of  Human  Services.  I  asked 
Dr.  Brimmer  to  find  me  some  people,  some  Board  members,  who 
know.  So  let's  not  think  I  am  sitting  here  wanting  incompetent, 
mediocre  managers.  I  don't  believe  in  mediocrity.  I  am  a  first- 
classer  myself  I  want  to  make  it  clear. 

city's  PROBLEMS  DID  NOT  HAPPEN  OVERNIGHT 

Mr.  Walsh.  This  did  not  occur  overnight.  Mayor.  How  long  have 
you  been  Mayor  of  this  city?  How  many  years? 

BARRY  HAS  BEEN  MAYOR  14  YEARS 

Mayor  Barry.  A  good  14  years. 

Mr.  Walsh.  Fourteen  years.  This  is  a  culture- 


Mayor  Barry.  Some  of  the  problems  are  structural. 

city  MANAGEMENT  IS  SERIOUS  PROBLEM/NEEDS  STRUCTURAL 

CHANGES 

Mr.  Walsh.  We  are  talking  about  structure.  Everyone  basically 
agrees  that  the  management  in  this  City  is  a  problem,  a  serious 
problem.  In  New  York  City  it  was  a  serious  problem.  They  elimi- 
nated management  except  for  the  elected  officials,  they  changed  the 
management  outright.  Many  of  us  believe  that  has  to  occur  here. 
That  is  a  structural  change.  This  must  occur  so  that  the  culture  of 
management  in  this  City  changes  for  the  better. 

Mayor  BARRY.  What  course  do  you  think  it  is  now? 

Mr.  Walsh.  Pardon  me? 

Mayor  BARRY.  What  course  do  you  think  it  is  now? 

MANAGEMENT  NEEDS  DISCIPLINE  TOP  DOWN 

Mr.  Walsh.  I  am  talking  about  discipline  top  down  in  terms  of 
spending  primarily;  that  we  know  that  department  heads  will  over- 
spend, for  instance,  because  of  an  administrative  order  that  you 
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sent  out  saying,  in  effect,  that  you  as  Mayor  accept  responsibility 
for  overspending.  That  to  me  causes  problems  from  top  to  bottom. 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  pages  59-64,  this  volume,  for  text 
of  Mayor's  administrative  order  referred  to.  I 

MANAGEMENT  MUST  BE  WISE  AND  FRUGAL 

Mr.  Walsh.  And  we  have  to  have  individuals  at  the  very  lowest 
level  making  decisions  that  are  wise,  that  are  frugal,  that  are  effi- 
cient. And  if  they  see  the  top  person  saying,  "Don't  worry  about  it, 
we  have  got  to  get  the  job  done  here,  don't  worry  about  the  spend- 
ing, I  will  take  responsibility  for  any  overspending,"  that  is  a  prob- 
lem. 

MAYOR  TAKES  RESPONSIBILITY  FOR  OVERSPENDING 

Mayor  Barry.  Let  me  just  speak  to  that,  too.  You  look  at  our 
1995  audit.  There  were  three  areas  of  overspending  that  I  took  re- 
sponsibility for.  All  of  our  managers  know  they  have  to  live  within 
their  budget. 

Mr.  Walsh.  But  they  don't. 

Mayor  BARRY.  That  is  not  true. 

[CLERK'S  NOTE. — ^According  to  the  Comprehensive  Annual  Financial  Reports 
(CAFR)  prepared  by  "independent"  auditors,  through  fiscal  year  1995  which  ended 
September  30,  1995,  the  District  government  was  found  to  be  in  violation  of  the 
Anti-Deficiency  Act  in  9  of  Mayor  Barrj^s  13  years  as  Mayor.  In  fact,  according  to 
the  CAFR,  the  District  government  has  been  in  violation  of  the  Anti-Deficiency  Act 
every  year  from  fiscal  year  1983  through  fiscal  year  1995.  ] 

Mayor  Barry.  Secondly,  Medicaid  was  underfunded,  underbudg- 
eted.  I  told  you  that,  I  told  everybody  else  that.  And  in  order 

Mr.  Walsh.  I  think  it  is  underbudgeted  in  this  budget. 

Mayor  Barry.  In  order  to  provide  the  service  to  these  poor  peo- 
ple, I  refuse  to  cut  it  off.  Same  is  true  with  foster  care  under  a 
court  order  to  add  money  to  the  budget.  I  refused  to  go  to  jail  for 
not  doing  that;  and  AFDC,  those  are  the  only  three  areas  that  hap- 
pened. In  the  Department  of  Human  Services,  in  the  nonmedicaid 
area,  in  1995  they  came  in  under  their  budget.  Every  agency  came 
in  under  their  budget  except  the  schools,  which  I  have  no  control 
over,  so  I  don't  think 

Mr.  Walsh.  Let's  talk  about 

Mayor  Barry.  Don't  lead  people  to  believe  these  managers  are 
cavalier,  they  don't  live  within  their  means.  That  is  not  true.  I  tell 
you  it  is  not  true. 

[CLERK'S  NOTE.— See  preceding  "CLERK'S  NOTE."] 

MANAGEMENT  IN  D.C.  GOVERNMENT  IS  A  PROBLEM 

Mr.  Walsh.  Would  you  agree  that  management  in  city  govern- 
ment is  a  problem? 

Mayor  Barry.  Of  course  it  is  a  problem. 

Mr.  Walsh.  Okay.  We  all  agree  on  that.  Then  we  will  just  decide 
and  determine  what  the  problem  is  exactly,  but  we  all  agree  there 
is  a  problem  and 

Mayor  Barry.  It  is  more  structural  than  personality,  and  in 
Human  Services 

Mr.  Walsh.  We  need  to  put  a  good  strong  management  structure 
in  place. 
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Mayor  Barry.  I  think  our  transformation  process  will  help  struc- 
ture  

Mr.  Walsh.  You  are  asking  us  to  accept  your  vision  of  the  fu- 
ture  

Mayor  BARRY.  It  is  happening,  Congressman.  Right  under  your 
very  eyes  we  are  making  changes  now. 

INFRASTRUCTURE  IN  D.C.  IGNORED  DURING  MAYOR  BARRY'S  14  YEARS 

Mr.  Walsh.  Let's  talk  about  infrastructure  borrowing.  We  are 
talking  about  in  this  5-year  plan  borrowing  of  about  $900  million; 
correct?  That  is  long-term  capital  borrowing  as  opposed  to  short- 
term  deficit  financing.  Now,  that  tells  me  that  the  infrastructure 
in  this  city  has  been  ignored,  if  you  are  going  to  borrow  at  a  level 
of  $150  million  a  year  and  spend  almost  a  billion  dollars  on  infra- 
structure over  the  next  5  years  to  try  to  catch  up. 

The  schools  have  been  ignored.  Blue  Plains  has  been  ignored. 

Mayor,  this  is  during  your  14  years  as  mayor  here.  You  can't  ex- 
pect us  to  accept  your  vision  of  the  future — Santayana  told  us  we 
have  to  learn  from  the  past  first. 

If  you  care  to  comment? 

PART  OF  $900  MILLION  LONG-TERM  BORROWING  FOR  METRO 

Mayor  Barry.  Mr.  Chairman,  if  you  look  at  the  $150  million  in 
borrowing,  $50  million  is  in  Metro.  We  have  an  agreement  with  the 
Metro  authority  to  pay  our  fair  share  of  the  Metro  construction  for 
103  miles.  $50  million  of  that  is  Metro.  You  can't  say  that  is  ne- 
glect. 

Secondly,  we  look  at 

Mr.  Walsh.  You  have  to  look  at  it  more  closely  in  order  to  say 
that.  ^  .    - 

Mayor  Barry.  Secondly,  you  look  at  every  aspect  of  our  intra- 
structure.  Whether  it  is  1,100  miles  of  streets  or  whether  it  is  our 
schools,  these  schools  were  neglected  prior  to  1973. 

Mr.  Walsh.  What  is  that 

INFRASTRUCTURE/PUBLIC  SCHOOLS 

Mayor  Barry.  Wait  a  minute.  Prior  to  1973,  the  infrastructure 
was  there.  I  don't  have  the  numbers,  but  I  suspect  that  since  my 
first  time  in  1979,  we  have  spent  over  $500  million  on  schools 
alone. 

Mr.  Walsh.  Since  when? 

Mayor  Barry.  Since  1979  over  $500  million. 

PUBLIC  schools  are  IN  TERRIBLE  SHAPE 

Mr.  Walsh.  Everyone  agrees  the  schools  are  in  terrible  shape. 

Mayor  Barry.  Mr.  Chairman,  may  I  finish?  The  schools  were  in 
such  a  bad  shape  when  we  took  over,  it  is  going  to  take  a  lot  more 
than  what  we  have  spent  on  them  to  fix  them.  Wait  a  second.  Some 
schools  are  75,  80  years  old.  I  could  give  you  a  list  of  those  that 
have  major  repairs  prior  to  1975  and  replacements.  We  spent  over 
$500  million,  at  least  that  much,  on  school  construction  and  school 
repairs.  And  I  maintain 

Mr.  Walsh.  It  has  not  been  nearly  enough. 
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Mayor  Barry.  I  agree  with  you.  It  was  in  such  bad  shape  when 
we  took  it  over. 

MONEY  BORROWED  TO  REPAIR  SCHOOLS  IS  REALLOCATED  ELSEWHERE 

Mr.  Walsh.  We  understand  that  the  city  borrows  money  to  re- 
pair the  schools.  Then  it  is  reallocated  so  that  the  school  board 
doesn't  get  the  money  to  spend  on  the  schools. 

Mayor  Barry.  That  is  not  true,  Mr.  Chairman.  That  is  not  true. 
Look  at  our  capital  budget.  The  schools  have  had  authority  over 
every  penny  that  has  been  allocated  to  them. 

CITY  STREETS  ARE  ABYSMAL 

Mr.  Walsh.  The  streets  of  this  city  are  abysmal. 

Mayor  Barry.  Absolutely. 

Mr.  Walsh.  Why?  You  have  been  Mayor  for  14  out  of  the  last 
18  years.  Why? 

Mayor  Barry.  Mr.  Chairman,  if  you  looked  at  how  much  street 
repair  we  have  done,  I  did  10  years  more  street  repair  than  the 
Congress  had  done  in  50  years.  That  is  a  fact,  a  fact. 

Mr.  Walsh.  Every  street  in  this  City  has  been 

Mayor  Barry.  In  10  years  of  my  being  Mayor,  we  put  more 
money  into  our  1,100  miles  of  street  than  Congress  put  into  it  in 
the  50  years  that  you  all  ran  the  City. 

Mr.  Walsh.  Mayor,  the  City  streets  speak  for  themselves. 

Mayor  Barry.  Mr.  Chairman,  do  you  understand  that  these 
streets  were  in  bad  shape  before  1975? 

Mr.  Walsh.  That  was  20  years  ago.  They  should  be  repaired  by 
now. 

Mayor  Barry.  I  am  talking  in  1979  when  I  took  over,  they  were 
in  bad  shape  then.  We  put  millions  of  dollars  of  our  local  money 
into  streets.  We  intend  to  put  some  more  there,  but  don't  leave  us 
thinking  here  that  all  of  a  sudden  these  streets  got  bad  since  1979. 
These  streets  were  in  terrible  shape  prior  to  1979  and 

Mr.  Walsh.  How  can  you  pass  the  blame  back  20  years? 

Mayor  Barry.  Because  it  takes  a  lot  of  money  to  repair  these 
streets.  I  get  from  you  how  much  money  has  been 

Mr.  Walsh.  Obviously  it  is  not  enough. 

Mayor  Barry.  I  guarantee  it  would  be  almost  10  times  more 
than  was  spent  by  Congress  when  you  had  control  up  here. 

[CLERK'S  NOTE. — ^Mayor  Barry  did  not  supply  the  Committee  with  any  infor- 
mation supporting  his  "guarantee"  statement.] 

EVERY  CITY  IN  AMERICA  HAS  STREETS  ON  A  REPLACEMENT  CYCLE 

Mr.  Walsh.  Every  city  in  America  has  its  streets  on  a  replace- 
ment cycle,  and  if  they  don't  bite  the  bullet  and  spend  what  is  re- 
quired now,  they  will  spend  it  in  the  future  and  it  will  cost  a  lot 
more  in  the  future. 

Mayor  Barry.  You  were  complaining  about  us  spending  $500 
million  on  a  capital  budget.  If  I  brought  a  $500  million  capital 
budget  up  here,  would  you  approve  it? 

Dr.  Brimmer.  On  that 

Mr.  Walsh.  You  have  brought  it.  You  brought  a  $900  million 
capital  budget  up  here. 
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Dr.  Brimmer. 

CAPITAL  SPENDING  DOCUMENT  PROJECTS  PROVIDES  DISTURBING 

PICTURE 

Dr.  Brimmer.  Mr.  Chairman,  this  second  document  that  I  asked 
be  put  in  the  record  at  the  outset  is  a  summary  of  the  capital 
spending  projects.  Frankly,  this  is  the  first  time  I  have  seen  an  ef- 
fort to  make  an  inventory  and  to  price  out  and  to  distribute  with 
respect  to  time  patterns  this  city's  capital  needs.  This  is  not  com- 
plete, but  it  goes  a  long  way;  and  simply  flipping  through  the  docu- 
ment provides  a  very  disturbing  picture. 

[CLERK'S  NOTE.— See  pages  704-710,  part  2  of  these  hearings,  for  document 
referred  to.] 

CITY  IS  LITERALLY  FALLING  APART 

Dr.  BRIMMER.  This  City  is  literally  falling  apart,  not  only  the 
highways  you  described  and  the  school  system;  but  this  submission 
deals  in  detail  with  what  has  to  be  done  in  each  of  these  cases.  The 
bridges  must  be  repaired,  the  Whitehurst  Freeway,  which  I  use 
every  day,  is  literally  falling  down  on  people.  If  there  is  one  area 
in  this  budget  about  which  I  feel  very  strongly  it  is  the  city  needs 
to  make  expenditures  on  capital  improvements. 

LONG-TERM  BORROWING  FOR  CAPITAL  PROJECTS  IS  VITAL 

Secondly,  just  as  in  a  business  or  any  other  place,  no  one  would 
finance  major  capital  expenditures,  building  plans,  with  short-term 
bank  credit,  that  has  to  be  done  with  long-term  funding.  That  is 
why  I  believe  borrowing  for  long-term  purposes  is  vital. 

Mr.  Frelinghuysen.  Will  the  Chair  yield? 

Let  me  thank  Dr.  Brimmer,  and  I  am  sure  I  do  it  on  behalf  of 
all  my  colleagues.  That  was  an  incredible  amount  of  work,  and  I 
think,  as  you  testified  to,  it  represents  the  first  time  that  there  has 
been  a  compilation  of  what  the  situation  is;  and  I  think  it  is  ex- 
traordinarily important  this  be  put  into  the  record. 

And  let  me  follow  up  a  little  bit,  if  the  Chair  will  continue  to 
yield,  certainly  recognizing  your  absolutely  impeccable  credentials 
and  the  fact  that  you  are  not  compensated.  As  a  matter  of  fact, 
there  have  been  many  headaches  over  your  compensation.  We  give 
you  and  your  colleagues  a  tremendous  amount  of  credit. 

CONTINUED  CONCERN  OVER  LONG-TERM  BORROWING  TO  FUND 
OPERATING  DEFICITS 

I  would  also  like  to  enter  into  the  record,  if  there  would  be  no 
objection,  that  particular  page  from  the  District's  FY  1997  Budget 
Document.  This  is  really  what  I  was  referring  to  earlier,  Mr.  Chair- 
man. It  is  page  526  and  is  titled  "District  of  Columbia  Proposed 
General  Obligation  Debt  Sen/ice,"  because  as  we  address  these 
problems — and  there  seems  to  be  some  question  as  to  what  is  being 
spent  on  capital  as  opposed  to,  let's  say,  operating  expenses— it  is 
important  to  know  that  these  types  of  borrowing— short-term  and 
now  a  potential  long-term  debt  situation — we  are  talking  about 
more  than  $900  million,  almost  a  billion  dollars,  over  the  life  of 
those  long-term  bonds  the  Mayor  wants  to  issue  to  finance  operat- 
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ing  deficits.   Somebody  has  to  pick  up  that  tab  as  well — and  it 
should  be  recognized. 

REPAYMENT  SCHEDULE/$500  MILLION  DEFICIT  BORROWING 

So  if  there  would  be  no  objection,  I  would  certainly  appreciate 
that  page  being  put  into  the  record.  I  think  the  public  certainly  has 
a  right  to  know. 

Mr.  Walsh.  Without  objection. 

Mr.  Frelinghuysen.  Thank  you,  Mr.  Chairman. 

[The  information  follows:] 


Financing  StTBtegy 
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District  Of  Coluniila 

Proposed  General  Obligation  Debt  Service 

($  in  OOO's) 

Par  Amount: 

SiU.OM 

$150,aM 

$150,000 

tlSO.OM 

'$1M.0M 

Typ»: 

Outstanding 

Deficit 

CapHal 

Capital 

CapHal 

Capttal 

Ganaral 

Reduction 

Imprawement  knproveinent  bnpi-oveinant  knprovemant 

Obligation 

Bondi 

Bondi 

Bondi 

Bondi 

Bondi 

Bofida(l) 

S«riM 

Series 

Sertai 

Serte* 

Sertai 

■    Year 

1997 

1997 

1998 

1999 

2000 

Total(2)B 

1996 

364.402 

364,402 

1997 

368,893 

368,893 

1998 

370,690 

35.628 

15,619 

430,571 

1999 

373,400 

35.626 

15,619 

12,000 

444,923 

2000 

371,197 

35.628 

12.000 

12.000 

6.000 

444,748 

2001 

365.514 

35.628 

15,619 

16.005 

12.000 

12.000 

464,332 

2002 

358,051 

35.628 

15.619 

16.005 

16,646 

15.619 

484,777 

2003 

355,795 

35.628 

15,619 

16.005 

16,646 

15,619 

462.165 

2004 

308.703 

56,911 

15.619 

16.005 

16.646 

15.619 

451.999 

2005 

298.082 

66.033 

15.619 

16.005 

16.646 

15,619 

428,004 

2006 

252.613 

75.346 

15.619 

16.005 

16,648 

15,619 

391.848 

2007 

178.324 

84.843 

15.619 

16,005 

16.646 

15,619 

327.056 

2008 

150.195 

94,529 

15.619 

16,005 

T6.646 

15,619 

308,613 

2009 

136.143 

104.411 

15,619 

16,005 

16.646 

15.619 

304,443 

2010 

120,842 

114.489 

15,619 

16.005 

16.646 

15.619 

299,220 

2011 

89,410 

124,776 

15,619 

16.005 

16.646 

15,619 

278,075 

2012 

75,916 

15,619 

16.005 

16.648 

15,619 

139.805 

2013 

50,623 

. 

15.619 

16.005 

16.648 

15,619 

114.512 

2014 

31 ,065 

- 

15.619 

16.005 

16.648 

15,619 

94.954 

2015 

15.619 

16.005 

16,646 

15,619 

03,889 

2016 

. 

15.619 

18.005 

16,646 

15.619 

63,889 

2017 

. 

. 

15.619 

16,005 

16,646 

15.619 

63.889 

2018 

.  . 

16.005 

16,646 

15,619 

48.270 

2019 

. 

. 

16.646 

15.819 

32.265 

2020 
ToUI(2) 

- 

- 

15,319 
$308,764 

15.619 

$4,619,858 

$935,104 

$308,764         $312,096         $317,619 
1  debt  issued  tor  water  &  sewer  purposes. 

sral  obligatior 

<HiDoes 

notindudegen 

(2)  Totals 

may  not  foot  dt 

e  to  rounding 

Other  Sources  of  Funding 

The  District  is  pursuing  alternative  financing  vehicles  such  as  lease  purchase  programs  and  other 
dedicated  tax  revenue  supported  initiatives  to  finance  specific  capital  improvement  needs.  The 
main  advantage  to  these  programs  is  that  the  debt  or  the  lease  payments  would  not  be  considered  in 
the  District's  aforementioned  debt  capacity  calculation.  Also,  the  Distiict  is  currently  exploring  the 
dedication  of  proceeds  fi"om  certain  asset  sales,  (in  addition  to  those  identified  in  the  Plan),  to 
finance  capital  projects  or  to  reduce  the  District's  outstanding  accumulated  deficit 


Pri997-pr200a  Firanbai  P<an.  Submnnn  10  Ihe  CongfMt  01  lh«  UnMd  SMB.  Jt(«  i»9e 

Borrowing  and  Other  Financial  Obligations 
Page  526 
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Mr.  Walsh.  Let  me  make  one  point. 

I  see  that  you  are  going  to  finish  fiscal  year  1996  with  a  much 
larger  deficit  than  what  had  been  proposed,  $116  million  as  com- 
pared to  $20  million  initially.  Dr.  Brimmer,  you  said  earlier  that 
you  have  already  borrowed  $400  million  this  year  and  anticipate 
another  $200  million.  That  is  $600  million  which  will  be  paid  back 
with  the  Federal  payment  which  is  next  year's  revenue. 

So  according  to  your  numbers,  the  District  will  actually  be  $776 
million  in  debt  at  the  end  of  this  year.  That  is  the  way  I  read  it. 
Am  I  not  correct?  ^ 

(CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  page  700,  this  volume,  for  clari- 
fication of  borrowings  for  FY  1996.] 

$4.2  BILLION  CAPITAL  BORROWINGS  SINCE  1979 

Mayor  Barry.  Mr.  Chairman,  before  you  go  to  that,  this  wonder- 
ful document  we  all  like  was  prepared  by  my  administration,  and 
secondly,  the  city  has  obligated  $4.2  billion — $4.2  billion  of  capital 
money  since  1979  with  over  35  percent  going  to  roads  and  streets, 
35  percent  of  over  $4.2  billion  budget  authority.  I  want  to  put  that 
for  the  record. 

Mr.  Walsh.  You  made  your  point,  Mayor,  but  the  streets  speak 
for  themselves. 

COMMUTERS  AND  STREET  REPAIRS 

Mayor  Barry.  Mr.  Chairman,  let  me  say  that  every  day  over 
300,000  cars  come  into  this  City  from  Maryland  and  Virginia. 
These  residents  who  drive  these  cars  don't  pay  a  nickel  to  help  re- 
pair these  streets.  So  East  Capitol,  North  Capitol,  the  Southwest 
Freeway,  Whitehurst  Freeway,  all  of  those  streets  where  you  find 
potholes  and  other  things  are  beaten  to  death  by  300,000  cars. 

You  ought  to  advocate  those  citizens  that  drive  in  here  ought  to 
pay  for  the  repair  of  these  streets.  The  Federal  payment  doesn't 
cover  that. 

BARRY:  CASH  NEEDS  GREATER  THAN  BUDGET  NEEDS 

Back  to  the  deficit  and  borrowing.  I  am  a  little  upset  here  be- 
cause I  don't  like  for  information  to  be  distorted  a  little  bit.  We  rec- 
ognize we  have  a  deficit  of  $378  million  that  is  1995 

Mr.  Walsh.  How  much? 

Mayor  Barry.  $378  million  from  1995  and  1994  and  a  potential 
deficit  of  over  $107  million  in  1996.  That  is  a  budget  problem,  but 
the  cash  problem  is  $100  million  worse  than  that  because,  as  you 
know,  in  the  early  Kelly  years,  $200  million  that  was  borrowed — 
was  given  by  the  Congress — was  spent  on  overspending.  So  our 
cash  needs  are  really  greater  than  our  budget  needs,  and  until  we 
borrow  this  money,  then — Dr.  Brimmer  hasn't  put  a  number  on  it; 
I  support  $500  million — we  will  continue  to  have  to  borrow  short 
term. 

Now,  during  the  good  years  when  our  budgets  were  basically  en- 
dowments on  short-term  borrowing  for  valleys  because  the  income 
is  not  equal  to  the  expenses,  in  equal  amounts,  we  are  still  borrow- 
ing between  $150  and  $200  million  and  pay  it  back  at  the  end  of 
the  year.  Most  cities  and  counties  and  States  use  some  degree  of 
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short-term  borrowing  to  cover  the  valleys.  And  so  that  is  why  you 
have  got  this  big  number  you  talked  about,  because  we  have  still 
got  the  $378  million  deficit  and  another  $116  million  this  year,  tak- 
ing us  over  $500  million. 

Now,  once  you  make  the  analysis,  what  do  you  do  about  it?  I 
think  you  have  to  borrow  the  money  and 

Mr.  Walsh.  You  are  borrowing  from  Peter  to  pay  Paul.  You  are 
borrowing  from  the  Treasury  to  get  paid  back  by  the  Treasury  with 
next  year's  revenues. 

Mayor  Barry.  We  are  going  to  stop  doing  this,  Mr.  Chairman, 
and  pay  back  over  the  long  term. 

Mr.  Walsh.  Mr.  Dixon. 

Mr.  Dixon.  Thank  you,  Mr.  Chairman. 

COOPERATION  NECESSARY 

Dr.  Brimmer,  you  started  out  this  conversation  by  saying  that — 
basically  equating  the  District  to  a  patient  that  in  fact  you  had  sta- 
bilized, or  at  least  you  thought  this  was  a  stabilization  period;  and 
I  guess  the  next  period  is  the  healing  and  recovery  period,  and  I 
think  that  period  of  time  is  going  to  be  very  painful  for  all  of  us — 
certainly  it  is  going  to  be  painful  for  the  District  of  Columbia  be- 
cause probably  some  of  the  restructuring  will  touch  the  nerves  and 
things  won't  be  done  as  they  have  been  done  in  the  past. 

On  the  other  hand,  as  elected  officials,  I  think  we  have  a  respon- 
sibility— meaning  the  City  Council,  the  Mayor,  and  the  Congress — 
to  work  together  in  the  best  interest  of,  as  the  Mayor  says,  the 
Capital  of  the  United  States,  the  Capital  City,  to  try  to  bring  some 
order. 

POSSIBLE  AREAS  OF  ADDITIONAL  $100  MILLION  IN  CUTS 

I  know  that  it  would  have  been  probably  a  relatively  easy  task 
to  actually  have  balanced  this  budget.  It  would  have  involved  addi- 
tional cuts  of  $100  million  or  whatever.  Part  of  that  would  be  polit- 
ical, but  as  you  have  indicated,  you  had  the  authority  to  do  it.  I 
guess  old  wounds  heal  very,  very  hard,  so  it  is  one  thing  to  arbi- 
trarily make  cuts,  it  is  another  thing  to  inflict  pain  on  perhaps  a 
constituency  that  is  not  to  blame  for  this  dilemma.  And  so  my 
question  to  you  is,  in  fact,  what  other  cuts  would  be  made  if  you 
were  to  have  come  here  today  with  an  additional  $100  million  in 
cuts? 

Dr.  Brimmer.  Since  we  didn't  go  through  that  exercise,  I  have 
not  identified 

Mr.  DiXON.  I  want  to  get  a  feel  for  the  kinds  of  things  that  would 
occur  in  this  community  immediately. 

Dr.  Brimmer.  Fine.  What  I  will  give  you  now  are  my  assess- 
ments. Attribute  these  to  Andrew  Brimmer,  not  to  the  Control 
Board. 

Mr.  Dixon.  I  see  Mr.  Harlan  is  behind  you  there. 

Dr.  Brimmer.  First,  we  would  have  to  find  cuts  where  we  can. 
There  is  built  into  this  budget  a  number  of  entitlements,  court-or- 
dered mandates,  which  in  combination  put  a  floor  to  cut. 

Mr.  Dixon.  In  other  words,  you  can't  cut  those? 

Dr.  Brimmer.  In  one  sense,  they  are — using  the  medical  analysis 
again,  these  funds  are  quarantined;  you  cannot  go  into  them.  We 
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have  to  go  and  find  cuts  where  we  can.  That  means  the  discre- 
tionary spending,  we  would  have  to  look  at  exactly  the  places 
where  we  made  increases  this  year. 

What  can  we  cut?  We  can  cut  public  safety.  We  can  cut  the  num- 
bers of  policemen.  We  can  cut  the  funds  we  made  available  for 
equipment.  We  could  cut  the  fire  department,  meaning  we  could 
close  some  additional  fire  stations,  not  spend  money  on  additional 
equipment.  We  could  look  in  the  areas  of  human  services  other 
than  Medicaid.  There  are  some  programs  where  the  services  can  be 
eliminated. 

Mr.  Parker.  Would  the  gentleman  yield? 

Mr.  Dixon.  Yes,  I  would  be  glad  to  yield. 

D.C.  HAS  UPPER  LEVEL  PARAMETERS  SET  ON  MEDICAID  BENEFITS 

[CLERK'S  NOTE.— See  page  228,  this  volume,  for  testimony  on  District's  Medic- 
aid benefit  levels.] 

Mr.  Parker.  When  you  bring  up  Medicaid,  you  are  leaving  Med- 
icaid as  if  you  can't  touch  it.  Every  State  in  the  Union,  whenever 
they  establish  a  Medicaid  program,  they  have  parameters  which 
Congress  has  given  them  as  a  low  and  a  high;  and  the  individual 
States  set  their  benefit  levels  within  those  parameters,  what  they 
will  cover,  how  they  will  cover  it  within  those  parameters. 

If  you  look  at  the  Medicaid  program  that  has  been  established 
in  the  District  of  Columbia,  the  District  has  established  those  pa- 
rameters at  the  upper  level,  all  the  way  up  and  down  the  line. 
From  a  political  standpoint,  it  is  very  easy  to  stand  back  and  say, 
we  have  poor  people,  we  want  to  take  care  of  them.  They  are  the 
most  vulnerable  in  our  society.  I  agree  with  all  of  those  statements. 
•  But  it  is  also  a  system  where  there  can  be  adjustments  made  to 
the  costs  to  the  city;  and  we  are  talking  here  about  a  real  struc- 
tural change,  because  those  long-term  costs  are  tremendous  in  the 
entitlement  programs. 

MEDICAID  BENEFIT  SAVINGS  CAN  BE  REALIZED 

Now,  I  am  giving  you  advice  knowing  full  well  that  I  can't  get 
the  Members  of  Congress  to  take  this  same  advice  as  far  as  what 
we  are  doing  on  the  national  level.  And  it  is  the  hardest  thing  to 
do,  because  that  is  a  constituency  out  there  that  we  all  care  about, 
people,  and  we  want  to  help  those  that  are  vulnerable  that  need 
help.  But  that  is  an  area  that  could  be  changed,  and  I  have  a  real 
problem  whenever  you  say,  well,  Medicaid  is  quarantined  and 
there  is  nothing  we  can  do.  There  are  some  things  on  Medicaid  that 
can  be  done  and  some  money  that  can  be  saved. 

Mr.  DixON.  Reclaiming  my  time 

CONTROL  BOARD/CHANGES  TO  CITY'S  MEDICAID  PROGRAM 

Mr.  Brimmer.  This  goes  to  the  heart  of  the  question. 

Remember,  Congressman  Dixon  asked  me  what  I  would  cut  and, 
by  indirection,  what  could  the  Control  Board  cut;  and  this  is  the 
core  of  the  question.  We  at  the  Control  Board  cannot  make  unilat- 
eral changes  in  the  contents  of  the  Medicaid  program;  the  elected 
officials  ought  to  do  that.  There  are  similar  kinds  of  things  which 
we  cannot  do.  It  requires  legislation. 
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[CLERK'S  NOTE.— Regarding  the  preceding  statement  that  ".  .  .  the  Control 
Board  cannot  make  unilateral  changes  in  the  contents  of  the  Medicaid  Program 
..."  see  testimony  on  next  page  clarifying  that  control  board  has  authority  under 
section  207  of  Public  Law  104-8  to  change  or  revise  any  District  government  stat- 
ute, rule,  regulation  or  program.  The  powers  and  authority  delegated  by  Congress 
to  the  Mayor  and  City  Council  through  the  Home  Rule  Act  (Public  Law  93-198)  has 
also  been  delegated  to  the  control  board  under  Public  Law  104-8.  See  pages  756- 
757,  this  volume,  for  text  of  section  207  of  Public  Law  104-8.] 

Dr.  Brimmer.  So,  yes,  you  are  right,  the  city  government  can  do 
that,  but  we  can't.  And  so  I  was  responding  as  to  what  could  we 
do,  what  could  we  recommend  in  the  way  of  a  budget.  But  you  are 
absolutely  right.  I  was  giving  the  Congressman  a  list  of  where  I 
would  look  for  cuts,  where  I  could  have  some  impact. 

CONTROL  board  HAS  AUTHORITY  TO  MAKE  CHANGES  TO  CITY'S 
MEDICAID  PROGRAM 

Mr.  DixON.  Mr.  Parker,  let  me  see  if  I  can  clarify  a  few  things. 

First  of  all,  the  term  "quarantine"  was  used  in  relationship  to 
court  orders  that — he  said,  in  fact,  it  was  those  court  orders  that 
have  mandated  or  quarantined  a  certain  amount  of  money  to  go  to 
finance  those  problems  not  Medicaid. 

Secondly,  Dr.  Brimmer,  although  it  is  collateral  to  my  interest, 
I  do  believe  you  have  the  authority,  with  the  approval  of  the  Fed- 
eral government,  to  unilaterally  change  that.  I  would  hope  that 
with  the  Mayor  and  the  City  Council  that  you  would  work  out 
something,  but  I  do  think  that  you  have  the  absolute  authority,  or 
the  Board  has  the  authority,  to  do  it. 

Mayor  Barry.  Change  what,  Mr.  Dixon? 

Mr.  Dixon.  Medicaid. 

Mayor  Barry.  That  is  not  true. 

[CLERK'S  NOTE.— Mayor  Barry's  statement  is  in  error.  See  previous  "CLERK'S 
NOTE",  and  following  clarification  by  Dr.  Brimmer  of  control  board's  authority 
under  section  207  of  Public  Law  104-8.] 

Dr.  Brimmer.  If  I  understand  it,  under  Section  207  of  Public  Law 
104-8,  the  Control  Board  can  make — can  take  any  action  which  the 
Mayor  or  the  Council  would  take  with  due  notice.  I  was  assuming 
that  such  a  step  had  not  been  taken  and  that  we  were  arranging 
the  budget  and  making  budget  allocations  in  the  context  of  those 
given  programs. 

You  are  absolutely  right.  We  do  have  that  authority.  This  is  sim- 
ply a  budgetary  matter.  That  is  basically  a  legislative  and  restruc- 
turing situation. 

Mr.  Dixon.  That  wasn't  my  thing.  It  was  Mr.  Parker's  thing,  but 
the  issue  was  raised,  and  I  see  that  the  Mayor  perhaps  disagrees 
with  that. 

CONTROL  board  COULD  CLOSE  UDC,  BUT  HAS  NOT 

Dr.  Brimmer,  in  fact,  you  could  have  closed  UDC.  And  I  imagine 
that  occurred  to  you,  but  I  also  imagine  there  was  a  great  social 
consequence  of  immediately  doing  these  kinds  of  things  that  would 
leave  a  void  in  this  community  if  an  institution  that  the  Council 
and  the  Mayor  and  others  think  is  making  a  contribution. 

Perhaps  others  would  criticize  it  for  inefficiency,  but  in  fact,  it  is 
making  a  contribution.  What  I  am  asking  is,  isn't  it  true  you  have 
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taken  into  consideration  in  the  promulgation  of  this  budget  other 
needs  of  this  community  along  with  the  political  mix? 

CONTROL  BOARD  COULD  HAVE  BALANCED  CITY'S  BUDGET 
INSTANTANEOUSLY 

Dr.  Brimmer.  Yes,  sir,  that  is  true.  I  made  an  observation  ear- 
lier, sir,  that  I  would  ask  you  to  think  about  here.  In  our  role,  look 
upon  the  Control  Board  as  a  group  of  men  and  women  with  bal- 
ancing scales.  On  one  side  we  have  "urgent,"  on  the  other  side  we 
have  "limited  financing."  Our  struggle  is  to  balance  these  resources 
against  these  pressing  needs.  There  is  no  doubt  we  could  reach, 
and  could  have  mandated,  a  balanced  budget  instantaneously. 

Mr.  Dixon.  That  is  my  point. 

COST  of  BALANCING  THE  DISTRICT'S  BUDGET 

Dr.  Brimmer.  The  cost  of  doing  that  would  have  been  enormous. 

[CLERK'S  NOTE.— See  earlier  "CLERK'S  NOTE"  on  pages  82-83,  regarding 
comments  made  by  the  D.C.  Chief  Financial  Officer  that  half-way  through  the  fiscal 
year  only  36%  of  the  budget  had  been  spent  and  a  question  as  to  whether  there  was 
a  reduction  in  services  delivered  by  the  District  government.] 

Dr.  Brimmer.  So  what  we  are  trying  to  do  is  to  use  that  statu- 
tory authority  to  balance  this  budget  in  4  years,  to  achieve  progress 
year  by  year,  and  to  assure  at  the  same  time  that  we  not  only 
maintain  services,  but  improve  services  because  that  too  is  part  of 
our  mandate,  to  improve  the  delivery  of  services. 

These  are  in  conflict  and  we  have  to  reconcile  them.  That  is  pre- 
cisely what  we  are  trying  to  do. 

Mr.  DixON.  Finally,  Mr.  Chairman,  if  I  may.  Chairman  Clarke 
has  been  awfully  silent  here,  and  I  didn't  know  if  he  wanted  an  op- 
portunity to  address  any  of  the  issues  we  talked  about;  and  I  cer- 
tainly on  my  time  would  allow  him  to  do  so. 

remarks  of  council  chairman  CLARKE 

Mr.  Clarke.  Thank  you  very  much.  Congressman  Dixon.  I  have 
been  listening.  I  listened  very  carefully  to  Congressman  Parker's 
inquiries  and  your  response,  sir.  I  am  trying  to  gather  where  you 
are  at.  I  said  I  wanted  to  ask  some  questions.  I  am  trying  to  under- 
stand where  you  are  at. 

This  is  the  second  time  now  we  have  come  to  you  together,  with 
the  Authority  and  with  the  Mayor,  with  a  plan  that  we  put  to- 
gether. This  is  the  second  time  that  we  have  come  to  you,  and  you, 
Chairman  Walsh,  have  congratulated  us,  and  we  appreciate — now 
this  is  now  the  second  time,  and  we  are  becoming  fearful  that  the 
ante  is  always  going  to  be  upped,  as  they  say  in  the  poker  game. 
You  get  into  a  poker  game,  you  play  your  cards,  you  come  to  some- 
thing, and  the  ante  goes  up. 

I  have  supported  the  Authority.  I  am  an  elected  official  and 
sometimes  I  have  to  take  some  grief  from  my  constituents  for  hav- 
ing done  that.  They  don't  like  that.  But  I  have  supported,  and  I  get 
the  sense  that  the  Congress  is  reticent  about  the  Authority  that  it 
created. 

And  we  have  come  a  long,  long  way  during  these  two  years.  The 
Mayor  spoke  of  14  years.  We  have  come  a  long,  long  way  and  we 
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have  had  the  help  of  the  people  of  the  Authority  in  doing  that.  But 
if  every  time  we  come  to  agree  with  the  Authority  and  we  come  to 
some  consensus  and  we  go  to  the  people  that  have  elected  us  and 
say,  we  have  worked  with  them,  it  is  good  for  the  city,  then  within 
days  or  weeks  or  maybe  months  thereafter  the  ante  is  up  and  we 
have  to  move  to  another  round,  then  we  as  elected  officials  have 
no  credibility  for  cooperating  with  the  Authority. 

SUPPORT  OF  CONTROL  BOARD  BY  CHAIRMAN  WALSH 

Mr.  Walsh,  I  want  to  ask  you  a  question  because  somebody  said 
something  to  me,  where  are  you  going  to  be  at?  It  wasn't  a  public 
meeting  like  this;  it  was  a  place  where  you  would  have  said  to 
me — it  was  said  to  me  that  you  said  at  that  meeting  that  you 
hoped,  or  you  expected  the  Authority  would  fail.  Then 

Mr.  Walsh.  I  can  unequivocally  say  I  would  never,  ever  say  that. 

Mr.  Clarke.  Then  we  would  go  to  receivership. 

Mr.  Walsh.  That  must  have  been  someone  else,  Mr.  Clarke.  I 
would  never  say  that. 

If  you  would  like  to  ask  Dr.  Brimmer,  at  every  step  of  the  way 
I  have  supported  his  decisions.  And  I  do — the  last  thing  I  would 
want  is  for  this  City  to  go  into  receivership;  I  would  have  failed. 

Mr.  Clarke.  You  have  challenged  us  as  elected  officials  to  come 
together  with  the  Congress,  as  created  and  that  the  President  has 
appointed,  and  we  have  done  that  now  for  two  years;  and  we  have 
to  be  able  to  move  forward  and  not  go  back  and  review  every  deci- 
sion that  we  have  done  as  we  take  a  step  forward. 

Every  time  we  have  taken  a  step  forward  from  our  positions  as 
elected  officials  on  the  City  Council  and  we  work  with  the  Author- 
ity to  get  to  where  we  get,  then  it  is  a  step  backward.  Last  year 
we  came  forward  and  we  got  the  thing;  we  went  to  our  constituents 
and  said,  we  did  it.  Then  there  was  another  mandate,  upping  of  the 
ante  is  the  word  I  used. 

And  I  hope  you  will  allow  this  process  to  go  forward  rather 
smoothly,  even  if  through  difficult  circumstances. 

Mr.  Walsh.  Thank  you.  Let  me  respond,  I  think  your  comments 
were  constructive,  and  certainly  I  think  we  owe  you  that  response 
because  we  are  in  this  together.  Again,  let  me  just  restate,  I  would 
never — I  am  not  sure  who  made  those  comments  or  in  what  con- 
text, but  they  weren't  mine. 

I  went  to  principals  within  the  Congress  and  suggested  the  con- 
cept of  the  Control  Board  at  the  outset.  I  was  one  of  the  leaders 
in  moving  in  that  direction,  primarily  because  of  the  huge  deficit 
estimates  of  $722  million  that  the  Mayor  was  making  when  he 
came  in.  I  didn't  see  how  we  could  deal  with  it  otherwise.  And 
while  this  Committee  has  exercised  its  oversight  authority  and  re- 
sponsibility with  the  Control  Board,  we  have  stood  squarely  with 
them,  shoulder  to  shoulder. 

As  far  as  the  budget  process  is  concerned,  we  have  a  responsibil- 
ity, I  think,  to  make  our  best  judgment  on  the  budget.  Last  year 
the  City,  with  the  Control  Board,  came  forward  with  a  final  budget 
of  $5,015  billion  which  you  later  revised  to  $5,123  billion.  We 
wound  up — and  we  have  a  very  messy  process  here,  as  you  know. 

We  make  a  determination,  the  Senate  makes  a  determination. 
We  have  a  conference.  The  conference  works  things  out.  And  some- 
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times  it  takes  as  long  as  8  months  to  get  it  resolved,  and  some- 
times we  don't  get  it  resolved,  but  the  fact  is  that  we,  too,  have  to 
exercise  our  responsibilities. 

CONGRESS  EXERCISES  ITS  RESPONSIBILITY  OVER  D.C.  MATTERS 

And  I  don't  think  our  responsibility  is  to  just  merely  accept  ver- 
batim what  you  bring  to  us.  If  we  do  that,  we  would  have  just 
washed  our  hands  of  it.  I  think  we  have  got  to  exercise  some  inde- 
pendent judgment. 

D.C.  SHOULD  GET  OUT  OF  DEBT  QUICKLY/HOME  RULE 

And  I  certainily  can't  speak  for  the  subcommittee,  but  our  role 
here,  as  I  perceive  it,  is  to  return  this  District  government  to  its 
people  as  quickly  as  possible.  The  more  debt  that  is  accrued,  the 
more  long-term  borrowing  that  you  do,  the  longer  the  Control 
Board  stays  in  place;  that  is  the  way  the  legislation  is  drawn.  So 
the  quicker  the  District  gets  out  of  debt,  the  quicker  the  Control 
Board  goes  away,  the  quicker  Home  Rule  is  returned. 

I,  for  one,  don't  want  to  be  dealing  with  the  District's  day-to-day 
problems,  and  receivership  is  exactly  what  that  would  be. 

Mayor  Barry.  Mr.  Chairman,  I  think,  though — in  that  context, 
though,  it  seems  to  me  we  all  want  to  achieve  the  same  goal  of  fi- 
nancial solvency.  But  not  at  any  cost.  The  decisions  we  have  made 
so  far  have  been  more  painful  than  you  think  they  are.  And  I  don't 
mean  politically. 

I  am  a  big  person,  I  can  understand  and  take  that;  but  a  number 
of  our  citizens  are  beginning  to  feel  the  tremendous  suffering  and 
pain  of  these  decisions,  and  I  would  hope  that  you  would  respect 
the  scrutiny  that  the  Control  Board  has  put  us  under.  And  I  wel- 
come it. 

We  have  had,  you  know,  private  meetings  and  public  discussions 
about  some  of  these  things,  and  I  don't  think  you  ought  to  negate 
your  responsibility;  I  would  never  ever  advocate  that.  But  as  you 
ask  these  questions  and  you  try  to  get  answers,  it  seems  to  me  that 
if  you  don't  defer  to  the  Council  and  the  Mayor,  it  is  this  Board, 
these  unpaid  volunteers,  who  have  scrutinized  this  budget  carefully 
and  constructively  and  they  feel  at  the  ground-zero  level,  the  im- 
pact of  these  decisions. 

I'm  not  just  talking  about  demonstrations,  et  cetera,  but  the 
human  suffering  and  the  human  pain  that  you  see  once  you  make 
that  decision.  And  we  are  suffering,  although  a  lot  of  our  people  are 
suffering  more  now  from  the  lack  of  resources  than  they  were  this 
time  last  year.  I'm  not  talking  about  the  streets  and  roads;  I  am 
talking  about  human  beings,  and  that  is  why  I  would  urge  you  to 
ask  all  the  questions,  be  as  scrutinizing  as  you  can,  but  in  the  final 
analysis  let  the  judgment  of  this  board  be  the  overriding  factor  in 
your  decision  and  see  how  it  works. 

Mr.  Walsh.  Mr.  Dixon,  it  is  your  time. 

CLOSING  remarks  OF  CONGRESSMAN  DIXON 

Mr.  Dixon.  I  have  no  further  questions  except  to  thank  the 
Board  for  what  I  consider  a  very  fine  job  and  a  very  good  budget 
this  year. 
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I  think  that  the  judgment  of  what  the  authority  is  able  to  do 
rests  with  how  closely  your  own  revenue  estimates  are  for  fiscal 
1997 — how  you  manage  the  borrowing,  notwithstanding  what  the 
political  machinery  of  this  community  wants  to  do. 

I  mean,  I  think,  Mr.  Mayor,  it  is  very  important  that  Congress 
side  with  the  Board. 

And  third.  Dr.  Brimmer,  it  is  not  a  question  that  you  can  answer, 
but  I  do  have  concerns  about  the  continuity  of  the  board.  I  hope 
that  since  board  members  bought  into  this  program,  that  they  are 
dedicated  enough  to  remain.  I  mean,  there  may  be  some  changes 
for  some  unforeseen  reason — but  I  think  the  continuity  of  this 
Board  is  very  important  to  maintain  that  confidence  that  everyone 
seems  to  have  in  the  board. 

I  would  thank  all  of  you  for  appearing  here  today. 

Mr.  Walsh.  Mr.  Parker? 

CO-RELATED:  MEDICAID,  D.C.  GENERAL  AND  FEDERAL  COST  SHARING 

Mr.  Parker.  Well,  I  am  not  through. 

I  don't  want  to  leave  this  thing  just  hanging,  because  I  want  you 
to  understand  where  I  am  coming  from.  I  am  not  convinced  that 
privatizing  D.C.  General  Hospital  is  the  answer.  I  am  not  con- 
vinced of  that.  And  I  think  there  is  a  correlation  between  Medicaid 
and  how  it  is  structured  and  the  hospital  and  the  Federal  share, 
and  that  something  can  be  done,  as  far  as  working  out  an  arrange- 
ment on  a  major  part  of  your  budget  where  the  Federal  Govern- 
ment— and  I  know  personally,  I  would  support  a  bigger  Federal 
share  if  you  make  the  structural  changes  for  the  long-term  solvency 
of  your  Medicaid  program;  and  for  the  solution  to  your  hospital 
problem,  I  would  support  a  larger  Federal  share  in  resolving  that 
problem. 

Now,  that  is  just  one  part,  but  that  is  a  big  part  of  your  package; 
and  somewhere  along  the  way,  we  have  got  to  start  focusing.  I 
know  full  well  that  Tom  Davis  on  the  D.C.  Authorizing  Committee 
is  doing  some  things,  and  they  are  looking  into  some  things.  And 
I  am  new  on  this  Committee.  I  don't  know  about  this  quarantine; 
I  will  figure  all  this  stuff  out  later. 

The  point  is  that  there  are  some  common  goals  that  we  all  have 
because  this  is  our  city  too.  We  all,  as  Americans,  love  this  city. 
And  there  are  some  common  goals  that  we  have  where  we  can 
work  some  of  these  things  out  if  we  do  it  in  the  right  way,  and  I 
look  forward  to  working  with  the  Board.  I  look  forward  to  working 
with  you,  Mr.  Barry,  and  with  the  Council. 

Mayor  Barry.  Let  me  say  that  I  would  like  very  much  to  come 
visit  with  you,  which  I  have  been  working  on  trying  to  do.  As  you 
said,  I  was  born  in  Mississippi;  you  are  from  Mississippi,  and  we 
have  a  certain  kind  of  commonality. 

But  more  importantly,  I  want  to  go  through  the  Medicaid  discus- 
sion with  you  more  extensively  than  we  can  do  at  this  table  and 
try  to  demonstrate  what  we  think  we  have  done  to  try  to  manage 
this  cost  and  what  we  think  we  ought  to  do,  and  see  if  we  can't 
learn  from  each  other  as  to  what  happened.  For  instance,  we  go 
into  managed  care  with  our  AFDC  recipients,  and  that  process  will 
hopefully  save  us  about  $100  million  in  1997  alone. 
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We  reform  our  relationship  with  the  hospital,  and  in  my  view, 
they  were  exorbitant  in  their  costs;  and  so  I  would  like  to  talk  to 
you  about  that  and  some  other  structural  problems,  so  we  can  be 
on  the  same  page.  A  lot  of  these  decisions  are  not  political.  They 
are  human  kinds  of  decisions.  I  mean,  we  all  are  elected  officials 
on  this  side  and  over  here.  Some  of  them  are  just  human  decisions 
that  you  don't  want  to  make,  even  if  you  have  political  gain  from 
it,  because  of  the  negative  feeling  that  you  have;  and  I  would  like 
to  talk  to  you  about  that. 

CONCLUSION  OF  HEARING 

Mr.  Walsh.  I  believe  that  ends  the  question  period,  and  let  me 
thank  all  of  you  for  spending  the  time  with  us  today,  dealing  with 
these  tough  questions  and  providing  us  with  good  answers. 

We  anticipate  another  hearing  on  July  9th  with  the  General  Ac- 
counting Office  and  their  review  of  the  Control  Board,  as  part  of 
our  oversight  responsibility.  We  plan  to  markup  the  bill  on  July 
10th,  go  to  Full  Committee  on  July  18th,  and  be  on  the  House 
Floor  with  the  bill  on  July  23rd.  It  is  an  ambitious  schedule;  it 
doesn't  allow  for  an  awful  lot  of  back  and  forth. 

But  I  would  suggest  that  what  we  will  do  is  that  we  will  take 
a  good,  hard  look  at  the  budget  numbers,  see  if  there  are  areas 
where  we  may  find  agreement  to  try  to  find  some  savings,  and 
pledge  to  work  with  all  of  you  to  try  to  get  a  budget  that  not  only 
you  can  live  with,  but  one  the  Congress  can  live  with,  and  some- 
thing we  can  be  successful  with  in  the  process. 

Mayor  Barry.  Mr.  Chairman,  would  you  consider  at  least  a  mini 
hearing  where  the  community  could  come  and  talk  about  this?  I 
know  you  have  a  lot  of  things  to  do,  but  maybe  an  hour  or  two? 

Mr.  Walsh.  I  will  take  that  under  consideration. 

Dr.  Brimmer.  Mr.  Chairman? 

Mr.  Walsh.  Dr.  Brimmer. 

Dr.  Brimmer.  Looking  down  the  road,  as  you  described  it,  I 
would  like  an  opportunity  on  behalf  of  my  colleagues,  as  you  are 
working  with  the  markup,  to  have  an  opportunity  to  discuss  with 
you  those  areas  where  you  are  contemplating  some  changes,  to  give 
you  our  input. 

We  do  not  wish  to  sit  in  on  the  conference  with  you  or  anything, 
and  certainly  are  not  encouraging  another  hearing.  But  we  would 
like  an  opportunity  to  have  an  exchange  and  to  make  ourselves 
available,  so  that  if  you  have  questions  you  want  to  raise,  we  would 
be  delighted  to  respond. 

Mr.  Walsh.  I  think  that  is  a  great  idea.  I  am  sure  Mr.  Dixon 
would  like  to  have  that  opportunity  to  meet  with  you  as  we  go 
along. 

Mayor  Barry.  I  would  like  to  make  the  same  request. 

Mr.  Walsh.  Fine,  you  will  have  it.  Thank  you  all. 

The  Committee  stands  adjourned  until  1:00  p.m.,  July  9th,  when 
we  will  receive  testimony  from  the  General  Accounting  Office. 
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iSi^lIIvJSuICU  -wn«w.  COMMITTEE  ON  APPROPRIATIONS 

J  mtmi  «i.m'  wiiii«s«*  WASHINGTON,  DC  20610  6026 


December  22,  1995 


The  HonoraWe  Andrew  F.  Brimmer,  Ph.D. 

Chairman 

Distna  of  Columbia  Financial  Responsibility  and 

Mar>agement  Assistance  Authority 
One  Thomas  Circle,  N.W. 
Suite  900 
Washington,  D.C.  20005 

Dear  Dr.  Brimmer: 

We  are  writing  to  update  you  on  the  status  of  the  negotiations  on  the  District  of  Columbia 
appropriations  bill  for  fiscal  year  1996,  H.R.  2546.   While  wo  have  reached  tentative 
agreement  on  all  financial  and  budget  questions,  the  conference  has  not  yet  completed  its 
work    A  portion  of  the  agreement  to  date  includes  a  recommended  limitation  of 
$4,994,000,000  on  operating  expenditures. 

In  addition  the  conferees  have  agreed  to  language  which  states  thai  the  Authority  is  to  set 
guidelines  for  the  required  spending  cuts  in  the  personal  and  nonpersonal  services  portions 
of  the  city's  budget. 

While  tho  Congress  continues  Its  work  to  approve  the  city's  budget,  the  District  government 
and  Authority  must  continue  their  work  in  solving  financial  and  budget  problenrjs.   Thus,  we 
are  requesting  that  the  Authority  begin  on  an  informal  basis  to  consider  the  allocatrons 
necessary  to  achieve  the  fiscal  goals  outlined  in  statute  and  report  language,  so  that  the 
process  is  underway  by  the  time  the  allocation  measure  is  formally  approved.    To  facilitate 
this  important  effort,  we  are  requesting  that  you  use  as  your  reference  point  the 
$4  994  000.000  spending  limitation  that  has  been  tentatively  agreed  to  by  the  conferees. 
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We  hope  that  this  information  will  be  useful  as  you  prepare  for  consideration  of  the  District's 
first  budget  and  financial  plan  early  in  1996. 


Sincerely, 


'U)afi^ 


Oahes  T.  Walsh 
Chairman,  Subcommittee 

on  the  District  of  Columbia 


724 
[See  "CLERK'S  NOTE"  on  page  609,  this  volume. 

District  of  Columbia  Fmanaal  Responsibility 

and  Management  Assistance  Authority 

Washington,  D.C. 


June  14. 1996 


The  Honorable  James  T.  Walsh 

Committee.  Subcommittee  on  the  District  of  Columbia 

Committee  on  Appropriations 

United  States  House  of  Repsentatives 

Longworth  HOB.  Room  1330 

Washington,  D.C.  20515-6019 

Dear  Mr.  Chairman: 

This  letter  transmits  the  resolutions  and  our  Final  Report  on  the  District  of  Columbia 
FY  1 997  Budget  ^nH  Financial  Plan  adopted  by  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Authority  on  June  13,  1996,  as  required  by 
Section  202(c)(6)  of  Public  Law  104-8. 

The  Board  and  staff  stand  ready  to  respond  to  any  questions  you  may  have  about 
these  documents. 


Sincerely  yours, 

Andrew  F.  Brimmer,  Chairman 


By: 

Executive  Director 


One  Thomas 


CrclcN.W.    .    Su.te900    .    Washrngton,  D.C  20005    •    (202)504-3400 
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District  of  Columbia  Financial 
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Assistance  Authority 


Final  Report  on  the 
District  of  Columbia 

FY  1997  Budget 
and 

Multiyear  Plan 


Washington,  D.C. 
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FINAL  REPORT  ON 
THE  DISTRICT  OF  COLUMBIA 

FISCAL  YEAR  1997 
FINANCIAL  PLAN  AND  BUDGET 


This  report  transmits  the  District  of  Columbia  fiscal  year  1997  budget  as  required  by 
Public  Law  104-8.  The  Mayor,  the  Council,  and  the  Authority  have  engaged  in  a 
continuing  and  constructive  dialogue  to  produce  a  financial  plan  and  budget  for  fiscal 
year  1997.  This  dialogue  has  been  characterized  by  mutual  cooperation,  fi-ee  exchange  of 
information  and  views,  and  good  will  among  tte  Mayor,  the  Council,  and  the  Authority. 

The  Authority,  the  Mayor,  and  the  Council  have  reached  a  consensus  on  the  financial 
plan  and  budget  for  fiscal  year  1997.  The  Authority  has  determined  that  this  budget  and 
financial  plan  (1)  is  in  conformity  with  the  Act,  (2)  will  promote  the  financial  stability  of 
the  District  government,  and  (3)  will  fiirther  the  interests  of  the  people  of  the  District  of 
Columbia.   A  detailed  financial  plan  and  budget  is  being  prepared  by  the  City  and  will  be 
available  soon. 

The  District  of  Columbia  1997  financial  plan  and  budget  in  fiscal  year  1997  estimates 
revenues  of  $5.03  billion,  expenditures  of  $5,129  billion,  and  a  resulting  deficit  of  $98.9 
million,  down  fix)m  the  projected  fiscal  year  1996  deficit  of  $1 16  million.  Projections  for 
fiscal  years  1998  through  2000  call  for  a  small  deficit  in  1998  and  small  surpluses  in 
fiscal  years  1999  and  2000.  More  importantly,  the  1997  financial  plan  and  budget  calls 
for  numerous  initiatives  and  management  reforms. 

MOVING  TOWARD  RESTRUCTURING 
THE  DISTRICT  GOVERNMENT 

The  Authority  views  this  financial  plan  and  budget  as  a  positive  step  forward  and  is 
continuing  to  work  with  the  District  on  reforms  that  will  result  in  nuyor  restructuring  of 
District  programs,  significant  enhancements  in  program  delivery,  and  quicker  fiscal 
recovery.  Some  specific  areas  include: 

•   Performance  Management  Initiatives:  The  Authority  is  woridng  with  the  District  in  a 
variety  of  ways  to  develop  results  and  objectives-oriented  management  initiatives  that 
will  enhance  program  delivery  and  reward  effective  management  These  initiatives 
include  working  with  the  District  and  International  City/County  Management 
Association  to  develop  performance  measures  and  benchmarks  based  on  information 
fi-om  42  cities;  surveying  District  citizens  to  provide  a  baseline  of  citizens' 
perceptions  of  the  services  they  receive  firom  District  agencies  to  be  used  as  one  part  of 
a  comprehensive  performance  measurement  system;  and  development  of  a  pilot 
performance  management  project  at  the  Department  of  Public  Works  that  will  increase 
accountability  and  performance  in  this  critical  core  service  agency. 
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•  Entitlement  Reform:  The  Authority  is  working  with  the  Department  of  Human 
Services  to  review  all  entitlement  and  other  program  operations  to  reduce  costs  and 
improve  District  services.  A  key  goal  of  this  assessment  will  be  to  reduce  District- 
provided  benefits  to  levels  no  more  generous  than  those  provided  by  surrounding 
jurisdictions  and  to  redirect  resources  to  programs  that  achieve  the  highest  results. 

•  Pension  Reform:  Numerous  studies  have  outlined  the  problems  and  several  solutions 
have  been  proposed  to  address  the  pension  programs  for  police,  firefighters,  teachers 
and  judges.  In  summary,  pension  liabilities  owed  to  current  employees  and  retirees 
exceed  the  District's  pension  fiind  assets  by  approximately  $5  billion.  Various  options 
have  been  proposed  to  address  the  unfunded  liability  and  the  significant  growth  in  the 
District's  payment  These  include  changes  in  the  fiinding  methods,  fireezing  or 
capping  the  cost-of-living  adjustments,  adjusting  the  employee  contribution,  and 
increasing  the  federal  contribution.  This  project  involves  the  Authority  working  with 
District  and  federal  officials  to  help  develop  alternatives  to  address  this  problem. 

•  Procurement  Reform:  Two  recefit  studies  and  numerous  city  auditor  and  inspector 
general  reports  have  chronicled  poor  procurement  practices.  The  Authority,  as  a  part 
of  its  review  of  contracts,  has  observed  numerous  contracting  problems.  To  date  the 
Authority  has  reviewed  more  than  2,000  contract  actions.  Based  on  these  reviews,  we 
have  found  that:  (1)  contracts  are  fiw^uendy  sole-source  that  cover  short  time-fiames; 
and  (2)  multiple  contracts  for  similar  services  have  been  exeoited.  Both  practices  can 
add  considerable  costs.  The  problems  are  particulariy  acute  at  the  Department  of 
Human  Services,  which  annually  contracts  for  over  $1  billion  in  goods  and  services. 
Working  with  officials  in  the  City  Administrator's  OfBce  and  the  Department  of 
Human  Services,  a  team  to  address  DHS  procurement  weaknesses  has  been  formed. 
This  team  believes  that  savings  often  to  fifteen  percent  are  not  unreasonable.  The 
Authority  will  work  with  the  City  Administrator,  the  Coimcil,  and  others  to  continue 
addressing  procurement  issues. 

•  Financial  and  Management  Information:  Various  studies  and  our  experience  have 
shown  that  the  basic  financial  and  other  information  needed  to  manage  the  District  is 
not  available.  The  District  has  begim  projects  to  address  this  shortfall,  including  a 
needs  assessment  and  requirements  determination  related  to  a  new  financial 
management  system  and  automating  all  phases  of  personnel  information  and  payroll. 
The  Authority  will  continue  working  with  the  District  to  ensure  these  projects  are 
implemented  as  quickly  as  possible. 

•  Addressing  the  Corrections  Crisis:  Various  studies  have  identified  options  to  address 
the  monumental  problems  associated  with  the  Department  of  Corrections  prison 
facilities  at  Lorton,  Virginia.  One  key  option  is  the  complete  privatization  of  the 
facility.  A  critical  public  safety  issue  for  the  Authority  will  be  to  continue  to  work 
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with  the  District,  Federal  Executive  Branch,  and  the  Congress  is  addressing  these 


•    Assessment  of  Public  Schools  Management:  Various  studies  of  the  District  of 
Columbia  Public  Schools  (DCPS)  have  noted  that  DCPS  spending  approaches  $7,500 
per  pupil,  one  of  the  highest  levels  in  the  country.  Yet  the  money  -  and  the  personnel, 
who  presently  number  more  than  11, 000  full-time  equivalents  -  does  not  appear  to  be 
allocated  in  ways  that  will  maximize  student  achievement  Basic  supplies  like 
textbooks  and  paper  are  frequently  lacking,  many  schools  start  the  year  with  unfilled 
teaching  positions,  and  leaky  roofs  and  malfunctioning  boilers  are  realities  of  everyday 
life  for  DCPS  students.  Discretionary  funds,  for  school  principals  and  their  local 
school  restructuring  teams  are  meager.  Weak  financial,  personnel,  and  management 
systems  make  it  very  difBcult  to  track  the  flow  of  dollars  and  the  deployment  of 
personnel  at  DCPS.  The  Authority  plans  to  initiate  a  major  effort  to  conduct  a 
thorough  review  of  how  resources  are  used  within  DCPS  and  to  identify  how  resources 
can  be  redirected  to  upgrade  the  school  system  to  retain  and  restore  the  city's  middle- 
class  tax  base.  '      ^ 

Building  on  the  cooperation  generated  by  the  recent  success  in  developing  a  consensus 
budget,  the  Authority  and  the  District  Government  will  move  forward  to  jointly  address 
these  issues. 

THE  nSCAL  YFAR  1997  FINANCIAL  PI-AN  AND  BUDGET 

The  fiscal  year  1997  financial  plan  and  budget  is  the  product  of  a  consensus  among  the 
Authority,  Mayor,  and  the  Council.  Over  the  past  four  months  both  revenue  and 
expenditure  assumptions  have  been  explored  and  adjusted.  The  process  began  with  the 
Mayor's  submission  to  the  Authority  in  February,  proceeded  with  adjustments  to  the 
original  and  final  financial  plan  and  budget  by  the  Authority  in  March  and  May,  and  then 
approval  by  the  Council  in  early  June.  The  resulting  consensus  budget  presented  here 
represents  the  cuhnination  of  that  process.  The  discussion  regarding  the  budget  builds  on 
previous  reports  on  the  fiscal  year  1997  financial  plan  and  budget  that  were  issued  by  the 
Authority  on  March  21, 1996  and  May  8,  1996.  Table  1,  below,  provides  information  on 
revenues  and  expenditures. 

Revenues.  Expenditures,  and  Budget  Deficits 

The  final  fiscal  year  1997  financial  plan  and  budget  as  submitted  to  the  Congress  calls  for 
some  additional  revenue,  adjustments  to  expenditures,  and  a  declining  budget  deficit 
The  financial  plan  and  budget  contains  numerous  revenue  and  expenditure  initiatives. 
Projected  savings  fi-om  these  initiatives  have  been  discounted  in  the  early  years  of  the 
plan  in  order  to  conservatively  estimate  their  fiscal  impact. 

The  District's  new  local  revenue  initiatives  include  increased  revenues  through  workplace 
efficiencies,  improved  collections  of  aged  accounts  receivables  and  reserves,  as  well  as 
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some  additional  taxes  or  fees.  While  the  Authority  sxipports  attempts  to  find  new  sources 
of  revenue  for  the  District,  the  Authority  does  not  support  efforts  to  impose  new  taxes  or 
fees  of  an  ad  hoc  nature  on  District  residents  and  businesses  without  a  thorough  analysis 
of  their  impact  Projected  total  local  revenues  for  fiscal  year  1997  equal  $3.33  billion. 
Total  revenues  from  all  sources  equals  $5.03  billioiL 

Expenditures  in  fiscal  year  1997  total  $5.13  billion.  Nearly  one-third  of  total 
expenditures  ($  1 .7  billion)  continue  to  be  devoted  to  the  Department  of  Human  Services. 
An  additional  $1.05  billion  is  projected  for  Public  Safety,  and  Public  Education  is 
budgeted  at  $768  million. 

The  resulting  budget  generates  a  deficit  of  $9S.9  million,  more  than  $17  million  below 
the  fiscal  year  1996  projected  deficit  Table  1  summarizes  the  fiscal  year  1997  financial 
plan  and  budget  and  compares  the  actual  and  budgeted  expenditures  in  fiscal  years  1994 
to  1996. 
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Table  1:  Actuals  and  Estimates  of  the  District's  Budget,  1994-2000 


(mthomvtd5)                              1994 
Revenue                                    Aoial 

I99S 
Actual 

199i 
Forecast 

1997 
Foncas 

199« 
Foroast 

1999 
Forecast 

2000 
Forecast 

T«ej                                      $2,470,053 

$2,391,041 

$2,335,710 

$2,359,926 

EJS6.I24        $2,431,365 

$2,445,929 

Non  tu  revenue                       $234,566         S210,063 

$m.6l7 

$194,003 

$202,023 

$202,414 

$208,993 

Taicnipwymtm                         $647,930         i660.0b0 

$660,000 

$660,000 

$660,000 

$660,000 

$660.01)0 

Transfer!                                    $79,583           $85,100 

$76,100 

$114,788 

$87,449 

$93,183 

$97,991 

1     $3,432,132      $3,^,204 

$3,245,627 

$3,328,717 

tt.S35.5a6 

$3,386,962 

$3,412,913 

Grants                                      $960,708         $855,308 

$878,914 

$850,362 

$860,294 

$885,428 

$909,485 

PnvueOiher                            $127.628i        $128,008 

$114,152 

$120,915 

$125,825 

$131,199 

$136,844 

IntraDisOia                                           $0 

$0 

$115,322 

$112,912 

$133,550 

$138,372 

$143,327 

Enierprise                                $599,604 

$589,012 

$581,244 

$616,943 

$663,323 

$729,568 

$848,853 

Total  revenue                       $5,120,072 

$4,918,532 

$4,935,259 

$5,029,849 

i$.H6368 

$5i71.52« 

$5.451. 4J2 

GovcnuDcn  Dir.  Jt  Sup.            $1 29.601 

$131,001 

$149,201 

$128,216 

iUi.6ii 

$115,447 

$119,387 

Econamic  Development            $236,722 

t2lfl.20^ 

$142,095 

$147,036 

$i5S.iM 

$157,472 

$161,614 

Public  Sifctr                          $987,938 

$936,364 

$985,901 

$1,049,615 

t1.M0.6i4 

$1,063,802 

$1,107,482 

Public  Education                      $746,138 

$792,339 

$815,777 

$767,784 

i6id.66o 

$843,448 

$870.r78 

Human  Support  Services        $2,092,966 

$1,690,373 

$1,702,578 

$1,685,222 

t1.W0.4i8 

$1,rt6,749 

$1.78b.2i2 

Medicaid 

$926,963 

$780,195 

$817,044 

$657,3dd 

$875,430 

Other  Human  Servica 

$775,615 

t905.027 

$903,384 

$879,360 

$904,792 

1 

PuMic  Works                           $276,964 

$249,202 

$286,989 

$294,588 

$i20.0^ 

$333,898 

$34d.4(id 

Financing  and  other                  $385,567 

$366,461 

$384,435 

$432,848 

tMiiiA 

$3^.183 

$327,309 

Downsizing 

($14,911] 

(Utm 

($id$.4661 

($141^76 

Entsprias                                $599,604 

i58d.012 

$584,394 

$638,443 

$664,441 

$750,124 

SS70.3S3 

Expeadil»«s                         t$.455iU 

U.in.USA 

«.(JSl.37d 

ii.m.M 

KAU.m 

tsm.oi 

ii.445.U6 

DiOtRnea                           (i3di.4U| 

(iS4,427] 

($116,111: 

(iM.dd6; 

($36,603; 

$4tU1 

$S.SW 

a  -  Actual  amounts  include  adjustments  for  modified  accrual  accounting,  primarily  related  to 

classification  of  benefits 

b-  Amounts  for  1997-2000  amounts  have  been  adjusted  to  show  the  effect  of  initiatives. 

Revenue 


The  fiscal  year  1997  budget  estimates  that  revenues  will  total  $5.03  billion.  In  our  March 
21,  1996  report  we  discussed  an  initiative  to  raise  revenue  by  charging  public  utility 
companies,  communication  providers,  and  other  private  entities  for  the  use  of  public 
rights  of  way,  public  space,  and  public  structures.  The  initiative  was  projected  to  raise 
$11  million  annually  ($6.6  million  when  discounted).  The  Authority  noted  that  it  needed 
additional  information  before  agreeing  to  this  initiative.  The  District  has  provided 
substantial  additional  information  including  the  fact  that  such  fees  are  common  in  other 
jurisdictions.  The  District  has  agreed  to  study  the  issue  before  determining  the  specific 
fee  structure.  The  Authority  believes  that  all  fees  and  other  revenue  sources  need  to  be 
studied  to  determine  their  effect  on  the  cost  of  doing  business  in  the  District  and  the 
extent  to  which  the  existing  or  proposed  revenue  structure  impacts  economic 
development  In  addition  to  this  fee,  the  District  developed  better  estimates  fi-ora  other 
revenue  initiatives  and,  as  a  result,  an  additional  $1 .4  million  in  revenue  is  expected  in 
fiscal  year  1997. 
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Staffing  and  Personnel  R^  .orm 

As  we  noted  in  our  March  21,  1996  report  on  the  Mayor's  initial  fiscal  year  1997 
Financial  Plan  and  Budget,  a  major  portion  of  the  Plan  is  devoted  to  personnel 
management.  More  than  one-third  of  the  81  initiatives  are  included  under  the  personnel 
and  workforce  topics.  Total  net  savings  fi^om  workforce  and  personnel  initiatives  are 
projected  to  increase  from  $53  million  in  fiscal  year  1997  to  $213  million  in  fiscal  year 
2000. 

More  than  80  percent  of  these  savings  are  from  reducing  the  workforce  from 
approximately  40,000  at  the  begiiming  of  fiscal  year  1996  to  30,000  by  the  beginning  of 
fiscal  year  2000.  According  to  the  Mayor's  Response,  this  initiative  will  generate  savings 
of  $402  million  in  fiscal  year  1997  and  total  savings  of  more  than  $440  million  through 
fiscal  year  2000. 

More  than  60  percent  of  the  FTE  reductions  or  6,527  &re  to  take  place  before  the  end  of 
this  fiscal  year.  The  District  is  moving  toward  reaching  the  plan  ceiling  of  33,850  by 
September  30, 1996.  With  the  transfer  of  FTE  positions  from  the  District  payroll  to 
separate  enterprise  fimds  the  District  will  reduce  FTEs  by  approximately  3,800  from  the 
October  1995  on-board  strength  of  40,377.  To  reach  the  33,850  FTE  goal,  additional 
reductions  of  2,680  FTEs  are  required.  As  of  the  middle  of  May,  the  District  had  reduced 
nearly  1,000  FTEs  through  separations  and  reductions-in-force  (RIF).  RIFs  of  an 
additional  500  FTEs  are  underway  in  District  agencies  and  the  District  of  Columbia 
Public  Schools  (DCPS)  have  begun  the  process  of  reducing  approximately  1,400  FTEs  by 
next  September.  With  these  and  other  smaller  reductions  planned  in  some  independent 
agencies,  the  District  expects  to  meet  the  33,850  ceiling  by  September  30, 1996. 

The  fiscal  year  1997  budget  calls  for  an  additional  reduction  in  FTEs  of  1,400  resulting  in 
a  32,450  FTE  ceiling  to  be  reached  by  the  end  of  fiscal  year  1997  (September  30, 1997). 
The  fiscal  year  1997  budget  does  not  allocate  FTE  reductions  to  individual  agencies,  but 
calls  for  an  undefined  general  reduction  of  2,400  FTEs.  Allocating  all  FTE  reductions  to 
individual  agencies  is  not  possible  at  this  time,  as  several  restructuring  and  privatization 
efforts  have  not  been  finalized.  The  Authority  will  work  with  the  District  to  allocate  all 
FTEs  to  agencies  as  early  as  practical. 

Public  Safety 

The  fiscal  year  1997  budget  increases  ftmding  in  public  safety  by  $63.7  million  over 
projected  fiscal  year  1996  spending.  This  increase  will  fiilly  fimd  the  Metropolitan  Police 
Department  including  a  police  officer  strength  of  more  than  3,800  and  helps  to  partially 
restore  chronic  underfunding  in  the  Department  of  Corrections.  In  addition,  the  Authority 
supported  the  Council's  $106.5  million  budget  for  Fire  and  EMS.  This  will  allow  Fire 
and  EMS  to  keep  active  all  existing  fu-e  companies.  The  closure  and  movement  of  fu-e 
companies  had  been  supported  by  a  computer  model.  However,  the  Authority  believes 
that,  given  the  problems  with  equipment  breakdown  and  other  problems,  Fire  and  EMS 
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should  initially  address  these  shortfalls  before  deciding  on  how  to  reconfigure  the  ^ 

department  Another  key  issue  that  must  be  addressed  is  the  deployment  of  fire  trucks  to 
low  priority  medical  calls.  Once  these  issues  have  been  addressed.  Fire  and  EMS  should 
reanalyze  its  structure  and  alignment 

Public  Education 

The  fiscal  year  1997  budget  for  Public  Education  totals  $768  million.  Adjustments  from 
the  May  8, 1996  Authority  budget  include  an  additional  $3.2  million  for  the  Public 
Schools  for  a  total  budget  of  $578  million.  In  addition,  the  Authority  agreed  to  provide 
the  University  of  the  District  of  Columbia  a  total  budget  of  $76.3  million  or  a  $2.8 
million  increase  over  the  amount  recommende(l  by  the  Authority  on  May  8.  Upon 
reexamination  of  the  allocation  of  the  workforce  initiatives,  the  Authority  determined  that 
the  $5.8  million  allocated  reduction  to  UDC  overstated  the  impact  of  the  initiatives  on  the 
university.  The  Authority  therefore  agreed  to  the  increased  funding. 

Human  Support  Services  <"  •'.      • 

The  Qscal  year  1997  budget  for  human  support  services  is  $1,685^22.  This  represents  a 
one  percent  reduction  firom  the  fiscal  year  1996  budget  level.  The  fiscal  year  1997  budget 
reduces  Medicaid  expenditures  by  $17,886  million  from  the  level  proposed  by  the 
Authority  on  May  8.  The  reduction  is  possible  because  preliminary  fiscal  year  1996 
Medicaid  expenditures  are  less  than  originally  projected  and  this  may  reduce  the  baseline 
Medicaid  e^qjeoditure  projection  for  fiscal  year  1997.  The  Authority  acknowledges  the 
uncertainty  in  the  projections  for  Medicaid  expenditures  and,  as  a  result,  has  chosen  not 
to  reduce  the  Medicaid  budget  fiirther  until  greater  confidence  can  be  established  as  to  the 
likely  level  of  Medicaid  expenditures  in  fiscal  year  1997.  The  Authority  will  continue  to 
woric  with  the  Administration  to  improve  the  data  collection  and  expenditure  projection 
and  validity  with  respect  to  the  Medicaid  program. 

In  the  Authority's  May  8  report,  a  reduction  of  $29.5  million  in  the  non-Medicaid  health 
and  human  services  budget  was  recommended  to  offset  the  increase  in  the  Medicaid 
budget  As  a  result  of  the  revised  Medicaid  projection  identified  above,  the  Authority 
recommends  that  $6,300,000  be  restored  to  the  non-Medicaid  health  and  human  services 
budget  In  order  to  implement  the  $23.2  million  in  non-Medicaid  savings  previously 
recommended  in  this  area,  the  Authority  recognizes  that  adjustments  between  categories 
within  the  health  and  human  services  area  will  be  required.  , 

Capital  Plan 

The  capital  plan  included  in  the  fiscal  year  1997  fmancial  plan  and  budget  represents  a 
significant  improvement  over  prior  year's  submissions.  The  current  plan  and  budget  was 
developed  to  ensure  that  the  District  stays  within  what  it  projects  to  be  a  limited  access  to 
capital  in  its  appropriated  budget-approximately  $150  million  per  year,  or  $900  million 
for  the  FY  1996-2002  planning  period. 
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Prior  to  this  year,  the  District's  capital  budgeting  process  authorized  budget  authority  for 
projects  without  regard  to  the  District's  ability  to  finance  that  obligation.  This  practice  of 
approving  projects  on  an  authority  basis  has  a  number  of  drawbacks.  It  provides  an 
overly  optimistic  view  of  the  District's  actual  ability  to  implement  its  capital  borrowing 
plan.  Project  managers  can  not  efficiently  manage  their  financial  resources  because  of 
the  uncertainty  as  to  the  availability  of  financing  balances.  The  practice  also  facilitates 
spending  a  disproportionate  amount  of  resources  on  the  design  phase  for  projects  that 
never  get  financing  for  implementation. 

To  develop  a  realistic  capital  plan,  the  District  conducted  a  review  of  its  capital  program 
ar'  approved  only  those  projects  that  could  be  completed  within  the  $900  million  and 
Oiiild  meet  at  least  one  of  the  following  criteria: 

•  current  conditions  impeding  agency  performance 

•  health  and  safety  issues 

•  major  equipment  purchase  to  support  operations ' 

•  revenue  producing  initiatives 

•  court  order  or  legal  mandate 

•  self-sufficient  initiative 

•  binding  agreements 

Budget  authority  for  all  of  the  projects  that  were  not  selected  was  rescinded.  Only  those 
projects  for  which  financing  is  available  have  budget  authority  committed  for  the  current 
fiscal  year.  Limiting  spending  to  the  money  available  will  provided  a  more  orderiy  and 
efficient  capital  budgeting  process. 

The  District  expects  to  finance  its  FY  1996  general  fimd  capital  requirements  with  a 
short-term  loan  fitjm  the  U.S.  Treasury.  In  FY  1997,  the  District  anticipates  transferring 
$10.3  million  fix)m  the  operating  budget  to  the  capital  budget  (PAYGO)  to  finance  certain 
capital  requirements  (principally  the  Condition  Assessment  Study  of  District-owned 
buildings  and  the  Comprehensive  Automated  Persormel/Payroll  System)  and  certain  fire 
apparatus  and  equipment  ($3.9  million).  Commencing  in  FY  1997  and  continuing 
through  FY  2002,  the  District  expects  to  either  re-enter  the  capital  markets  or  identify 
other  sources  of  long-term  capital,  such  as  the  U.S.  Treasury.  The  District  expects  to 
issue  $  1  SO  million  each  year  for  such  obligations.  Other  annual  sources  of  capital  include 
dedicated  revenues  of  $34  million  deposited  into  the  Highway  Trust  Fund,  $90  million 
fi-om  the  Federal  Highway  matching  grants,  and  $43  million  fi'om  Community 
Development  Block  Grants.  Finally,  the  District's  capital  resources  will  be  augmented 
by  bonds  issued  by  the  Water  and  Sewer  Authority.  The  District  projects  capital 
financings  in  excess  of  $750  million  during  FY  1997-2002  for  the  Water  and  Sewer 
Authority.  These  debt  instruments  will  be  financed  by  user  fees  levied  by  the  new 
authority. 
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During  FY  1997,  the  majority  of  the  approved  projects  in  the  capital  plan  are  for  ongoing 
and/or  contractual  obligations  such  as  the  WMATA  compact  ($5 1  million).  Only  three 
new  projects  were  authorized  in  this  austere  capital  plan-the  city-wide  Condition 
Assessment  Study  ($1  million);  the  expansion  of  the  Senior  Wellness  Center  ($3  million); 
and  the  modernization  of  the  Motor  Vehicle  Information  System  ($5.5  million).  Such 
projects  are  designed  to  improve  the  efficiency  and  productivity  of  the  government's 
operations. 

The  Authority's  staff  continues  to  work  closely  with  the  District  in  developing  and 
refining  the  capital  plan,  as  well  as  to  review  alternative  financing  options  to  fiind  cap.al 
expenditures. 

Long-Term  Financing 

The  fiscal  year  1997  budget  and  financial  plan  addresses  the  need  for  borrowing  for 
several  different  purposes:  long  term  borrowing  to  fitiance  the  effect  of  acciunulated 
deficits,  botiowing  for  capital  investment,  and  seasonal  short-term  borrowings.  However, 
the  budget  does  not  specifically  contain  any  deficit  financing  because  such  a  borrowing 
requires  a  change  in  federal  law.  Public  Law  104-8  requires  that  the  budget  and  financial 
plan  be  based  on  current  law.  ^ 

As  we  stated  in  our  May  8  report,  the  Authority  conctirs  with  the  need  for  borrowing, 
both  for  the  deficit,  as  well  as  for  capital  needs.  The  previous  section  outlined  the  need 
for  capital  borrowings.  The  District  has  proposed  a  legislative  change  that  would  permit 
the  issuance  of  deficit  bonds.  The  plan  calls  for  $500  million  of  15-year  maturity  bonds 
fix)m  the  U.S.  Treasury. 

With  regard  to  the  timing  of  a  long  term  financing,  the  Authority  agrees  with  the  District 
that  the  borrowing  should  occur  in  fiscal  year  1997.    A  post-fiscal  year  1996  financing 
would  allow  time  for  achieving  results  and  assessing  progress.  Also,  this  timetable  could 
be  supported  by  continuing  to  borrow  short  term  fit)m  the  Treasury  or  other  sources.  The 
Authority,  therefore  recoounends  that  the  District  prepare  for  a  long  term  financing  in 
fiscal  year  1997. 

P.L.  104-8  contemplates  long  term  financing  for  the  District  While  some  financing 
methods,  specifically  a  capital  market  borrowing  by  the  Authority  for  the  District,  have 
already  been  authorized  by  P.L.  104-8,  the  Authority  believes  all  interested  parties  will 
require  specific  Congressional  Authorization  for  any  fiiture  capital  niarket  borrowing. 

The  Authority  believes  that  (1)  Congress  should  authorize  the  District  to  borrow  long 
term  up  to  a  maximum  amount  during  fiscal  year  1997.  (2)  The  Authority  should  be 
given  power  to  decide  the  following:  (a)  when  the  District  can  borrow,  (b)  the  specific 
amount  of  the  borrowing,  (c)  the  terms  and  conditions  of  the  borrowing,  (d)  the  collateral 
to  be  pledged  for  security,  and  (e)  the  specific  uses  of  the  proceeds  fix)m  the  borrowing. 
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The  above  changes  are  needed  whether  ( 1 )  the  District  borrows  -  on  its  own  account  - 
from  the  US  Treasury  or  in  the  private  capital  market,  or  (2)  whether  the  Authority 
borrows  in  the  private  capital  market  on  behalf  of  the  District 

SUGGESTED  REVISIONS  TO 
THE  BUDGET  PROCESS 

The  Authority  also  has  a  number  of  comments  on  the  process  used  to  develop  the 
financial  plan  and  budget  and  has  some  suggested  revisions.  The  current  linear  budget 
process  as  required  by  Public  Law  104-8,  mandates  unrealistic  intermediate  deadlines  for 
the  Mayor,  the  Council,  and  the  Authority,  and  does  not  promote  cooperation  and 
consultation  among  the  three  organizations. 

Under  the  current  procedure,  the  first  deadline  is  for  the  Mayor  to  submit  the  financial 
plan  and  budget  to  the  Authority  by  February  1 .  A  better  process  would  be  for  the 
Authority,  Council,  and  Mayor  to  meet  in  early  Janu^^  to  develop  an  overall  strategy  for 
the  financial  plan  and  budget  The  Plan  should  be  worked  on  jointly  by  the  three  entities 
with  the  Council  holding  hearings  itdeems  as  appropriate.  Congress  would  continue  to 
receive  the  budget  by  June  15. 

Regarding  budget  formulation,  the  Authority  will  continue  working  with  the  CFO  to 
improve  the  budget  procedures  and  process  throughout  the  District  At  the  District  level, 
the  budget  will  be  addressed  to  develop  a  format  and  structure  that  identifies  the  impact 
of  various  budget  issues  on  the  deficit/surplus  each  year.  Also,  the  budget  may  be 
reformatted  to  more  clearly  present  the  discretionary  versus  non-discretionary  fiinds  and 
revenue  sources.  At  a  more  detailed  level,  the  Authority  is  working  with  agencies  to 
refine  the  methods  of  estimating  costs  and  revenues  and  to  develop  spending  plans  that 
can  be  a  comprehensive  basis  for  building  a  budget  and  to  monitor  fund  status  on  a  more 
timely  basis.  Another  continuing  goal  for  the  budget  is  for  more  estimates  to  be  built 
from  a  zero  basis  and  to  be  tied  to  program  outcomes. 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 


RESOLUTION 

WHEREAS,  Section  202(cX6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  1 5  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WH£R£AS,  the  Authority,  while  disapproving  the  Mayor's  preliminary  and 
revised  financial  plan  and  budget  for  fiscal  year  1997,  recognized  that  the  Mayor's 
preliminary  and  revised  financial  plan  and  budget  for  fiscal  year  1997  reflected  progress 
in  moving  the  District  of  Columbia  toward  the  goal  of  financial  stability  and  were 
significant  good  fidth  efforts  to  achieve  that  goal;  and 

WHEREAS,  the  Authority  reviewed  the  Mayor's  preliminary  and  revised 
financial  plan  and  budget  for  fiscal  year  1997,  made  its  recommendations  for  revisions  in 
the  Mayor's  preliminary  financial  plan  and  budget  for  fiscal  year  1997  so  as  to-bring 
them  into  conformity  with  the  Act  and  submitted  these  recommendations  to  the  Mayor 
and  Council  in  accordance  with  the  Act;  and 

WHEREAS,  Section  202  of  the  Act  provides  that  the  Council  shall  submit  to  the 
Authority  and  the  Mayor  an  initial  financial  plan  and  budget  for  the  year,  that  the 
Authority  shall  promptly  review  the  Council's  initial  financial  plan  and  budget,  and  that, 
if  the  Authority  has  not  provided  the  Mayor,  the  Council,  the  President  and  Congress 
with  a  notice  certifying  approval  or  a  statement  of  disapproval  upon  the  expiration  of  the 
1 5  day  period  which  begins  on  the  date  the  Authority  receives  the  Council's  initial 
financial  plan  and  budget,  the  Authority  shall  be  deemed  to  have  approved  the  Council's 
initial  financial  plan  and  budget;  and 

WHEREAS,  the  Council  on  June  7,  1996  transmitted  its  initial  financial  plan  and 
budget  for  fiscal  year  1997  to  the  Authority  in  accordance  with  the  Act  in  the  form  of  Bill 
1 1-697,  "Fiscal  Year  1997  Budget  Request  Act";  and 

WHEREAS,  the  Authority  has  reviewed  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  transmitted  by  the  Council;  and 


737 


WHEREAS,  the  Mayor,  the  Council,  and  the  Authority  have  engaged  in  a 
continuing  and  constructive  dialogue  to  produce  a  financial  plan  and  budget  for  fiscal 
year  1997  that  would  be  in  compliance  with  the  Act,  would  promote  the  financial  stability 
of  the  District  government  and  would  serve  the  interests  of  the  people  of  the  District  of 
Columbia;  and 

WHEREAS,  this  dialogue  has  produced  a  consensus  of  the  Mayor,  the  Council, 
and  the  Authority  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in  conformity 
with  the  Act,  will  promote  the  financial  stability  of  the  District  government,  and  will 
fiirther  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  statutory  deadline  of  June  15,  1996,  for  submission  to  Congress 
of  an  approved  and  recommended  financial  plan  and  budget  for  fiscal  year  1997  is 
imminent;  and 

WHEREAS,  the  consensus  of  the  Mayor,  the  Council  and  the  Authority  on  the 
financial  plan  and  budget  for  fiscal  year  1997  supersedes  the  Council's  initial  financial 
plan  and  budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request 
Act",  transmitted  to  the  Authority  by  the  Coimcil  and  reviewed  by  the  Authority;  and 

WHEREAS,  the  Council's  initial  financial  plan  and  budget  for  fiscal  year  1997 
does  not  meet  the  requirements  of  Section  201  of  the  Act  as  required  by  Section  202  of 
the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

1 .  The  Authority,  in  compliance  with  the  requirements  of  Section  202  of  the 
Act  and  in  order  to  achieve  the  objectives  set  forth  in  this  Resolution,  approves  and 
recommends  the  financial  plan  and  budget  for  fiscal  year  1997  shown  in  the  attached 
document  and  set  forth  in  materials  to  be  submitted  to  Congress  forthwith. 

2.  The  Council's  initial  financial  plan  and  budget  for  fiscal  year  1997  in  Bill 
1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  transmitted  to  the  Authority  on  June  7, 
1996,  is  disapproved  by  the  Authority  pursuant  to  Sections  202  and  203  of  the  Act 

3.  The  following  constitutes  the  statement  required  by  Section  202  of  the  Act 
to  be  provided  by  the  Authority  to  the  Mayor,  the  Council,  the  President  and  Congress: 

(A)  The  reasons  for  the  Authority's  disapproval  of  the  Council's  initial 
financial  plan  and  budget  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  are  set 
forth  in  this  Resolution,  the  attached  document,  and  the  materials  referred  to  in  paragraph 
1. 
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(B)  The  Authority's  recommended  financial  plan  and  budget  for  fiscal 
year  1997  is  set  forth  in  this  and  accompanying  Resolutions,  the  attached  document,  and 
the  materials  referred  to  in  paragraph  1 . 

4.         This  Resolution  shall  be  effective  immediately,  and  shall  be  provided  to 
the  Mayor,  the  Council,  the  President,  and  Congress. 


Adopted  this    13th  day  of  June,  1996. 


Andrew  F.  Brimmer 
Chair    •" 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORmr) 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  1 5  preceding  each  fiscal  year  wliich  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREIAS,  the  Council  transmitted  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  BUI  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  Jime  7, 1996;  and 

WHEREIAS,  a  dialogue  among  the  Mayor,  the  Council,  and  the  Authority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  further  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disapproved  the  Council'^  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  which  meets  the  £^)plicable  requirements  under  Section  201  of 
the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Government  Direction  and  Support  is  $128,218,000. 


Adopted  this  13th  day  of  June,  1996. 


Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  1 5  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Coimcil  transmitted  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7,  1996;  and 

WHEREAS,  a  dialogue  among  the  Mayor,  the  Council,  and  the  Authority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  further  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disapproved  the  Council's  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  which  meets  the  applicable  requirements  under  Section  201  of 

the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Economic  Development  is  $147,038,000. 


Adopted  this  13th  day  of  June,  1996. 


Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBIUTY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  IS  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Council  transmitted  the  initial  financial  plan  and  budget  for 
fiscal  yew  1997  in  the  form  of  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7, 1996;  and 

WHEIREIAS,  a  dialogue  among  the  Mayor,  the  Council,  and  the  Audiority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1 997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  further  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disapproved  the  Council'^  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  which  meets  the  applicable  requirements  under  Section  201  of 
the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Public  Safety  and  Justice  is  $1,049,615,000. 

Adopted  this  I3th  day  of  June,  1996. 


Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  1 5  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Coimcil's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Council  transmitted  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7,  1996;  and 

WHEREAS,  a  dialogue  among  the  Mayor,  the  Council,  and  the  Authority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  fiuther  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disi^iproved  the  Council'^  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  \vbich  meets  the  s^plicable  requirements  under  Section  201  of 

the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Public  Education  is  $767,784,000. 

Adopted  this  13th  day  of  June,  1996. 


Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  IS  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  iK}tice 
certiiying  its  approval  of  the  Council's  revised  financia]  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  ai^roved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  s^plicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Council  transmitted  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7,  1996;  and 

WHEREAS,  a  dialogue  among  the  Mayor,  the  Council,  and  the  Authority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in 
confonnity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  finther  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disapproved  the  Council'^  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  which  meets  the  applicable  requirements  under  Section  201  of 
the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  reconunended  budget  and  financial  plan  for  fiscal  year  1997  for 
Health  and  Human  Services  is  $1,685,222,000. 

Adopted  this  13th  day  of  June,  1996. 

Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORmr) 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  1 5  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Council  transmitted  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7,  1996;  and 

WHEREAS,  a  dialogue  among  the  Mayor,  the  Council,  and  the  Authority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  further  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disapproved  the  Council's  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  which  meets  the  applicable  requirements  under  Section  201  of 

the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Public  Works  is  294,588,000. 

Adopted  this  13th  day  of  June,  1996. 


Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  IS  preceding  each  fiscal  year  vdiich  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  CouiKil's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  EHstrict  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Council  transmitted  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  Bill  1  f-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7, 1996;  and 

WHEREAS,  a  dialogue  among  die  Mayor,  the  Council,  and  the  Audiority  has 
produced  a  consensus  on  a  fijiancial  plan  and  budget  for  fiscal  year  1997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  further  the  interests  of  the  people  of  the  District  of  Columbia;  and 

Whereas,  the  Authority  has  reviewed  and  disapproved  the  Council's  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and  ,,' 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  vdiich  meets  the  applicable  requirements  under  Section  201  of 
the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Financing  and  Other  Revenues  is  $432,848,000. 

Adopted  this  13th  day  of  June,  1996.  \.^       .  i  c  ■  ,^  . 


Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COi.UMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORITY") 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  Jime  1 5  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Council  transmitted  the  inidal  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  Bill  11-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7,  1996;  and 

WHEREAS,  a  dialogue  among  the  Mayor,  the  Council,  and  the  Authority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  further  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disapproved  the  Council's  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  w^ch  meets  the  applicable  requirements  under  Section  201  of 

the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Downsizing  is  ($14,91 1,000). 


Adopted  this  13th  day  of  June,  1996. 


Andrew  F.  Brimmer 
Chair 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 

MANAGEMENT  ASSISTANCE  AUTHORITY 

("AUTHORFTY") 

RESOLUTION 

WHEREAS,  Section  202(c)(6)  of  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995,  P.L.  104-8  (the  "Act"),  requires 
that  not  later  than  the  June  1 5  preceding  each  fiscal  year  which  is  a  control  year,  the 
Authority  shall  provide  Congress  with  a  notice  certifying  its  approval  of  the  Council's 
initial  financial  plan  and  budget  for  the  fiscal  year,  or  provide  Congress  with  a  notice 
certifying  its  approval  of  the  Council's  revised  financial  plan  and  budget  for  the  fiscal 
year,  or  submit  to  Congress  an  approved  and  recommended  financial  plan  and  budget  of 
the  Authority  for  the  District  government  for  the  fiscal  year,  which  meets  the  applicable 
requirements  under  Section  201  of  the  Act;  and 

WHEREAS,  the  Council  tfansmitted  the  initial  financial  plan  and  budget  for 
fiscal  year  1997  in  the  form  of  Bill  ll"-697,  "Fiscal  Year  1997  Budget  Request  Act",  to 
the  Authority  for  review  on  June  7,  1996;  and 

WHEREAS,  a  dialogue  among  the  Mayor,  die  Council,  and  the  Authority  has 
produced  a  consensus  on  a  financial  plan  and  budget  for  fiscal  year  1997  that  is  in 
conformity  with  the  Act,  will  promote  the  financial  stability  of  the  District  government, 
and  will  further  the  interests  of  the  people  of  the  District  of  Columbia;  and 

WHEREAS,  the  Authority  has  reviewed  and  disapproved  the  Council's  plan  and 
budget  for  fiscal  year  1997  in  Bill  1 1-697,  "Fiscal  Year  1997  Budget  Request  Act", 
transmitted  by  the  Council;  and  . ' 

WHEREAS,  the  Authority  has  approved  and  recommended  a  financial  plan  and 
budget  for  fiscal  year  1997  which  meets  the  applicable  requirements  under  Section  201  of 
the  Act; 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  AUTHORITY  THAT: 

The  Authority's  recommended  budget  and  financial  plan  for  fiscal  year  1997  for 
Enterprise  Funds  is  $638,443,000. 

Adopted  this  13th  day  of  June,  1996. 


(  LLoJ  f. Bn-^^^^^^^i^ 


Andrew  F.  Brimmer 
Chair 
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UniUd  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Ofilce  of  the  General  Coansel 


B-262069 


August  1,  1995 


Gariand  Pinkston,  Jr.,  Esq. 
Acting  Corporation  Counsel 
Government  of  the  District  of  Columbia 
441  Fourth  Street,  N.W. 
Washington,  D.C.  20001 

Dear  Mr.  Pinkston: 


This  responds  to  your  July  7,  1995  request  for  an  expedited  opinion  on  whether  the 
District  of  Columbia  government  may  exceed  its  appropriation  in  order  to  make 
obUgations  and  expenditures  for  the  Aid  to  FamiUes  with  Dependent  Children 
(AFDC)  and  Medicaid  programs  without  violating  the  Antidefldency  Act,  31  U.S.C. 
§§  1341-1342,  1349-1351(1988).  You  suggest  that  there  would  be  no  Antideficiency 
Act  violation  because  the  obUgations  and  expenditures  are  mandatory  and  thus 
covered  by  an  exception  to  the  Act  You  also  asked  a  similar  question  regarding 
ObUgations  and  expenditiires  the  District  makes  for  its  child  abuse-and- 
neglect/foster  care  program  to  comply  with  court  orders  in  lAStiawn  A.  V,  Kelly. 
CA.  No.  89-1754  (D.D.C.) 

The  Antideficiency  Act  prohibits  officers  and  employees  of  the  Distiict  of  Columbia 
from  incurring  obUgations  or  making  expenditiires  in  an  amount  exceeding  that 
made  available  by  an  appropriation  unless  the  Distiict  is  authorized  to  do  so  by 
law    31  U  S  C  §  1341(1988).  Under  the  caption  "Division  of  Expenses  ,  the  fiscal 
yem  1996  appropriation  act  for  the  Distiict  of  Columbia  appropriates  out  of  the 
general  fund  of  the  Distiict  of  Columbia  amounts  for  specific  categones  of 
expenses    The  activities  encompassed  by  your  inquiry  are  generaUy  charged  against 
the  appropriated  category  entitled  "Human  Support  Sendees'.  The  Distnct  of 
Coli^bia  Apprtjpriations  Act,  1995,  appropriated  over  $898  miUion  for  Human 
Support  Services.  Pub.  L.  No.  103^334,  108  Stat  2579  (1994). 

We  understand  that  the  Distiict  has  not  yet  exceeded  the  Human  Support  Services 
appropriation  and,  therefore,  your  inquiry  is  prospective  and  not  to  detenmne 
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whether  a  specific  Antideficiency  Act  violation  has  occurred.  As  discussed  below, 
the  AFDC  and  Medicaid  statutes,  and  the  court  orders  you  reference,  do  not 
authorize  the  District  to  obligate  and  expend  funds  without  regard  to  the  amounts 
provided  in  the  Human  Support  Services  appropriation.  Accordingly,  District 
officials  must  supervise  and  manage  its  financial  transactioru  to  insiire  that  it  does 
not  violate  the  Antideficiency  Act  by  inctmring  obligations  or  making  expenditures 
in  excess  of  the  amount  appropriated  for  Human  Support  Services. 

ANTIDEFICIENCY  ACT 

The  Antideficiency  Act  is  derived  from  legislation  first  enacted  in  1870  and  is  one  of 
the  major  statutes  by  which  Congress  exercises  its  constitutional  control  of  the 
public  purse.  The  Congress's  inclusion  of  the  District  in  the  Antideficiency  Act  is 
incident  to  its  constitutiorul  power  to  exercise  exclusive  legislation  over  the  District 
under  Article  I,  section  8,  clause  17  of  the  Constitution,  and  reflect  Congress's 
decision,  in  light  of  that  relationship,  to  expressly  limit  District  spending  to  amounts 
Congress  appropriates. 

The  provision  of  the  Antideficiency  Act  relevant  to  your  inquiry  is  31  U.S.C 
§  1341(aXl): 

''(a)(1)  An  officer  or  employee  of  the  United  States  Government  or  of 
the  District  of  Columbia  government  may  not- 

"(A)  make  or  authorize  an  expenditure  or  obligation  exceeding  an 
amount  available  in  an  ^propriation  or  fund  for  the  expenditure  or 
obligation  . . .  unless  otherwise  authorized  by  law.' 

Enactment  of  the  District  of  Columbia  Self-Govemment  and  Governmental 
Reorgaiuzation  Act  (Home  Rule  Act),  Public  Law  93-198,  conferring  limited 
autonomy  to  the  District  over  its  local  affairs,  did  not  diminish  the  applicability  of 
the  Antideficiency  Act  to  the  District  When  enacted  in  1974,  the  Home  Rule  Act 
confirmed  the  Antideficiency  Act's  continuing  application  to  the  District  by  stating 
that  'nothing  in  this  Act  shall  be  construed  as  affecting  the  applicability  to  the 
District  govenanent  of  §5  1341 ...  of  Title  31,  United  States  Code.'  D.C.  Code  Ann. 
§  47-313(e)(1981). 

ANTIDEFICIENCY  ACT  EXCEPTION 

Under  the  Home  Rule  Act,  Congress  retairis  the  authority  to  authorize  spending  for 
the  District  While  the  District  enacts  its  budget  for  submission  by  the  President  to 
Congress,  the  District's  authority  to  spend  is  conferred  by  acts  passed  by  Congress. 
Specifically,  section  446  of  the  Home  Rule  Act,  as  amended,  D.C.  Code  Ann.  §  47- 
304,  provides  that  except  as  provided  for  in  certain  provisions  relating  to  District 
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borrowing,  no  amount  may  be  obligated  or  expended  by  an  officer  or  employee  of 
the  District  unless  such  amount  has  been  approved  by  an  act  of  Congress  and  then 
according  to  such  act.  The  issue  you  present  goes  to  the  scope  of  the  "unless 
otherwise  authorized  by  law"  exception  contained  in  the  Antidefidency  Act,  and 
whether  Congress  has  provided  the  requisite  authority  with  respect  to  AFDC, 
Medicaid  and  other  programs.' 

AFDC  and  Medicaid 

You  believe  that  the  "unless  otherwise  authorized  by  law"  exception  applies  to  any 
District  government  expenditure  or  obligation  for  AFDC  or  Medicaid  which  is 
subject  to  federal  cost-sharing  because  "the  AFDC  and  Medicaid  programs  are  based 
on  federal  statutory  law  and  authorize  the  District  government  to  maJce 
expenditures  and  obligations  to  assist  the  nee<^  using  funds  governed  by  its  annual 
Congressionally-^proved  appropriations  act" 

The  "urUess  authorized  by  law"  exception  in  the  Antidefidency  Act  requires  more 
than  the  legal  authority  merely  to  obligate  or  spend  appropriated  funds."  Authori^ 
to  incur  obligations  or  make  expenditures  in  excess  of  the  amounts  appropriated 
encompassed  by  this  exception  to  the  Antidefidency  Act  may  fall  into  one  of  two 
categories.  The  Congress  may  expressly  state  that  an  agency  (or  the  District  of 
Columbia)  may  obligate  funds  in  excess  of  the  amount  appropriated,  fi^  22  U.S.C. 
§  22100)  (1988);  41  U.S.C.  §  11,  or  it  may  implidtly  authorize  an  agency  do  so  by 
virtue  of  a  law  that  necessarily  requires  such  obligations.  For  example,  the 
Department  of  Education  did  not  violate  the  Antidefidency  Act  when,  as  a  result  of 
loan  guarantees  Congress  required  it  to  issue  under  the  Student  Loan  Guarantee 
Program,  the  Department  incurred  obligations  for  payments  due  to  lenders  in 
excess  of  available  resources.  65  Comp.  Gen.  4  (1985).  Similariy,  the  Veterans 


'Although  not  discussed  in  your  letter,  there  is  in  the  Antidefidency  Act  another 
limited  exception.  Section  1342  of  title  31,  United  States  Code,  permits  an  officer 
or  employee  of  the  District  to  accept  voluntary  services  or  employ  personal  services 
exceeding  that  authorized  by  law  in  an  emergency  involving  the  safety  of  human  life 
or  the  protection  of  property.  An  "emergency"  under  section  1342  "does  not  indude 
ongoing,  regalar  functions  of  government  the  suspension  of  which  would  not 
imminenUy  threaten  the  safety  of  human  life  or  the  protection  of  property."  We  are 
not  presentiy  aware  of  any  facts  or  drcimistances  that  would  make  this  limited 
exception  avaUable  to  the  District  Ssfi,  5  Op.  Oi.C.  1,  7-11  (1981). 

'All  expenditures  of  public  funds  must  be  authorized  by  law.  United  States  v. 
MarCoUom.  426  U.S.  317,  321  (1976).  Sfifi  1  GAO,  Prindples  of  Federal 
Appropriations  Law  at  1-2  (1991). 
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Administration  (VA)  did  not  violate  the  Antidefidency  Act  by  incuning  obligations 
for  statutorily  required  compensation  and  pension  benefits  in  excess  of  available 
appropriations.'  B-226801,  Mar.  2,  1988. 

Our  review  of  the  AFDC  and  Medicaid  programs,  court  cases,  and  the  District's 
budget  and  appropriation  process  does  not  support  a  conclusion  that  Congress  has 
either  expressly  authorized  the  District  in  its  capacity  as  AFDC  and  Medicaid 
program  grantee  to  obligate  funds  in  excess  of  the  amounts  appropriated  to  the 
District  for  Human  Support  Services,  or  required  the  District  to  incur  obligations  in 
excess  of  the  amounts  appropriated  for  those  programs.  AFDC  and  Medicaid  are 
federal  grant  programs.  42  U.S.C.  Chapter  7,  Subchapters  IV  (Grants  to  States  For 
Aid  and  Services  To  Needy  Families  With  Children  aiid  For  Child- Welfare  Services) 
and  XDC  (Grants  to  States  For  Medical  Assistance  Programs).  The  District  is  a  state 
for  purposes  of  receiving  grants  under  these  programs.  42  U.S.C.  §  1301(a).  As  a 
grantee,  the  District  chooses  to  submit  a  plan  and  have  it  approved  by  the  Secretary 
of  the  Department  of  Health  and  Human  Services  in  order  to  participate  in  and 
receive  federal  funds  for  the  AFDC  and  Medicaid  programs.  42  U.S.C.  §5  601,  1396. 
The  District's  participation  is,  as  a  matter  of  law,  voluntary.  The  characterization  of 
AFDC  and  Medicaid  programs  as  entitlement  or  mandatory  programs  describes  not 
whether  a  state  participates  in  the  programs,  but  whether  qualified  persons  are 
entitled  to  receive  benefits-it  describes  the  responsibilities  of  the  federal  and  state 
governments  after  the  discretionary  decision  to  participate  in  the  programs  has 
been  made.  Federal  and  state  court  cases  concerning  AFDC*  and  Medicaid*  have 
recognized  this  principle. 


*rhe  authority  to  obligate  does  not  mean  there  is  also  authority  to  pay  those 
obligations.  There  must  also  be  sufficient  ftmds  remaining  in  the  applicable 
a4)propriation  or  ftmd  to  cover  payments.  B-208986,  Oct  29,  1982.  Even  though  VA 
could  incur  fiscal  year  1986  obligations  for  statutorily  required  compensation  and 
pension  benefits  in  excess  of  its  available  appropriation  without  violating  the 
Antidefidency  Act,  VA  violated  the  Antidefidency  Act  by  paying  the  fiscal  year  1986 
obligations  with  fiscal  year  1987  appropriations.  Instead,  VA  should  have  requested 
a  supplemental  appropriation  to  pa^  the  obligations.  B-226801,  Mar.  2,  1988. 

«E.g..  King  V.  Smith.  392  U.S.  309,  316  (1968);  Pratt  v.  Wilson.  770  F.  Supp.  539  (EJ). 
CaL  1991)  ("While  state  partidpation  in  [AFDC)  program  is  voluntary,  state's 
election  to  paitidpate  obligates  it  to  comply  with  federal  statutes  and  regulations 
which  govern  program.');  TrvM  v  Nnrman.  840  F.2d  608  (8th  Or.  1988)  CAlthough 
state  partidpation  in  (AFDC]  program  is  not  mandatory,  states  which  elect  to 
partidpate  must  follow  federal  law  when  administering  their  AFDC  programs."). 

*Rv..  Pwrhiatrir  Hn^.  Center  Tnr.  v.  Suriea.  777  F.  Supp.  1142  (SJ).N.Y.  1991) 
CWhile  partidpation  in  Medicaid  is  optional,  when  state  elects  to  take  part  in 
Medicaid  program,  it  must  comply  with  federal  statutory  requirements.'^. 
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The  District  is  in  the  same  position  as  any  of  the  50  states  participating  in  the 
p^gram.  As  a  program  grantee,  the  District  is  responsible  for  complying  with  the 
terms  of  the  program,  including  providing  the  necessary  funds  out  of  the  amounts 
requested  of,  and  appropriated  by,  the  Congress.  The  District's  decision  to 
participate  in  the  AFDC  and  Medicaid  programs  and  the  resporisibilities  that 
accompany  that  decision  no  more  authorize  the  District  to  obligate  funds  in  excess 
of  appropriations  than  does  the  District's  decision  to  participate  in  any  other  federal 
grant  program. 

To  the  extent  the  District  faces  the  possibility  of  incurring  AFDC  and  Medicaid 
obligations  in  excess  of  its  ctirrently  available  appropriation,  it  does  so  not  as  a 
result  of  a  federal  statutory  firamework  that  contemplates  such  excess,*  but  because 
of  a  combination  of  factors  that  were  within  the  District's  control.  The  District's 
fiscal  year  1995  lump  sum  appropriation  for  Human  Support  Services  substantially 
exceeded  the  amount  the  District  needed  for  AFDC  and  Medicaid.^  The  District  has 
and  is  making  discretionary  judgments  that  affect  the  level  of  obligations  charged  to 
its  Human  Support  Services  a|>propriation,  including  the  level  of  its  participation  in 
various  federal  programs.  The  District  has  chosen  to  participate  in  the  Medicaid 
program  at  a  level  greater  than  the  federal  government  requires  by  including  in  its 
Medicaid  plan  a  wide  range  of  optional  benefits.  The  District  has  elected  to  provide 


*In  some  cases  the  Congress  has  explicitly  recognized  that  appropriated  amounts 
m^  not  be  adequate  to  cover  obligations  and  that  supplemental  appropriations 
would  be  necessary.  66  Comp.  Gen.  4,  9  at  n.  6  (the  Guaranteed  Student  Loan 
Program).  Congress  also  has  enacted  statutes  explicitly  authorizing  agencies  to 
enter  into  contracts  and  inctir  obligations  without  regard  to  available 
appropriations.  £Uu  25  U.S.C.  §  99  (198S);  41  U.S.C.  i  11a  (1988). 

^We  note  that  the  District's  original  and  revised  forecasts  for  fiscal  year  1994  under- 
budgeted  for  Medicaid  After  fiscal  year  1994  spending  exceeded  forecasted 
amounts  for  each  of  the  first  6  months  of  the  year,  the  District's  monthly  forecasts 
for  fiscal  year  1996  remained  lower  than  the  actual  fiscal  year  1994  spending  for 
those  months.  SSS  pages  14,  74-77  of  FINANCIAL  STATUS:  District  of  Columbia 
Finances  (GAO/AIMD/GGD-94-172BR,  June  1994).  The  District's  initial  fiscal  year 
1996  appropriation  request  for  Medicaid  was  le»  than  actual  expenditures  for  fiscal 
year  1998.  After  the  District  acknowledged  in  the  first  half  of  fiscal  year  1996  that 
total  spending  for  the  District  generally  and  Human  Support  Services  in  particular 
would  exceed  appropriated  levels,  the  District  'did  little  to  effectively  reduce 
spending*  and  requested  significant  increases  first  in  federal  revenue  and  later  in 
additional  spending  authority  for  Medicaid.  H.R.  Rep.  No.  96,  104th  Cong.,  1st  Sess. 
10-13  (1995)  (Report  on  H.R.  1346,  the  District  of  Columbia  Flxundal  Responsibility 
and  Maiuigement  Assistance  Act  of  1995);  H.R.  Doc  No.  89,  104th  Cong.,  1st  Sess. 
(1996)  (Message  from  the  President  of  the  United  States  transmitting  the  District  of 
Columbia's  proposed  fiscal  year  1996  supplemental  budget  request). 
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25  of  31  optional  Medicaid  benefits,  which  approximate  25  percent  of  District 
Medicaid  pa^rments  and  result  in  a  benefit  package  that  is  exceeded  in  scope  only 
by  five  states.' 

Courts  have  told  states  faced  with  inadequate  appropriations  that  they  have  two 
options  under  AFDC  and  Medicaid:  (1)  to  cancel  or  modify  their  plans  and 
participation  in  the  programs  or  (2)  to  provide  the  money  needed  to  cany  out  the 
plans.   fUu  Welfare  Kght<  Oryanigation  of  AUeyhenv  County  v.  Shapp.  No.  77-913 
(W.D.  Pa.  1977)  (Medicare  and  Medicaid  Guide  (CCH)  para.  28,597,  at  10,075).'  The 
District  has  before  it  now  the  same  financing  avenues  for  addressing  its  problem  it 
had  earlier  in  the  year.  It  can  reprogram  within  its  Human  Support  Services 
appropriation  in  order  to  use  the  appropriation  for  Medicaid  and  AFDC  rather  than 
for  other  purposes;  it  can  seek  legislation  transferring  amounts  appropriated  for 
other  e]q>ense  categories  to  the  Human  Support  Services  category;  and  it  can  seek 
legislation  increasing  the  Human  Support  Services  appropriation.  If  the  District  is 
unsuccessful  in  obtaining  additional  funds  for  Medicaid  and  AFDC  through  a 
combination  of  these  actions,  obligations  or  expenditures  in  excess  of  the  current 
appropriation  would  be  a  violation  of  the  Antideficiency  Act  District  officials  must 
supervise  and  manage  the  District's  financial  transactions  to  iaaun  that 
appropriations  are  not  exceeded  and  the  requirements  of  the  Antideficiency  are  met. 
See  also  D.C.  Code  Ann.  §  47-310(aXlXl981);  D.C.  Code  Ann.  §  47-312(2). 

Court  Orders  on  Foster  Care 

You  also  ask  whether  the  Antideficiency  Act  'unless  authorized  by  law*  exception 
applies  to  District  obligations  and  expenditures  to  implement  court  orders  issued  in 
Tjt.<;hawn  A.  v.  KeUv.  CJi.  No.  89-1754  (DD.C).  In  general  terms,  the  United  States 
District  Court  for  the  District  of  Columbia  has  issued  orders  requiring  the  District 
Department  of  Human  Services  to,  among  other  things,  comprehensively  reform  the 
District's  child  welfare  system.  Heaiinys  at  212&4}4.  The  court  also  has  required 
the  District  to  hire  additional  social  w<^ets  to  handle  foster  care  cases.  Hearings 
at  672. 


«ni«itrirt  of  rnlimiM*  Appmnrialions  for  IflQfi:   Hearings  before  a  Stibrommittee  of 
thA  Hnii«>  Cowtnttt^  on  Annmnriationa.  103rd  Cong.,  2d  Sess.  2125^,  2125-101 
(1994)  (hereafter  Hearings). 

'states  also  may  amend  their  plans  and  submit  them  to  the  Secretary  for  approval  in 
accordance  with  a|>plicable  regulations. 
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Your  submission  and  our  research  does  not  establish  the  court  orders  in  IA<^|^;^l^ 
as  independent  authority  for  the  District  to  spend  in  excess  of  the  amounts 
provided  in  the  District's  appropriation  act  Operating  the  chUd  welfare  program  is 
a  normal  function  of  the  District,  annually  funded  by  appropriations.  While  the 
court  since  1991  has  required  the  District  to  take  various  actions  to  correct  program 
deficiencies,  Hearings  at  2125-34,  those  actions  essentially  reflect  no  mcH^  than  the 
responsibilities  the  District  already  has  under  its  own  statutes  and  regulations. 
T^Shawn  A.  ex.  n»l.  Mnore  v.  KeUv.  9S0  F.  2d  1319,  1326  (D.C.  Cir.  1993),  ssH 
denied.  114  S.  Ct  691  (1994).   The  District  annually  includes  in  its  Human  Support 
Services  budget  amounts  needed  to  implement  LaShawn  orders.  Hearings  at  2064. 
In  some  respects,  the  District's  responsibililies  under  the  court  order  to  operate  the 
program  in  the  manner  provided  by  District  law  is  not  materially  different  than  the 
District's  responsibility  to  implement  other  statutorily-based  programs. 

Accordingly,  the  presence  of  a  court  order  requiring  the  District  to  take  certain 
actions  in  operating  a  District  program  does  not  convert  spending  authority 
governed  by  the  District's  appropriations  act  into  spending  that  is  'otherwise 
authorized  by  law*  within  the  meaning  of  the  Antidefidency  Act  Thus,  we  see  no 
basis  to  conclude  based  on  the  present  facts  and  circumstances  that  the  EMstrict 
may  incur  obligations  and  make  expenditures  to  implement  LaShawn  orden  without 
regard  to  the  amount  Congress  has  appropriated.  In  the  final  an^ysis,  the 
observations  we  made  about  the  District's  options  for  addressing  the  AFDC  and 
Medicaid  funding  issues  are  applicable  here  as  weU. 

We  trust  this  responds  to  your  inquiry. 

Sincerely  yours, 


Robert  P.  Murphy 
General  Counsd 
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PUBLIC  LAW  104-8— APR.  17,  1995  109  STAT.  133 

SEC.     207.     RECOMMENDATIONS    ON     FINANCIAL    STABIUTY     AND 
MANAGEMENT  RESPONSIBIUTY. 

(a)  In  General. — The  Authority  may  at  any  time  submit  rec- 
ommendations to  the  Mayor,  the  Council,  the  President,  and  Con- 
gress on  actions  the  District  government  or  the  Federal  Government 
may  take  to  ensure  compliance  by  the  District  government  with 
a  financial  plan  and  budget  or  to  otherwise  promote  the  finan-ial 
stability,  management  responsibility,  and  service  delivery  efficiency 
of  the  District  government,  including  recommendations  relating 
to — 

(1)  the  management  of  the  District  government's  financial 
affairs,  including  cash  forecasting,  information  technology,  plac- 
ing controls  on  expenditures  for  personnel,  reducing  benefit 
costs,  reforming  procurement  practices,  and  placing  other  con- 
trols on  expenditures; 

(2)  the  relationship  between  the  District  government  and 
the  Federal  Government; 

(3)  the  structural  relationship  of  departments,  agencies, 
and  independent  agencies  within  the  District  government; 

(4)  the  modification  of  existing  revenue  structures,  or  the 
establishment  of  additional  revenue  structures; 

(5)  the  establishment  of  alternatives  for  meeting  obligations 
to  pay  for  the  pensions  of  former  District  government  employ- 
ees; 

(6)  modifications  or  transfers  of  the  types  of  services  which 
are  the  responsibility  of  and  are  delivered  by  the  District 
government; 

(7)  modifications  of  the  types  of  services  which  are  delivered 
by  entities  other  than  the  District  government  under  sdtemative 
service  delivery  mechanisms  (including  privatization  and 
commercialization ) ; 

(8)  the  effects  of  District  of  Columbia  laws  and  court  orders 
on  the  operations  of  the  District  government; 

(9)  the  establishment  of  a  personnel  system  for  employees 
of  the  District  government  which  is  based  upon  employee 
performance  standards;  and 

( 10)  the  improvement  of  personnel  training  and  proficiency, 
the  adjustment  of  staffing  levels,  and  the  improvement  of  train- 
ing and  performance  of  management  and  supervisory  personnel. 

(b)  Response  to  Recommendations  for  Actions  Within 
Authority  of  District  Government. — 

(1)  In  general. — In  the  case  of  any  recommendations 
submitted  under  subsection  (a)  during  a  control  year  which 
are  within  the  authority  of  the  District  government  to  adopt, 
not  later  than  90  days  after  receiving  the  recommendations, 
the  Mayor  or  the  Council  (whichever  has  the  authority  to 
adoDt  the  recommendation)  shall  submit  a  statement  to  the 
Autnority,  the  President,  and  Congress  which  provides  notice 
as  to  whether  the  District  government  will  adopt  the  rec- 
ommendations. 

(2)  Implementation  plan  required  for  adopted  rec- 
ommendations.— If  the  Mayor  or  the  Council  (whichever  is 
applicable)  notifies  the  Authority  and  Congress  under  para- 
graph (1)  that  the  District  government  will  adopt  any  of  the 
recommendations  submitted  under  subsection  (a),  the  Mayor 
or  the  Council  (whichever  is  applicable)  shall  include  in  the 
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statement  a  written  plan  to  implement  the  recommendation 
which  includes — 

(A)  specific  performance  measures  to  determine  the 
extent  to  which  the  District  government  has  adopted  the 
recommendation;  and 

(B)  a  schedule  for  auditing  the  District  government's 
compliance  with  the  plan. 

(3)  Explanations  required  for  recommendations  not 
ADOPTED. — If  the  Mayor  or  the  Council  (whichever  is  applicable) 
notifies  the  Authority,  the  President,  smd  Congress  under  para- 
graph (1)  that  the  District  government  wiU  not  adopt  any 
recommendation  submitted  under  subsection  (a)  which  the  Dis- 
trict government  has  authority  to  adopt,  the  Mayor  or  the 
Council  shall  include  in  the  statement  explanations  for  the 
rejection  of  the  recommendations. 

(c)    Implementation    of    Rejected    Recommendations    by 
Authority.— 

(1)  In  general. — If  the  Mayor  or  the  Council  (whichever 
is  applicable)  notifies  the  Authority,  the  President,  and  Con- 
gress under  subsection  (bXD  that  the  District  government  will 
not  adopt  any  recommendation  submitted  under  subsection  (a) 
which  the  District  government  has  authority  to  adopt,  the 
Authority  may  by  a  majority  vote  of  its  members  take  such 
action  concerning  the  recommendation  as  it  deems  appropriate, 
after  consulting  with  the  Committee  on  Government  Reform 
and  Oversight  of  the  House  of  Representatives  and  the  Commit- 
tee on  Governmental  Affairs  of  the  Senate. 

(2)  Effective  date. — This  subsection  shall  apply  with 
respect  to  recommendations  of  the  Authority  made  after  the 
expiration  of  the  6-month  period  which  begins  on  the  date 
of  the  enactment  of  this  Act. 
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Iterations  of  the  FY  1997  D.C.  Budget  Request 


Date 


Source 


June  14,  1996 


June  14,  1996 


June  26,  1996 


July  18,  1996 


District  of  Columbia  FY  1997 
Budget  and  Multiyear  Plan  (p. 35) 
(p. 87,  part  1  of  the  hearing 
record) 

D.C.  Financial  Responsibility 
and  Management  Assistance 
Authority  report  (p.l) 
(p. 726  part  1  of  the  hearing 
record) 

Prepared  statement  of  Dr.  Brimmer 
at  Subcommittee  hearing  (p.l) 
(p. 611,  part  1  of  the  hearing 
record) 

Committee  Report  104-689 
accompanying  H.R.384  5  (p. 4) 


Amount 


(billions) 
$5,110* 

5.129 
5.140 
5.108* 


*   The  Mayor's  original  request  was  further  reduced  by  $2  million 
of  interest  expense  on  short  term  borrowing  to  yield  the  final 
appropriation  of  $5,108  billion. 
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District  of  coiumiila 
Government 

THE 

FEDERAL 
PAYMENT 
FY  1982 


MARION  BARRY,  Jr. 
Mayor 

ELIJAH  B.  ROGERS 
City  Administrator 
GLADYS  W.  MACK 
Assistant  City  Administrator 
for  Budget  and  R 
Development 

Prepared  for  the  use  of 
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''It  shall  be  the  duty  of  the  Mayor  ...  to  develop 
meaningful  intercity  expenditure  and  revenue 
comparisons  based  on  data  supplied  by  the  Bureau 
of  the  Census,  and  to  identify  elements  of  costs  and 
benefits  to  the  District  which  result  from  the  unusual 
role  of  the  District  as  the  Nation's  Capital." 


Title  V,  Section  501(a), 
PL.  93-198 


This  is  an  annual  report  submitted  pursuant  to  the 
provisions  of  the  District  of  Columbia 
Self-Government  and  Governmental  Reorganization 
Act  (Public  Law  93-198),  commonly  known  as  the  D.C. 
Home  Rule  Act. 

The  remainder  of  the  report  is  divided  into  five 
major  parts.  The  rationale  for  the  Federal  payments  is 
discussed  in  the  first  section,  which  contains  review  of 
the  payment  history,  a  discussion  of  the  District  budget 
cycle,  and  an  introduction  to  the  elements  considered 
in  setting  the  Federal  payment  level. 

Tax  revenues  foregone  due  to  Federal  actions  are 
reviewed  in  the  second  section,  with  a  dose  look  at  tax 
losses  due  to  individual  and  orgaruzation  exemptions 
from  local  property  and  income  taxes. 

The  third  section  attempts  to  quantify  the  various 
costs  and  benefits  associated  with  being  the  Nation's 
Capital  by  examining  the  cost  of  services  provided  to 
—  and  received  from  —  the  Federal  Government. 


The  Federal  Government  essentially  serves  in  a 
state-like  capacity  for  the  District  because  the  District 
of  Columbia  received  its  basic  charter  and 
governmental  structure  from  'he  Federal  Government. 
Under  this  concept,  the  Federal  payment  could  be 
considered  compensation  for  services  normally 
financed  by  states  and  counties.  The  fourth  section 
discusses  this  concept,  comparing  District 
expenditures  in  several  major  service  areas  with  those 
of  other  large  cities  in  the  U.S. 

The  fifth  section  presents  intercity  revenue 
comparisons  by  studying  the  District's  sources  of 
revenue  in  relation  to  other  major  U.S.  dues.  This 
section  also  compares  District  tax  burdens  with  those 
of  other  local  jurisdictions  in  the  Washington 
Metropolitan  Area. 

The  report  doses  with  a  brief  condusion  and  an 
Appendix  containing  detailed  tables  in  support  of  the 
summary  information  presented  in  the  body  of  the 
report. 
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III.  Cost  of  Services 


The  interests  of  the  Federal  Government  cind  ttie 
District  of  Columbia  have  become  intertwined  through 
the  years,  and  a  close  relationship  has  developed  in 
terms  of  services  rendered  between  the  two 
governmental  bodies.  Assuming  that  all  services  which 
the  District  provides  to  the  Federal  Government  can  be 
identified  and  their  costs  determined,  this  concept 
considers  the  Federal  payment  as  being,  in  part,  a  direct 
remuneration  to  the  District  for  benefits  received. 

The  cost-of-services  concept  gaii\s  wide  support 
because,  in  effect,  it  treats  the  Federal  payment  as  a  user 
charge,  and  provides  insight  into  some  of  the  unique 
costs  incurred  by  the  city.  There  are  significant 
methodological  problems  inherent  in  mis  treatment  of 
services  which  must  be  kept  in  mind,  however.  The 
extraordinary  costs  identified  under  this  concept,  for 
example,  should  represent  the  marginal,  or  incremental, 
costs  to  the  city  of  serving  Federal  agencies  or  meeting 
needs  arising  from  the  Federal  presence.  Marginal  costs 
are  the  difference  between  actual  expenditures  on 
services  (which  are  known)  and  expendihires  that 
would  be  encountered  if  the  Federal  Goveriunent  were 
not  based  in  the  District  (which  is  open  to  speculation). 
Isolating  and  quantifying  these  marginal  costs  is 
extremely  difficult  and  frequently  subjective,  since  it 
usually  is  not  possible  to  distinguish  between  those 
benefits  which  accrue  to  District  residents  from  those 
which  accrue  solely  to  the  Federal  Government,  its 
employees  and  officials,  or  visitors  to  the  National 
Capital.  This  is  especially  true  with  expenditures  for 
public  health,  road  maintenance,  public  safety,  and 
traffic  control. 

Despite  limitations  which  make  it  impossiUe  to 
conduct  a  comprehensive  cost/benefit  analysis,  the 
average  cost  of  firovidng  services  can  be  estimated  on  a 


sdecthre  basis  for  purposes  of  illusfrating  the  budgetary 
impact  of  the  Federal  presence.  This  section  presents 
information  from  District  and  Federal  agencies  on  the 
cost  of  services  which  directly  benefit  the  other. 
F'resented  first  are  the  services  provided  by  the  Federal 
Government,  followed  by  services  provided  by  the 
District  Supporting  exhibits  follow  the  narrative 
presentation. 


Services  provided  by  the  Federal  Government 

Most  of  the  services  the  Federal  Government  provides 
are  directed  toward  benefiting  the  Federal  interest  rather 
than  the  interests  of  individual  cities  or  states.  With  so 
much  of  the  Federal  establishment  centered  in  the 
District  of  Columibia,  however,  residents  of  the 
Wtehington  area  are  able  to  share  directly  in  services  that 
are  provided  for  the  benefit  of  citizens  throughout  the 
country.  Examples  of  Federal  services  which  also  benefit 
local  residents  are  the  presence  of  the  Executive 
F^tective  Service  and  Park  Police,  the  National  Zoo, 
and  i\ational  museums.  Other  Federal  services  are 
oriented  toward  more  local  interests,  such  as  the  District 
Conservationist  provided  by  the  Department  of 
Agricultulre  and  the  financial  services  provided  bythe 
U.S.  Treasury. 

Exhibit  11  identifies  some  of  the  services  that  Federal 
agencies  provide  to  the  District.  It  can  be  seen  that  over 
97  percent  of  the  reported  $104  million  total  can  be 
credited  to  three  Federad  agencies:  The  Smithsonian 
Institution  ($8.9  million)  the  National  Park  Service  of  the 
Department  of  Interior  ($11.7  million)  and  the 
Department  of  Health,  Education,  and  Wfelfare  ($80.4 
miOion). 
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UNREIMBURSED  SERVICES 

PROVIDED  BY  THE  FEDERAL  GOVERNMENT 

IN  THE  DISTRICT  OF  COLUMBIA 


FEDERAL  A6ENCV 


Enimatad 

Coft 
FY  1980 


General  Servicet  Administration  Public  Buildings  Service: 


Depanment  ot  the  Treasury 
US  Secret  Service 


Commission  ot  the  Fine  Arts 


US.  Department  ot  Agnculture 
Soil  Conservation  Service 


Office  of  Personnel 
Management 


Provision  of  space  af>d  utilities  with  corresponding  maintertance  of  heating 
and  cooking  systems  for  the  O.C.  Department  of  Transportation 


Federal  Supply  Service: 


Procurement  of  meet  and  poultry  for  D.C.  Government  for  i 
Institbtions,  hospitals  arHJ  camps 


Federal  Property  Resource  Service: 


Transfer  to  the  D.C.  Government  excess  personal  property  at  acquisition 
cost  amounting  to  SI  .51 0373  in  FY  1979  and  $1,225,000  in  FY  1S80 


Donations  at  acquisition  cost  of  surplus  personal  property 
$329,000  in  FY  1979  and  $602,800  in  FY  1980 

Diplomatic  protection  (10%  o(  total  expenditure  benefits  to  DC  residents) 

Protection  at  the  White  House  arxl  grounds  (5%  benefit  to  DC.  residents) 

SateguartSng  government  securities  and  protection  of  Treasury  buildings 
(2% benefit  to  DC.  residents) 

Advisosy  services  to  Federal  and  District  Governments  on  new  designs. 
plans,  and  preservations  affecting  appearaix»  and  public  values  in  the  city 
(Commission  views  the  advice  equally  of  value  to  District  residents  and 
Capital  visitors) 

District  Conservationist  provides  technical  guidance  and  promotes  con- 
servation treatment  and  use  of  public  and  private  lands  within  the  District 

Acfucficalion  program  ot  conducting  Icymai  heanngs  on 
da^ms filed  uixler  DC.  Wortunan s  Compensation  Act 

Job  analysis  and  test  validation  for  patrolman  positions  in  DC  Police 
Department 

Test developtnent  protect  for  entry-level  positions  in  the  DC. 
Rre  Department 

Test  development  proiect  for  promotion  tests  used  by  DC. 
FifB  Depaitment  in  FY  1978 

General  technical  assistance  to  DC.  Government-personnel  management 
evaluation 

Resokjlion  at  dspulea  job  classifications 

Ansmrering complaints  and  iixiuiries  from  DC  Government 
employees  on  personnel  matters 

Technical  assistance  on  job  classification ' 

Gesieral  legal  services-reference  research 

Oevetopment  and  Implementation  of  DC  Personnel  Act 

Processing  supeigrade  cases 

Ceftlication  of  applicants  lor  employment  in  DC.  Government 

Conduct  DC.  Police  and  Fire  Departments  promotion  tests 

Conduct  DC.  Rre  Department  arxj  Police  entry-level  tests 

Testing  Mataf'ait  for  Steno  Typist  Agreement 


5.000 

2,100 

1,146.000 

427.000 

22.700 


5.500 

2.400 

1,304.000 

486,000 

21,400 


263.000 

275.000 

30.503 

38.049 

386.000 

426.000 

1,000 

- 

30,000 

10.000 

1,000 

- 

500 

300 

13.000 

11.500 

2,000 

2,000 

2.000 

AJOOO 

2,500 

1,500 

6,000 

10,000 

4.500 

4.000 

85.600 

23.100 

- 

800 

700 

1,400 

_ 

1.400 

14 


757F 


FEDERAL  AGENCY 


UNRBMBURSED  SERVICES 

PROVIDED  BY  THE  FEDERAl.  GOVERNMENT 

IN  THE  DISTRKrr  OF  COLUUBU 


SERVICES 

Advice  and  Assistanca  on  Outplaccments  and  Co^pcrativs  Agreements 
Registration  of  Di^aceo  Efflntoyeet 
Merit  system  a<*ninistratiOi> 

Nonreimbursable  technical  esistance  en  persormel  programs 
IPA  grant  ac^inisrration 
Training  management  aiKl  drfivery  assistance 


Actual  Con 
FV1979 

Estimated 

Cost 
FY  1980 

- 

1,400 

- 

400 

t          2,000 

$           2.000 

2.000 

2.000 

4,000 

4,000 

SOO 

_ 

Department  of  the  In 


Smithsonian  Institution 


Department  of  Health 
and  Human  Services 


National  Park  Service: 

Administration  of  over  350  reservations  'otaltng  6,900  acres  within  the 
District  of  Columbia.  irK:Kfding  the  nationa'  memorials.  morHjments.  and 
historic  sites  (25  percent  benefit  to  D.C.  residents) 

Recreational  and  communttv  programs  to  serve  the  residents  of  the 
District  of  Columbia  (55  percent  benefit  to  D.C.  residents) 

Protective  services  throu^  U.S.  Park  Police  to  protect  the  national 
visitor  (25  percent  benefit  to  D.C.  residents) 

Appropriations  for  John  F .  Kennedy  Center  Mhich  serves  the  national 
visitor  as  a  tourist  facilitv  and  attraction  (25  percent  benefit  to  D.C. 
residents) 

Plannirtg  and  construction  of  faciiities  to  serve  the  national  visitor  bv 
maintaining  tourist  attractions  (25  percent  benefit  to  D.C.  residents) 

Fish  and  Wfldlrfe  Service  Operation  and  maintenance  of  National 
Aquarium  (GO  percem  benefit  to  D.C.  residmts) 

Operation  of  public  museuns  and  art  galleries  (7^  percent  benefit 
to  D.C.  residents) 

Operation  of  Zoological  park  (20  percent  benefit  to  D.C.  residents) 

Educational  services  for  schools,  including  teacher  workshops,  guided 
tours  for  classes,  danonstrations  conducted  in  the  schools  by  Smith- 
sonian staff  and  other  services. 

Resident  Associatss  Progrjfn  includes  lectures,  films,  classes,  tours,  end 
other  activities  (27.0  percent  benefit  to  D.C.  residents) 

Anacostia  Neighborhood  Museum  provides  on-site  and  travelir>g  exhibits, 
art  shows,  classes,  and  ctaft  demonstrations.  Music  and  dance  performances 
are  offered  to  the  local  commumty  and  to  the  surrourKJing  area. 

Performing  Arts  actrvrties:  Principal  program  activrty  is  the  Annual  Festival 
of  American  FolkJife  held  on  the  Mall,  co-spcraored  by  the  National  Park 
Service,  with  participation  from  other  Federal  agencies  and  state  and  union 
groups.   The  festival  attracted  about  1 75.000  visitors  in  FY  1979.   The 
FY  1380  festival  does  not  begin  until  October,  but  a  comparable  number  of 
visitors  is  anticipated.  Many  of  these  visitors  are  D.C.  residents  but  actual 
numbers  are  rwt  avaflaUe.  Ottter  Tctivities  include  music,  ctence,  and  th^ter 
events  throu^out  the  year. 

Inpatient  artd  Outpatient  mental  health  services,  forensic  services  for 
crimirtal  proceedings  patients,  aicoholivn  treatmertt,  9>ecialized  mental 
care  for  children  and  outplacement  services 


5.900,000 

e.000.000 

650,000 

600,000 

3,350,000 

3.350.000 

974,000 

1.000.000 

439,000 

821.000 

140,000 

133.000 

2,475.000 

2.745.000 

1 .600.000 

1.800.000 

244.000 

262.000 

1.900.000 

2.200.000 

556.000 


Total  All  Agencies 


$93,850,681         $103,960,596 


EXHiaiT  11 


IS 
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Reimbursed  services  provided  by  the 
District  of  Columbia 

In  turn,  the  District  provides  many  services  that 
benefit  the  Federal  Government.  Some  of  these  services 
are  easily  identified  and  have  a  specific  cost  or 
reimbursable  charge,  attached  to  them  (Exhibit  12).  It  is 
relatively  straight- forward,  for  example,  to  determine 
the  water  usage  rate  at  each  of  the  Federal  buildings,  or 


to  count  the  worker  hours  expended  providing 
administrative  services  for  the  adjudication  of  retirement 
claims  for  the  U.S.  Park  Police  and  Secret  Service. 
District  agencies  estimate  that  a  total  of  $15.9  million  in 
services  of  this  type  are  provided,  for  which  the  Federal 
Government  directly  reimburses  the  city 


REIMBURSEMEWTS  FROM  THE  FEDERAL  GOVERNMENT 


DISTRICT  AGENCY 


Department  of  Environmental 
Services 


Metropolitan  Police  Department 

Department  of  Licenses, 
Investigations,  and  Inspections 

Office  of  Personnel 

Department  of  Corrections 


District  of  Columbia 
Board  of  Education 


Watef  and  Sewer  Services 


Recorder  of  Deeds 


Washington  Aqueduct 


Solid  M3ste  disposal 

Security  services  at  Iranian  Embassy 

Inspect  weighing  and  measuring  devices 

Administrative  services  for  U.S.  Park  Police  and  U.S.  Secret  Service 

Housing  Federal  Prisoners 

Rehabilitation  of  excess  per»>nal  property  by  Lorton  Reformatory 

Junior  Reserve  Officers  Training  Corps  Program. 

Provides  programs  which  develop  leadership,  foster  patriotism,  and 

military  training 

Walter  Reed  Army  Medical  Center.  Provides  remedial  education 
services  to  civilian  personnel  assigned  to  the  center  and  to  military 
personnel  prior  to  release  from  active  duly. 

Capitol  Page  School  is  a  regular  high  school  program  of  instruction 
conducted  in  the  House  of  Representatives  for  personnel  working  as 
pages  in  the  Congress  of  the  United  States.   DC  Public  Schools 
provides  certified  personnel  to  conduct  this  program. 

Elementary  and  Secondary  General  Education  System.   As  a  state 
agency,  the  D.C.  Public  Schools  contributes  to  a  national  education 
information  system 

Records  and  files  U.S.  Tax  liens,  judgments,  releases;  prepares  certified 
copies  of  these  instruments  and  certificates  when  requested  by  the 
US.  Department  of  Justice  and  the  U.S.  Internal  Revenue  Servrce 

Provides  electricity  for  computer  facilities  at  McMillan  office  building. 
provides  maintenance  services  to  Federally  owned  water  mains; 
furnishes  labor  materials  in  connection  with  capital  outlay  projects; 
maintenance  for  OCE  Engineer  Study  Center 


ESTIMATED  COST 
FY  1979               FY  1980 

$8,100,000 

13.500,600 

165.120 

167,600 

362.300 

- 

368 

297 

1.500 

1.500 

1.142.000 

1.100.000 

543,351 

600.000 

192.800 


196,000 


TOTAL   ALL   AGENCIES 


SIO.783.315   $15,960,615 
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Unreimbursed  services  provided  by  the  District  of 
Columbia 

Reimbursement  is  not  made,  however,  for  many 
services  provided  by  the  District.  Examples  include 
crowd  control  during  many  of  the  demonstrations 
against  the  Federal  Government;  police  and  fire 
protection  for  the  Federal  enclave;  issuance  of  motor 
vehicle  license  plates  to  the  Federal  Government  and 
members  of  the  diplomahc  corps;  and  litter  control 
during  national  events  centering  in  the  District  As  is  also 
the  case  for  services  provided  by  the  Federal 
Government,  the  close  interrelationship  between  the 
Federal  and  District  interest  makes  it  difficult  to  quantify 
the  impact  one  program  has  on  the  other  —  and 
subsequently  to  apportion  the  costs  or  benefits  of  the 
service.  Unreimbursed  services  that  can  be  deariy 
identified  with  the  District's  role  as  the  Nation's  Capital 
amount  to  $8  million  are  shown  in  Exhibit  13.  This  listing 
of  services  delivered  by  over  14  District  agencies  is  not 
exhaustive,  however,  since  the  nature  of  many  services 
makes  it  virtually  impossible  to  differentiate  benefits 
accruing  solely  to  the  Federal  Government  from  those 
received  by  the  general  public.  Examples  of  services  for 
which  even  approximate  costs  of  the  Federal  presence 
cannot  be  readily  determined  include 

Police  Department  —  Seasonal  crime  peaks  usually 
occur  during  the  summer  and  coincide  with  j>eriods  of 
maximum  tourist  activity,  but  it  is  impossible  to  calculate 
the  cost  to  the  Department  imposed  by  this  additional 
burden.  Similar  situations  exist  in  other  facets  of  police 
operations,  and  while  the  cost  cannot  be  accurately 
determined,  it  is  considered  high. 

Department  of  Corrections  —  The  District  has  a  very 
high  incarceration  rate  compared  to  its  crime  rate.  It  is 
impossible  to  determine  how  much  of  this  is  attributable 
to  the  Dish-ict  being  host  to  the  Federal  capital,  or  to  the 
sentencing  practices  of  judges  appointed  by  the 
President. 

Insurance  Department  —  Staff  respond  to  Fedaal 
inquiries  and  because  of  their  proximity  to  the  Federal 
Government  assist  in  investigations  and  studies 
conducted  by  various  Federal  agencies  such  as  the  SEC, 
Justice  Department,  FTC,  GAO,  and  the  State 
Department. 

Public  Library  —  The  D.C.  Public  Library  provides 
many  services  for  Federal  agencies  and  employees.  Such 
services  are  an  integral  part  of  Library  operations, 
however,  and  cannot  be  readily  related  to  workload  and 
cost  data.  Examples  follows: 

•  Federal  agencies  use  meeting  and  conference  room 
facilities  at  the  Martin  Luther  King  Memorial  Library. 

•  Many  divisions  of  the  Library  provide  Federal 
agencies  with  information  and  materials,  for 
example;  the  Black  Studies  Division  has  provided 
assistance  to  a  variety  of  Federal  agencies,  the  Music 
Division  has  supplied  orchestra  music  to  various 


service-related  bands,  and  nearly  one  third  of  the 
Business  Division's  usage  can  be  credited  to  the 
Federtil  presence. 

•  Information  and  n:iaterial  is  provided  to  the  special 
groups  that  are  in  Washington  because  it  is  the 
Nation's  Capital,  including  embassies,  trade  and 
professional  associations,  correspondents  for  nation 
news  media,  and  visitors  to  the  capital. 

•  Approximately  100  agencies  of  the  Federal 
Government,  including  bureaus  and  departments 
wnthin  agencies,  have  established  special  borrowers 
privileges  with  the  Library.  Many  more 
non-governmental  associations,  societies,  and 
institutions  which  are  located  in  Washington  because 
of  the  governmental  presence  are  registered  for 
inter-library  loai\.  The  Organic  Act,  which  created 
the  Library,  stipulates  that  the  Library  must  extend 
free  ix)rrowdng  privileges  to  those  who  work  in  the 
Dishrict,  but  do  not  necessarily  live  in  the  District. 
Many  of  these  patrons  are  employed  by  the  Federal 
Government. 

•  The  Extension  Department  of  the  D.C.  Public  Library 
provides  materials  and  support  services  to  patients  at 
a  number  of  Federal  health  care  facilities,  some  of 
which  are  Bethesda  Naval  Hospital,  the  National 
Institute  of  Health,  Saint  Elizabeth's  Hospital,  and 
Walter  Reed  Genercil  Hospital.  This  assistance  ranges 
from  regular  book  and  cassette  deposits  to  individual 
talking  book  services  provided  to  the  visually 
handicapped. 

The  District  incurs  additional  unreimbursed  costs 
because  of  its  status  as  the  Nation's  Capital  and  the 
extensive  Federal  interest  in  the  programs  and  financing 
of  the  dty.  Although  certain  of  these  activities  may  nokt 
be  considered  services  to  the  Federal  government,  they 
must  be  included  in  an  analysis  of  dty  expenditures 
related  to  the  Federal  presence. 

The  District  budget,  for  example,  is  reviewed  and 
approved  by  two  legislative  bodies,  the  District  City 
Council  and  the  U.S.  Congress,  which  remains  the 
appropriating  body  for  the  dty.  The  dty's  lengthy  and 
complex  budgetary  process  results  in  additional  costs  for 
two  complete  printings  of  the  detailed  budget 
justifications  (first  when  the  Mayor  presents  his  budget 
recommendations  to  the  Council  and  again  when  the 
dty's  budget  is  presented  by  the  President  to  the 
Congress).  Because  the  dty's  budget  must  be  reviewed 
by  the  Gty  Council,  the  President  (through  the  Federal 
Office  of  Management  and  Budget),  and  the  Congress, 
District  goverrunenl  offidals  and  staff  spend 
considerable  time  throughout  the  year  testifying  before 
the  several  legislative  bodies  involved  and  preparing 
detailed  information  in  resf>onse  to  inquiries. 
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UNREIMBURSED  SERVICES 

PROVIDED  BY  THE  DISTRICT  OF  COLUMBIA 

TO  THE  FEDERAL  GOVERNMENT 


OtSTRtCT  AGENCY 


ESTIMATED  COST 
FY  1979  FY  1980 


Office  ol  Budget  and  Resource 
Development 


Metropolitan  Police  Department 


Department  ol  Environmental 
Services 


Public  Defender  Service 


Pretrial  Service  Agency 


Pre  Department 


Department  of  Ucenses. 
Investigation,  arxl  Inspections 


Dopartment  of  Human  Servicas 


Department  ol  General  Services 


Department  of  Corrections 


Printing  tjudget  justificalions.  the  President's  Budget.etc  for  the 
Congressionaf  subcommittees  on  appropriations  during  the  budget 
process 

Rush  hour  traffic  control 

Police  protection  to  Federal  Enclave 

Crowd  control  during  demonstrations 

Police  protection  to  President  and  family 

Police  protection  to  visiting  dignitaries 

Litter  control  for  national  events  such  as  parades  and  demonstrations 

Collection  of  dead  laboratory  animals  from  the  Smithsonian  Institute 
and  VA  hospitals 

Representation,  upon  Court  appointment,  in  commitment  proceedings 
originating  as  White  House  cases.  Virgin  Islarxls  cases  and  Federal 
Reservation  cases 

Interview  arrestees,  provide  bailsetting  magistrates  with  baclcground 
data  for  fixing  conditions  of  release,  supervise  released  persons. 
report  violation  of  conditions,  and  provide  social  sennces 
(10  percent  benefit  to  Federal  Government) 

Rte  protection  to  Federal  Enclave 

Fira  and  reicua  era*  coverage  to  protact  the  President,  Vice  President, 
and  Chief  of  Naval  Operations  during  helicopter  take-offs  and  landings 
Rescue  Locals  to  Federal  Enclave  (injuries,  sudden  illness) 

Provide  security  for  the  protection  ol  the  President,  Vice  President, 
other  dignitaries  when  they  anend  functions  outside  the  Whita  House 

Training  for  Federal  personnel,  including 

(1)  Bureau  of  Engraving 

(2)  U.S.  Secret  Service 

(3)  Naval  Research  Lab 

(4)  Occupational  Safety  arvl  Hazard  Admin. 

(5)  National  Airport  (FAA  Fire  Depl.) 

(6)  Boiling  Air  Force  Base 

(7)  Andrews  Air  Force  Base 

(8)  Small  Business  Administration 

(9)  DepL  ol  Justice 

(10)  Dnjg  Enforcwnent  Admin. 

(11)  DepL  ol  Health.  Education  and  Welfare 

Provide  dog-tags  tor  Smithsonian  Institution.  U.S.  Capitol,  and  Park 
Poice  employees 

Provide  emergency  health  services  during  special  events  involving  large 
gatherings,  civil  (tsorders.  and  national  and  natural  emergencies.  Services 
consist  of  providing  Mobile  Medical  Aid  stations.  ambula/Kes  and 
emergerKy  facilties.  and  a  command  post  and  communications  network 

Rent-free  office  space  tor  the  foltowing: 

1 .  GAO  space  in  Ostrict  BuiUing 

2.  U.S.  Marshall's  Office  in  New  Court  House 

3.  U.S.  Attorney's  Office  in  New  Court  House 

4.  Executive  Protective  Service  in  Old  Sixth  Precinct 

Purchases  of  rtxk  salt  sand,  and  gravel  for  winter  road  use 
Transport  pnsorters  to  Court 
Lunches  for  Federal  court  kKk-up 


$        2.955 

S        3,168 

145,773 

52,383 

2.093,203 

2,257,587 

1.139,683 

504,162 

12,014 

24,134 

53,688 

292,600 

39,000 

41,952 

105.400 

108.400 

688.000 

690,463 

68.511 
80A48 

87.970 
96.992 

4.222 

2.424 

11^55 

19,343 

8.069 


6.500 


821,644  844,124 

(30,8841  (52,944) 

(337.350)  (337.350). 

(452.4301  1452.430) 


1.0C0  1.000 

114.000  132.000 

59.900  63,000 
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UNRBMBURSED  SERVICES 

PROVIDED  BY  THE  DISTRICT  OF  COLUMBIA 

TO  THE  FEDERAL  GOVERNMEffT 


OtSTfUCT  AGENCY 


Department  of  Transportation 


Unpaid  Diplomatic  parking  tickets 


Telephone  costs  (or  swritching  and  local  services  for  General  Accounting 
Office  staff  assigned  to  District 


Issuance  of  motor  vehicle  license  plates  to  U.S.  Government  and  members 
of  Diplomatic  Corps 


Annual  loss  of  parking  meter  revenue  from  curtMtde  parking  reserved 
for  diplomats 


Issuance  of  District  motor  vehicle  operator's  licenses  to  members  of 
Diplomatic  Corps 


Energy  and  maintenance  charges  for  traffic  signals  on  Federally  owned 
right-of-w«y 


Energy  for  street  lights  on  Federally  owned  rights-of-way 


Special  signs,  barricades,  and  gerteral  surveillance  of  the  traffic  situation 
for  parades  and  demonstrations  directed  toward  the  Federal  establishment 


749,000 

905.000 

1.046 

3.19S 

1.152,000 

1,152.000 

83.000 

103,000 

15.600 

15300 

88.000 

90,000 

391.000 

400,000 

Housing  and  Co 
Development 


District  of  Columbia  Auditor 


D.  C.  General  Hospital 


Innallation  and  removal  of  flags  di^ayed  during  visits  of  high  ranking 
dignitaries 

Review  of  plans  for  construction,  repair,  alterations,  and  conversion  of 
buildings  to  be  occupied  by  or  for  foreign  goverrwnents  as  an  embassy  or 
chancery  at  the  request  of  the  State  Department. 

Responds  to  «>eciric  requests  for  infomiation  from  Congressional 
conunittees  and  the  General  Accounting  Office. 

Health  services  to  the  Iranian  demonstrators 


5,000 
4.800 


5,000 
19.200 


Total  All  AgerKies 


S8.059420       $  8.028.401 


EXHIBIT  13 
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Tuesday,  July  9,  1996. 

GAO  REVIEW  OF  CONTROL  BOARD  PLANS  AND 
PROGRESS 

WITNESSES 

GREGORY    M.    HOLLOWAY,    DIRECTOR,    GOVER^fMENTWIDE    AUDITS 
AIMD,  U.S.  GENERAL  ACCOUNTING  OFFICE  (GAO) 

HODGE  KERRY,  ASSISTANT  DIRECTOR,  AIMD  (GAO) 

RICH  CAMBOSOS,  SENIOR  ATTORNEY,  AIMD  (GAO) 

PHYLLIS  ANDERSON,  SENIOR  AUDIT  MANAGER,  AIMD  (GAO) 

Opening  Remarks  by  Chairman  Walsh 

Mr.  Walsh.  The  subcommittee  will  come  to  order.  I  apologize  for 
my  lateness.  I  just  got  off  a  flight  from  Syracuse.  I  thought  I  would 
be  here  a  little  sooner.  I  apologize  for  any  delay,  and  to  you  also, 
Julian. 

Mr.  Dixon.  That  is  fine,  Mr.  Chairman. 

Mr.  Walsh.  The  purpose  of  our  hearing  today  is  to  receive  testi- 
mony from  General  Accounting  Office  representatives  on  a  number 
of  items  that  the  committee  requested  in  my  letter  dated  April  25 
to  the  General  Accounting  Office  regarding  the  financial  crisis  fac- 
ing the  District  of  Columbia. 

[CLERK'S  NOTE.— See  pages  859-889,  this  volume,  for  copy  of  letter  referred 
to  along  with  related  material.] 

Mr.  Walsh.  We  are  pleased  today  to  have  with  us  Gregory 
Holloway,  director  of  govemmentwide  audits  in  the  Accounting  In- 
formation and  Management  Division  of  the  General  Accounting  Of- 
fice. 

Mr.  Holloway,  we  welcome  you  and  your  associates  here  today. 

ITEMS  REQUESTED  BY  THE  COMMITTEE 

The  information  we  requested  is  intended  to  assist  Congress  in 
its  oversight  in  monitoring  the  progress  being  made  to  resolve  the 
District's  financial  crisis.  The  major  items  requested  by  the  com- 
mittee were:  Review  and  evaluate  the  performance  of  the  D.C.  Fi- 
nancial Management  Authority;  analyze  the  District's  plans  for  ad- 
ditional borrowing;  report  on  the  history,  capabilities,  and  status  of 
the  District's  financial  management  system;  study  and  identify 
State  and  county  functions  performed  by  the  District  government; 
recommend  possible  areas  for  budget  reductions;  and  determine  the 
amount  of  "soft"  costs  of  operating  the  District  which  are  paid  by 
others,  such  as  Federal  agencies  or  private  groups.  For  example, 
the  Federal  Bureau  of  Prisons  has  waived  over  $12  million  owed 
by  the  District  as  of  March  1996  for  housing  D.C.  inmates  in  Fed- 
eral facilities. 

(759) 
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NEW  YORK  AND  PHILADELPHIA  CONTROL  BOARDS  REVIEWED 

Our  request  for  a  review  and  evaluation  of  the  financial  author- 
ity followed  similar  work  in  New  York  City  and  Philadelphia  where 
recurring  reviews  were  performed.  In  the  case  of  New  York's  Fi- 
nancial Emergency  Act  of  1975,  the  act  was  amended  in  1978  to 
strengthen  its  purpose  and  structure.  Shortly  thereafter,  New  York 
City  had  its  first  balanced  budget  and  the  Control  Board  went  into 
what  they  termed  the  sunset  period,  which  is  equivalent  to  our 
noncontrol  period. 

The  Pennsylvania  Intergovernmental  Cooperation  Authority  was 
created  in  1991  and  is  audited  by  one  of  the  large  independent  ac- 
counting firms.  Philadelphia's  fiscal  year  1995  annual  audit  report 
stated  that  "progress  has  produced  the  City's  third  consecutive 
General  Fund  surplus  and  the  return  to  City  investment  grade 
credit  ratings. 

In  my  view,  it  makes  good  management  sense  for  an  evaluation 
and  assessment  to  occur  early  in  the  life  of  an  organization. 

That  concludes  my  comments,  and  I  would  defer  to  Mr.  Dixon  for 
any  comments  he  might  have. 

Mr.  Dixon.  I  have  no  opening  statement,  Mr.  Chairman.  Thank 
you. 

WITNESSES  SWORN  IN 

Mr.  Walsh.  Mr.  Holloway,  we  have  traditionally  sworn  in  all  of 
our  witnesses,  so  if  you  and  your  associates  would  rise,  I  will  swear 
you  in.  If  you  would  please,  raise  your  right  hand. 

[Witnesses  sworn.] 

Mr.  Walsh.  We  would  be  pleased  to  hear  your  testimony. 

Opening  Statement  of  Gregory  M.  Holloway 

[CLERK'S  NOTE.— The  prepared  statement  and  oral  testimony  provided  by  Mr. 
Holloway  was  to  include  specific  responses  to  specific,  detailed  questions  requested 
by  the  Committee  in  its  letter  with  appendices  dated  April  25,  1996  (see  pages  859- 
889,  this  volume).  The  following  prepared  statement  and  oral  testimony  provided  by 
Mr.  Holloway  should  be  compared  to  the  Committee's  request  on  pages  859-889, 
this  volume.] 

Mr.  Holloway.  Mr.  Chairman,  Congressman  Dixon,  it's  good  to 
be  here  today.  We  look  forward  to  sharing  with  you  our  views 
based  on  the  review  that  we  did  of  the  District's  financial  condition. 

STRUCTURAL  ISSUES  NEED  TO  BE  ADDRESSED  FIRST 

I  would  like  to  first  focus  on  what  I  will  refer  to  as  structural 
issues  that  I  think  are  critical,  no  matter  what  else  you  do,  that 
when  you  get  to  the  end  of  the  day  have  to  be  addressed  in  the  Dis- 
trict. And  effectively  when  I  refer  to  that,  I'm  talking  about  a  good 
balance  between  the  revenues  and  the  expenses  of  the  District  that 
produces  a  sound  financial  footing  for  the  District. 

And  I  think  it's  important  to  note  that  over  several  years  in  the 
eighties  both  the  revenues  and  the  expenses  of  the  District  esca- 
lated, and,  as  you  and  I  both  know,  during  the  period  of  the  nine- 
ties, the  revenues  began  to  flatten  and  decline  while  the  expenses, 
for  the  most  part,  have  increased.  And,  effectively,  what  that  cre- 
ates is  a  structural  imbalance  and  a  need  to  go  in  and  address  the 
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expenses  that  are  being  paid  for  by  those  revenues.  Otherwise,  you 
get  the  results  that  we  have,  which  are  deficits. 

We  beUeve,  after  having  looked  at  all  of  this,  that  it  is  critical, 
that  no  matter  what  other  decisions  are  made,  that  the  structural 
imbalance  has  to  be  corrected,  whether  that's  through  further 
budget  cuts  or  enhanced  revenue  streams,  but  you  need  to  have  a 
financial  plan  that  reflects  that. 

GOAL:  BEST  QUALITY  SERVICE  AT  THE  LEAST  COST 

And  within  that  backdrop,  what  we  have  attempted  to  do  in  look- 
ing at  the  District's  financial  condition  is  to  present  what  we  saw 
as  being  some  of  the  key  financial  related  issues  that  the  District 
will  have  to  deal  with  that  affect  both  sides,  both  the  revenue  side 
as  well  as  the  expense  side.  If  you  want  to  say  it,  we  believe  that 
everything  should  be  on  the  table  in  times  like  these,  so  that  you 
can  address  it,  deal  with  it,  with  the  goal  being  in  the  end  to  get 
the  best  quality  service  at  the  least  cost,  and  I  think  that  has  to 
be  the  guiding  principle. 

MUST  REVISIT  DISTRICT'S  PROGRAMS  TO  REEVALUATE  COST- 
EFFECTIVENESS 

And  to  do  that  and  to  achieve  that,  means  revisiting  all  of  your 
programs,  looking  at  the  costs  of  those  programs,  looking  at  the 
way  you  execute  and  administer  those  programs,  looking  for  effi- 
cient ways  to  do  it,  cost-effective  ways  to  do  it,  and  in  an  effort  to 
try  to  do  it  within  the  constraints  of  whatever  your  revenue  stream 
is. 

CONTINUING  TO  INCUR  DEFICITS  IS  UNWISE 

And  SO  that's  really  the  foundation  of  everything  else  that  we 
talk  about  in  this  testimony,  which  for  the  most  part  begins  to 
present  what  we  see  are  some  of  the  key  issues  confronting  the 
District.  I  guess  one  of  the  big  ones  is  the  fact  that  the  revenue 
stream  is,  in  fact,  flat  and  declining,  which  says  that  either  you 
need  to  identify  other  means  of  enhancing  it  or  cut  expenses,  be- 
cause to  continue  to  run  deficits  I  don't  believe,  in  anyone's  judg- 
ment, would  be  a  wise  thing  to  do. 

MEDICAID  IS  A  SIGNIFICANT  COST 

Likewise,  as  you  move  into  beginning  to  examine  the  expenses — 
and  I  want  to  say  at  the  outset,  all  of  these  issues  are  very  complex 
issues  and  it's  certainly  not  our  intent  to  oversimplify  the  complex- 
ity of  these  issues,  particularly  against  the  backdrop  of  the  District, 
but  they  are  all  issues  that  clearly  have  a  financial  impact  on  the 
District,  the  first  of  which  and  probably  the  greatest  driver  is  Med- 
icaid. The  District  has  the  highest  matching  payment  that  you 
could  pay  under  the  Medicaid  formula,  and  it  certainly  impacts  its 
financial  condition. 

70  PERCENT  GROWTH  IN  MEDICAID 

We  saw  in  the  period  from  1991  to  1995  significant  growth,  on 
the  order  of  in  excess  of  70  percent  in  Medicaid  expenditures,  and 
it's  just  crucial  that  that  be  looked  at  in  the  context  of  the  District. 
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PENSIONS  ARE  ANOTHER  SIGNIFICANT  COST 

We  talk  about  pensions,  the  unfunded  pension  liability.  It's  not 
a  new  discussion.  Several  people  have  looked  at  it  and  discussed 
it,  and  certainly  there  are  critical  things  that  the  District  can  do, 
but  even  beyond  the  things  that  they  can  do,  there's  the  unfunded 
liability  and  other  aspects  of  that  that  must  be  addressed. 

D.C.  GENERAL  AND  UDC  ARE  MORE  SIGNIFICANT  COST  DRIVERS 

The  other  couple  of  issues  that  we  spoke  to  in  our  testimony,  be- 
cause they  received  such  high  focus  in  all  of  the  District's  delibera- 
tions, are  the  hospital  and  the  university  system,  and  I  think  in 
both  of  those  cases,  as  I  said  at  the  outset,  everything  has  got  to 
be  on  the  table,  and  I  think  that  you  have  got  to  revisit  those.  I 
think  you  have  to  ensure  that  the  proposed  plans  of  the  Public 
Benefit  Corporation  (PBC)  are  such  that  they  are  going  to  generate 
the  kinds  of  savings  that  you  perceive  that  they  might,  and,  if  not, 
I  think  you  have  got  to  revisit  the  well  and  look  for  opportunities 
to  make  it  cost-effective. 

OTHER  CONTROL  BOARDS  MODIFIED  HIGHER  EDUCATION  SYSTEM 

I  think  the  same  thing  with  the  university.  Clearly,  based  on  the 
policies  of  the  District,  and  probably  rightfully  so,  there  is  a  com- 
mitment to  higher  education,  but  at  that  same  time  that  commit- 
ment needs  to  be  done  under  the  umbrella  of  what  you  can  afford. 
But  I  don't  think  that  you  can  always  sacrifice  the  quality  of  serv- 
ice just  at  the  measure  of  cost,  but  I  think  you  can  certainly  revisit 
it  structurally  to  see  if  there  is  a  more  economic  means  for  doing 
it.  And  we  certainly  saw  some  examples  in  our  studies  of  the  other 
control  boards  that  you  asked  us  to  look  at,  where  modifications 
were  made  to  university  systems.  New  York  is  the  most  obvious  ex- 
ample that  comes  to  mind. 

But  those  are  several  kinds  of  things.  And  I  don't  want  to  mini- 
mize the  many  other  aspects  of  the  District's  operations — the  school 
systems,  the  court  system,  the  police  and  public  safety.  I  think  all 
of  those  things  have  to  be  revisited  and  they  have  to  be  revisited 
with  the  purpose  in  mind  to  get  top  quality  service  at  the  most  ef- 
fective cost,  and  to  do  that,  I  think  it  requires  an  in-depth  look  at 
how  we  do  what  we  do  and  are  we  doing  it  in  the  most  efficient 
and  least  costly  way. 

FEDERAL  PAYMENT 

I  think  another  thing  that  surfaced — and,  again,  it's  no  new 
issue — is  the  Federal  payment.  And  we  are  not  here  to  talk  policy, 
we  are  just  trying  to  present  facts  as  others  that  have  studied  it 
and  have  presented  it.  And  our  finding  was  that  there  was  a  seem- 
ing view  that  it  does  not  adequately  address  all  of  those  issues. 

And  I  think  when  you  begin  to  talk  about  structurally  what's 
going  on  in  the  District,  along  with  looking  at  the  expenses,  you 
have  got  to  look  at  the  revenue  side,  and  then  you  have  got  to 
make  some  decisions,  and  even  in  the  case  of  the  Federal  payment 
it's  not  as  simplistic  as  it's  often  discussed.  I  mean,  you  have  to 
look  at  the  full  relationship  of  the  District  to  the  Federal  Govern- 
ment and  you  have  to  decide  what,  in  your  judgment,  is  the  equi- 
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table  way  to  deal  with  that.  Whether  that  means  more  or  less, 
that's  not  for  me  to  say,  but  it  is  to  say  that  clearly  there  have  been 
studies  of  it,  some  that  would  conclude  that  something  needs  to  be 
done. 

[CLERK'S  NOTE.— See  pages  757B-757J,  this  volume,  for  excerpt  from  the  Dis- 
trict's publication  "The  Federal  Payment  FY  1982"  (a  more  current  document  was 
not  readily  available)  for  (1)  list  of  unreimbursed  services  provided  by  the  Federal 
government  to  the  District  ($104m  in  1982$;  $193m  in  1996$);  (2)  reimbursed  serv- 
ices provided  by  the  District;  and  (3)  unreimbursed  services  provided  by  the  District 
($8m  in  1982$;  $15m  in  1996$).! 

EXPENSES  NEED  TO  BE  LOOKED  AT  WITH  MORE  ZEAL 

But  I  think  we  would  be  remiss  to  not  also  focus  with  probably 
more  zeal  on  the  expenses,  because  I  think  they  do  need  to  be  con- 
trolled and  then  in  as  an  effective  way  as  possible. 

CASH  POSITION:  SHOULD  PAY  VENDORS  QUICKLY 

The  next  thing  I  would  like  to  touch  on  is  the  cash  position  of 
the  District.  We  certainly  concluded  that  it  is  essential  that  some- 
thing be  done  about  the  cash  position  of  the  District.  And  I  don't 
want  to  get  into  just  a  good,  prudent  business  management  prac- 
tices discussion,  but  to  not  pay  people  that  have  delivered  services 
and  goods  is  just  not  a  reasonable  thing  to  do  in  any  business.  It 
costs  more  because  you  pay  penalties  and  interests.  It  costs  more 
because  goods  and  services  are  going  to  cost  you  more  when  people 
are  worried  about  getting  paid.  I  just  think  it's  good  business  prac- 
tice. 

[CLERK'S  NOTE.— At  a  meeting  on  October  10,  1996,  the  District's  Chief  Finan- 
cial Officer  reiterated  his  earlier  statement  that  pa3Tnents  to  vendors  are  on  a  cur- 
rent basis  with  payments  being  made  within  30  to  45  days  after  receipt  of  an  in- 
voice. ] 

CONTROL  BOARD  TO  BE  CASH  GATEKEEPER 

We  have,  I  believe,  controls  in  place  that  can  control  how  what- 
ever money  is  raised  would  be  spent.  We  have  a  Control  Board  in 
place  that  certainly  has  the  ability  to  be  the  gate,  if  you  will,  of 
the  flows  of  monies  to  the  extent  that  you  felt  that  to  be  necessary. 
But  I  think  it's  imperative,  if  the  District  is  to  turn  around  its  fi- 
nancial management  problems,  that  solutions  be  found  and  found 
in  a  hurry.  And  if  you  look  at  the  New  York  and  Philadelphia  ex- 
amples, those  were  clearly  the  preeminent  things  that  were  on  the 
table  early,  that  they  felt  there  was  a  need  to  correct,  and  for  all 
the  reasons  stated.  So  I  think  that's  an  important  thing. 

CONTROL  BOARDS  COMPARED 

The  last  thing  that  we  did  was  attempted  to  look  at  what  things 
in  the  last  year  that  the  Control  Board  has  done  and  to  compare 
it — not  really  to  compare  but  to  also  identify,  likewise,  the  kinds 
of  things  that  Philadelphia  and  New  York  focused  on,  and  I  would 
have  to  say  that  any  comparison  of  that  nature,  to  avoid  comparing 
apples  to  oranges,  has  to  be  in  the  context  of  what  was  going  on 
in  each  of  those  cities. 

You  have  to  consider  that  New  York  was  20  years  ago,  you  have 
to  consider  that  Philadelphia  was  even  5  or  6  years  ago,  and  the 
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time  and  the  environment  of  those  times  makes  a  big  difference. 
You  have  to  consider  that  New  York  is  ten  times  the  size  of  the 
District  or  Philadelphia.  You  have  to  consider  the  fact  that  New 
York  and  Philadelphia  are  both  major  cities  in  States.  The  District, 
on  the  other  hand,  is  really  more  like  a  singular  urban  area. 

MAKING  DISTRICT  A  "STATE"  WILL  NOT  CURE  MEDICAID  PROBLEM 

So,  I  mean,  there  are  a  lot  of  restraints  here.  And  if  I  could  re- 
gress for  a  second  back  to  even  the  Medicaid  question,  people  often 
talk  about  a  belief  that  just  making  the  District  a  State  will  cure 
the  Medicaid  problem.  I'm  not  so  sure  that  it  will.  I  mean,  when 
you  consider  the  demographics  of  the  District,  when  you  consider 
the  opportunities  to  create  greater  tax  resources,  and  consider  the 
fact  that  the  District  is  a  singular  urban  area,  it's  hard,  at  least 
for  me,  to  conceive  how  you  could  generate  more  taxes,  even  if  you 
were  a  State,  to  deal  with  the  kind  of  costs  that  are  associated  with 
the  Medicaid  program. 

DISTRICT  MUST  ALIGN  BENEFITS/SERVICES  WITH 
OTHER  JURISDICTIONS 

So  I  think  the  answer  to  Medicaid  is  that  the  District  has  got  to 
do  its  part  and  recognize  that  it  can't  pay  for  everything  and  at  the 
same  time  it  needs  to  get  in  line  with  other  jurisdictions,  or  at  least 
be  comparable  to  them,  in  looking  at  what  services  it  offers  in 
those  programs.  And  I' think  that's  got  to  be  part  of  it. 

But  I  think  another  part  of  it  has  to  be  to  look  at  the  funding 
and  to  recognize  that  the  District  is  unique.  It  is  a  singular  urban 
area.  It  doesn't  have  the  capacity  to  draw  revenues  from  other 
places.  It  is  the  Federal  city,  if  you  will.  It's  our  Nation's  Capital. 
And  I  think  with  those  kinds  of  considerations  in  mind,  I  think  you 
have  to  revisit,  does  it  make  sense  to  treat  it  like  a  State  and  apply 
the  match,  whether  it's  the  minimum  match  or  the  percentage  for- 
mula match,  if  that  makes  sense  in  the  context  of  the  District? 

So  I  guess  I  am  kind  of  saying,  in  a  way,  if  I  can  steal  from  the 
old  Bible  adage,  that  the  Lord  helps  those  that  helps  themselves. 
I  think  the  District  has  to  help  itself,  and  then  I  think  they  are 
going  to  need  some  help  from  the  Lord,  if  you  will,  to  get  their 
whole  house  in  order.  But  I  think  it  takes  both.  I  don't  think  it's 
just  one  answer.  I  think  it's  a  combination  of  both,  and  I  think  the 
challenge  before  the  Congress,  the  District,  the  Control  Board,  is 
to  find  that  happy  balance. 

FMS  WORK 

I  guess  the  last  observation  that  I  would  want  to  make  is,  we  did 
some  preliminary  work  and  attempted  to  provide  some  history  on 
the  FMS  system  and  the  progress  of  that  FMS  system,  and  we  talk 
a  little  bit  about  that  in  the  testimony.  And  I  guess  I  will  close  re- 
flecting back  on  the  control  boards  again. 

D.C.  CONTROL  BOARD  NEEDS  A  STRATEGIC  PLAN 

Clearly,  the  Control  Board  has  done  some  things,  and,  as  you 
will  note  from  our  testimony,  clearly  there  are  some  major  things 
left  to  be  done.  We  believe  it's  crucial,  and  I  think  this  next  year 
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or  two  will  be  critical  for  the  Control  Board  in  terms  of — and  the 
District — prioritizing  those  big-ticket  items  and  coming  up  with  so- 
lutions for  those  big-ticket  items.  And  they  need  to  be  real  solu- 
tions, they  need  to  be  measurable  solutions,  and  there  needs  to  be 
dates  and  timetables  for  dealing  with  those  solutions.  But  I  think 
all  of  that  has  got  to  be  on  the  table  to  try  to  get  to  a  balanced 
picture  and  to  deal  with  the  District.  I  think  it's  both  from  an  ex- 
pense side  and  certainly  from  a  revenue  enhancement  side. 

INTRODUCTION  OF  GAO  WITNESSES 

I  started  out  with  such  zeal,  because  I  am  so  excited  to  be  here, 
I  forgot  to  introduce  my  colleagues,  and  I  would  be  remiss  not  to 
do  that.  So  I  want  to  take  a  breather  and  do  that.  I  have  on  my 
right  Hodge  Herry,  who  is  an  assistant  director  who  works  closely 
with  me  and  has  headed  up  this  effort.  To  my  left  is  Phyllis  Ander- 
son, who  is  our  senior  audit  manager  and  has  done  a  wonderful  job 
in  trying  to  pull  this  information  together  in  a  very  short  order; 
and  Rich  Cambosos,  our  attorney.  So  if  you  all  have  any  legal  ques- 
tion. Rich  is  a  District  resident,  very  well  versed  on  District  laws, 
and  he  has  probably  been  at  this  as  long  as  Migo,  the  committee's 
staff  assistant.  So  he  has  been  around  awhile.  So  that's  who  are 
with  me.  I  am  very  proud  of  this  team  and  the  work  that  they  got 
done  in  such  a  short  time. 

On  that,  I  will  conclude  my  statement  and  entertain  any  ques- 
tions that  you  might  have. 

PREPARED  STATEMENT  OF  GREGORY  M.  HOLLOWAY 

[Mr.  Holloways  prepared  statement  follows:] 
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Mr.  Chainnan  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  discuss  the  results  of  our  review  of  the  District  of 
Columbia's  financial  condition  and  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Authority's  (Authority)  efforts  to  resolve  the  financial  and 
management  problems  facing  the  District  of  Columbia.     As  you  know,  our  review  was 
performed  in  response  to  your  April  25,  1996,  letter  asking  a  number  of  questions  related 
to  the  District's  financial  condition  and  the  operations  of  the  Authority  during  its  first 
year.   Also,  as  you  requested,  we  have  looked  at  actions  taken  by  the  control  boards  of 
New  York  City  and  Philadelphia-two  cities  that  successfully  overcame  financial  crises. 
We  have  organized  your  questions  into  four  general  topics  that  I  will  discuss  today. 

First,  I  will  discuss  financial  and  budget  trends  in  the  District's  revenue  flows  and 
expense  patterns,  comparing  and  contrasting  the  District's  historical  experience  through 
fiscal  year  1995  with  its  enacted  and  proposed  budgets  for  fiscal  years  1996  and  1997, 
respectively.   To  identify  the  pertinent  trends  and  patterns  in  the  District's  revenues  and 
expenses,  we  performed  some  analysis  for  fiscal  years  1980  through  1992  of  the  District's 
Comprehensive  Annual  Financial  Reports  (CAFRs)  and  performed  extensive  comparative 
analysis  for  fiscal  years  1993  through  1995.    In  addition,  we  performed  analysis  of  the 
District's  enacted  fiscal  year  1996  budget  and  proposed  fiscal  year  1997  budget  and 
financial  plan  as  i4)proved  by  the  Authority. 
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Where  unusual  trends  were  identified,  such  as  when  amounts  changed  in  a  way  different 
than  expected  based  on  our  knowledge  of  the  District's  operations,  we  met  with  District 
officials  to  determine  the  reasons  for  these  differerices.     Where  we  deemed  it  necessary, 
we  reviewed  the  detailed  underlying  supporting  irrformation  and  documentation  to  verify 
that  the  explanation  provided  was  supported.     We  also  reviewed  reported  fiscal  year  1996 
expenses  incurred  through  March  31,  1996,  to  ensure  that  the  treads  identified  in  our 
analysis  through  the  fiscal  year  ended  1995  were  still  appropriate.    Finally,  we  reviewed 
congressional,  GAO,  Authority,  Office  of  the  Mayor,  City  Council,  and  consultants  reports 
and  testimonies  to  more  fully  understand  the  nature  and  history  of  the  District's  various 
sources  of  revenues  and  expenses. 

Second,  I  will  discuss  the  District's  current  cash  position.   We  focused  specifically  on  the 
District's  cash  position  at  the  end  of  fiscal  year  1995,  as  adjusted  through  March  31,  1996. 
To  determine  that  the  District's  cash  position  as  of  the  date  of  this  testimony  had  not 
substantively  changed  from  what  we  found  in  our  review,  we  discussed  the  resaj^  of  our 
analysis  with  the  District's  Chief  Financial  Officer.   In  addition,  we  reviewed  what  actions 
New  York  City  (starting  in  June  1975)  and  Philadelphia  (starting  in  June  1991)  and  their 
respective  control  boards  took  to  respond  to  their  respective  cash  shortages.   We 
performed  an  analysis  of  both  cities'  cash  and  overall  fiiumcial  condition  for  the  periods 
noted,  which  were  the  first  year  the  respective  control  boards  were  in  place,  and  we 
interviewed  several  key  members  of  each  city's  control  board  and  current  and  former 
government  officials  to  understand  how  and  why  they  took  the  actions  they  did.   Also,  we 
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discussed  with  the  Authority  the  actions  it  has  taken  and  plans  to  take  to  respond  to  the 
District's  current  cash  position  and  reviewed  these  planned  actions. 

Third,  I  will  discuss  the  experiences  of  the  New  York  City  and  Philadelphia  control 
boards  and  the  Authority.   We  performed  extensive  reviews  of  all  the  published 
information  we  could  find  that  described  the  nature  of  each  city's  financial  and 
management  problems  and  the  related  actions  taken  by  each  city's  control  board  to 
remedy  the  problems.    We  summarized  both  the  problems  and  the  actions  taken  by  the 
cities  and  their  control  boards  based  on  the  purposes/objectives  as  set  out  in  the  enabling 
legislation  of  each  city's  control  board.   We  placed  particular  emphasis  on  efforts  made  in 
each  control  board's  first  year,  since  the  Authority  has  only  been  in  place  for  a  little  over 
a  year.   (Authority  officials  stated  they  conunenced  official  operations  on  June  1,  1995.) 
Where  practicable,  we  interviewed  control  board  members  and  city  and  state  officials, 
past  and  present,  to  further  enhance  our  understanding  of  the  environment  in  which  the 
control  boards  operated  and  to  obtain  their  thoughts  on  the  prioritization  and  focus  of 
their  efforts  in  the  first  year  and  to  date. 

Finally,  we  will  provide  some  background  information  and  very  preliminary  thoughts  on 
the  District's  financial  management  system.   The  feasibility  study  called  for  in  the 
District's  fiscal  year  1996  appropriation  act  approved  on  April  26,  1996,  has  not  yet  been 
done;  thus,  we  were  unable  to  evaluate  it   Further,  because  of  time  constraints,  we  were 
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unable  to  provide  an  in-depth  analysis  of  the  strengths  and  weaknesses  of  the  current 
financial  management  system  in  time  for  this  hearing. 

n\AN'riAI.  AND  BUDGET  TRKNDS  AND  ANALYSIS 

The  District  of  Columbia  Self-Govemment  and  Governmental  Reorgaruzation  Act  (Home 
Rule  Act),  Public   Law  93-198,  approved  on  December  23,  1973,  initiated  the  process  by 
which  limited  autonomy  was  conferred  on  District  residents,  with  the  approval  of  the 
Home  Rule  charter  by  referendum  election  on  May  7,  1974.   In  addition  to  the  limited 
autonomy  conferred  on  the  District  to  govern  local  affairs,  certain  financial  . 
responsibilities  were  transferred  from  the  federal  government  to  the  District.   The  most 
significant  of  these  were  an  unaudited  accumulated  deficit  and  an  unfunded  pension 
liability  relating  to  previously  established  pension  plans. 

Fiscal  year  1979  was  the  first  fiscal  year,  post-home  rule,  that  an  audited  balance  sheet 
was  prepared  on  the  District  Dxiring  this  audit,  it  was  determined  that  the  accumulated 
deficit  was  $274  million;  however,  in  a  period  subsequent  to  fiscal  year  1980,  this  amount 
was  changed  to  $284  million-an  additional  deficit  of  $10  million.   Fiscal  year  1980  was  the 
first  fiscal  year  that  a  full  financial  statement  audit  was  performed  on  the  District.   For 
fiscal  year  1980,  the  District  reported  a  deficit  of  $104  million  that  increased  the 
accumulated  deficit  to  $378  million.   From  fiscal  years  1981  through  1990,  the  District 
incurred  surpluses  and  deficits  that  resulted  in  an  audited  net  surplus  of  $46  million  and 
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an  accumulated  deficit  of  $332  million  at  the  end  of  fiscal  year  1990.  This  deficit  was 
fully  funded  in  fiscal  year  1991  with  deficit  reduction  bonds,  and  the  District  had  a  small 
surplus  for  fiscal  year  1992. 

It  was  not  until  fiscal  year  1993  that  the  District  began  to  experience  consistent  annual 
deficits.   While  fiscal  year  1993  had  a  reported  surplus  of  $8  million,  it  included  15  months 
of  property  tax  revenues  due  to  a  change  in  tax  year  that  resulted  in  an  additional  $173 
million  in  property  tax  revenue  reported  for  that  period.   Thus,  fiscal  year  1993,  adjusted 
downward  for  the  extra  3  months  of  revenues,  would  have  reported  a  deficit  of  $165 
million.   Therefore,  our  analysis  focused  on  fiscal  years  1993  through  1995-the  period 
where  the  District's  current  fiiumcial  difficulties  began  to  emerge.   In  addition,  we  have 
included  the  congressionally  enacted  fiscal  year  1996  budget  and  the  fiscal  year  1997 
proposed  budget  that  was  approved  by  the  Authority  in  our  analysis.    Figure  1  shows  the 
reported  actual  budget  surpluses/deficits  for  fiscal  years  1980  through  those  projected  for 
fiscal  year  1997. 
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Figure  1;   The  Distnct's  Qpppr^l  Fund  Annn^]  ^^d  AccumiilafpH  Surolu5^/rr)pfirit)  fnr 
Fiscal  Years  1980  Through  1997 
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Notes: 

(1)  1980  was  the  first  year  that  a  full  set  of  audited  Qnancial  statements  was  prepared. 

(2)  Amounts  for  1996  and  1997  are  projected. 

Source:   Prior  CAFRs  and  Fiscal  Year  1997  Budget  and  Financial  Plan. 
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General  Fund  Revenues 

The  District's  revenue  structure  is  made  up  of  three  types  of  revenue  streams-locally 
generated  revenues,  operating  grants,  and  the  federal  payment-as  shown  in  figures  2  and 
3. 


Figure  2:  The  District's  General  Fund  Revenues  in  Nominal  Dollars  for  Fiscal 
Years  1993-1997 
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(1)  Amounts  for  fiscal  years  1996-1997  are  projected. 

(2)  Local  revenues  do  not  include  transfers  from  Lottery  &  Games. 

(3)  Nominal  refers  to  revenues  valued  in  actual  dollars. 

Source:   Fiscal  years  1993-1995  CAFRs  and  Fiscal  Year  1997  Budget  and  Financial  Plan. 
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Figure  3:   The  Distnct's  Genpral  Fund  Revenues  in  Inflation  Adjusted  Dollars  for 
Fiscal  Years  laflrt-IQQ? 
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(0  Amounts  are  shown  in  flscai  year  1995  dollars.  Amounts  for  1996-1997  are  projected. 
(2)  Indices  used  are  from  the  DepaiUnent  of  Commerce,  Bureau  of  Economic  Analysis. 


Local  revenues  consist  primarily  of  levies  that  the  District  imposes,  such  as  real  property, 
income  and  business,  and  sales  and  uae  taxes.  Operating  grants  contist  mainly  of 
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reimbursements  and  grants  from  the  federal  government  for  costs  of  social  service 
programs-such  as  the  federal  share  of  Medicaid.   GeneraUy,  the  federal  payment  may  be 
viewed  as  compensating  the  District  for  any  un-reimbursed  services  that  the  District  may 
provide  the  federal  govenunent  as  well  as  revenue  losses  that  may  be  attributable  to  (1) 
the  large  percentage  of  federally  owned  tax  exempt  property  in  the  District,  (2)  the 
federally  imposed  limitations  on  the  height  of  buildings  in  the  District,  and  (3)  the 
federally  imposed  limitation  on  the  District's  authority  to  tax  the  income  of  nonresidents. 

Local  Revenues 

In  fiscal  years  1993  through  1995,  local  revenues  declined  by  $175  million-from  about  $2.9 
billion  in  fiscal  year  1993  to  about  $2.7  billion  in  fiscal  year  1995.   In  inflation  adjusted 
1995  dollars,  the  decline  and,  thus,  the  loss  of  purchasing  power,  was  even  greater.   In 
inflation  adjusted  1995  doUars,  the  District's  local  revenues  decreased  about  $315  million 
during  this  period,  primarily  due  to  the  decrease  in  real  property  tax  revenues.   However, 
increases  in  income  and  business  taxes  and  sales  and  use  taxes  helped  offset  the  real 
property  tax  decrease.   For  fiscal  years  1996  and  1997,  the  District  projects  local  revenues 
to  remain  relatively  flat. 

From  fiscal  years  1993  through  1995,  reported  real  property  tax  revenues  decreased  by 
$274  million  to  $654  million.  There  are  two  primary  reasons  for  this  decline.  The  first 
reason  relates  to  the  previously  mentioned,  one-time  accounting  change  which  artificiaUy 
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inflated  fiscal  year  1993  revenues  but  did  not  affect  the  cash  received  from  real  property 
tax  revenues.  Specifically,  the  District  changed  its  real  property  tax  year-end,  which 
caused  an  additional  3  months  of  revenue  to  be  recogruzed  for  accounting  purposes  in 
fiscal  year  1993.  This  change  resulted  in  a  small  annual  surplus  in  the  District's  financial 
statements.   If  the  change  had  not  occurred,  as  previously  mentioned,  the  District  would 
have  recorded  an  annual  deficit  of  about  $165  million  in  fiscal  year  1993.   According  to 
District  officials,  the  tax  year  was  changed  so  that  the  real  property  tax  year-end  would 
coincide  with  the  District's  September  30  fiscal  year-end,  which  would  ease  reporting 
requirements.   If  fiscal  year  1993  real  property  tax  revenues  had  been  adjusted  by 
removing  the  additional  3  months  of  revenues,  the  decline  between  fiscal  years  1993  and 
1995  would  not  have  been  as  great 

The  second  reason  for  the  decline  in  real  property  tax  revenue  is  a  decrease  in  the 
assessed  value  of  the  District's  commercial  and  residential  property.  Lower  assessed 
property  values  generally  equate  to  lower  property  tax  revenues.   From  fiscal  years  1993 
through  1995,  the  assessed  value  of  the  District's  taxable  property  declined  by  about  6.3 
percent,  with  most  of  the  decline  attributable  to  commercial  property.  Consolidation  of 
federal  office  space,  increased  competition  from  suburban  office  space,  and  the 
downward  renegotiation  of  rents  on  existing  space  have  contributed  to  the  decline  in  the 
assessed  value  of  commercial  property.  In  addition,  a  declining  population  and  falling 
employment  among  District  residents  have  caused  a  decline  in  housing  values  and 
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residential  sales  in  all  but  a  few  District  neighborhoods.  The  District  forecasts  real 
property  taxes  to  decline  slightly  in  fiscal  years  1996  and  1997. 

Operating  Grants 

Operating  grant  revenue  has  fluctuated  in  recent  years.   Operating  grants  increased  from 
$760  million  to  $960  million  from  fiscal  year  1993  through  fiscal  year  1994,  but  then 
decreased  to  $855  million  in  fiscal  year  1995.   Operating  grants  are  primarily  a  function  of 
the  level  of  expenditures  on  social  programs.   As  the  level  of  expenditures  in  these 
programs  increases  or  decreases,  the  level  of  revenues  from  operating  grants  increases  or 
decreases  accordingly. 

In  fiscal  year  1995,  over  75  percent,  or  about  $653  million,  of  the  District's  operating 
grants  were  for  health  and  welfare  programs.   In  addition,  a  significant  portion  of  the 
operating  grant  revenue  is  due  to  Medicaid  expenditures-the  District's  largest  health  care 
expenditure.   In  fiscal  year  1995,  Medicaid  expenditures  for  private  providers  of  health 
care  services  totaled  $744  million.   The  District  is  to  receive  50  cents  for  each  dollar  spent 
on  Medicaid  from  operating  grants.   Thus,  at  least  $372  million,  or  44  percent,  of  the  total 
operating  grant  revenue  for  fiscal  year  1995  represented  reimbursements  to  the  District 
for  Medicaid  expenditures. 
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The  District  forecasts  operating  grants  to  decrease  from  $855  million  in  fiscal  year  1995  to 
$823  million  in  fiscal  year  1996,  due  to  an  over  $100  million  decrease  related  to  the 
housing  authority  being  placed  into  receivership  that  was  partially  offset  by  increases  to 
Medicaid  and  other  grants.   Further,  operating  grants  are  projected  to  increase  from  $823 
million  in  fiscal  year  1996  to  $850  million  in  fiscal  year  1997-a  change  of  about  3  percent, 
primarily  due  to  the  Medicaid  program. 

The  Federal  Payment  ■    '         '^  :;v   ;. 

The  District  has  been  receiving  a  federal  payment  since  the  1800s.   Historically,  the 
federal  payment  has  fluctuated  because  of  changes  in  the  method  and  calculations  used 
to  determine  its  amount.     Recent  history  shows  that  in  fiscal  year  1992,  the  Congress 
adopted  a  formula  to  set  the  general  purpose  portion  amount  of  the  payment  to  24 
percent  of  the  second  prior  fiscal  year's  own-source  revenues  Qocal  revenues)  collected 
in  the  District.   In  addition  to  the  formula,  the  Congress  also  funded  certain  initiatives  as 
part  of  the  federal  payment  The  general  purpose  portion  made  up  about  97  percent  of 
the  total  federal  payment  for  fiscal  years  1993  and  1994,  and  no  initiatives  have  been 
included  in  the  federal  payment  since  then. 

In  fiscal  years  1993  and  1994,  using  the  aforementioned  formula,  the  federal  payments 
were  $636  million  and  $648  million,  respectively.  In  fiscal  year  1995,  this  formula  was 
discontinued  and  replaced  with  a  federal  payment  of  $660  million  that  District  officials 
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projected  to  remain  level  through  the  year  2000.   Assuming  the  inflation  rate  of  about  3.3 
percent  per  year  through  2000  that  the  District  used  in  its  budget  projections  and  no 
adjustment  to  the  federal  payment,  the  District  will  actually  lose  about  $116  milhon  in 
purchasing  power  during  this  period. 

M^uor  studies'  performed  on  the  District  have  concluded  that  there  are  inadequacies  in 
the  federal  payment.   For  example,  it  does  not  fully  compensate  the  District  for  (1)  the 
additional  responsibilities  it  carries  as  a  result  of  the  federal  government's  presence  or  (2) 
the  loss  of  revenue  due  to  federally  imposed  restrictions.   This  structural  issue  affects  the 
District's  relationship  with  the  federal  government  and  is  one  of  the  issues  the  Authority 
is  expected  to  focus  upon. 

The  District's  ability  to  significantly  increase  its  revenue  is  limited  by  the  Home  Rule  Act 
and  a  large  federal  presence.   Section  602  (a)(5)  of  the  Home  Rule  Act  prohibits  the 
District  from  taxing  nonresident  income.   Studies  performed  by  the  Rivlin  Commission, 
the  Appleseed  Foundation,  and  the  McKinsey  &  Company/Urban  Institute  concluded  that 
this  limitation  deprives  the  District  of  a  substantial  potential  revenue.   The  studies 
reported  that  the  District's  inability  to  tax  noru-esident  wages  results  in  a  loss  of  revenue 
because  nearly  $2  of  every  $3  earned  in  the  District  is  eau^ied  by  nonresidents.   In 
addition,  about  42  percent  of  the  assessed  value  of  all  land  and  improvements  in  the 


'These  studies  include  the  Rivlin  Commission,  McKinsey  &  Company/The  Urban  Institute, 
and  the  Fair  Budget  Coalition. 
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District  IS  tax  exempt  and  about  23  percent  of  the  total  assessed  value  is  federal  property. 
Thus,  the  District  is  unable  to  obtain  revenues  from  a  significant  portion  of  its  land. 

Many  sources  have  estimated  the  impact  of  eliminating  the  restrictions  which  prevent  the 
District  from  taxing  nonresident  income  and  federal  property.   The  D.C.  Appleseed  Center 
for  Law  and  Justice"  concluded  that  the  removal  of  these  restrictions  could  have  resulted 
in  estimated  revenues  for  the  District  of  $471  million  in  nonresidential  income  tax  and 
$694  million  in  additional  property  taxes  in  fiscal  year  1995,  which  is  $505  million  more  ■ 
than  the  $660  million  federal  payment  received. 

District's  OveraU  Expenditures  ;  .  - : .. 

The  general  fund,  at  $4.2  billion  or  79  percent  of  the  District's  $5.4  billion  in  gross^ 
expenditures/expenses  for  fiscal  year  1995,  far  exceeded  the  expenditures  and  expenses 
of  the  other  funds  that  comprise  the  District's  budget  and,  thus,  is  the  primary  focus  of 
our  analysis.   Overall,  expenditures/expenses  increased  from  $5.5  billion  in  fiscal  year 
1993  to  $6.0  billion  in  fiscal  year  1994  and  decreased  to  $5.4  billion  in  fiscal  year  1995. 


'D.C.  Appleseed  Center  For  Law  and  Justice,  The  Case  for  A  More  Fair  and  Predictable 
Federal  Payment  for  the  District 

*rhese  amounts  are  the  sum  of  total  expenditures  from  the  All  Goverrm\ent  Fund  Types 
and  Elxpendable  Trust  Fund's  Combined  Statement  of  Revenues,  Elxpenditures,  and 
Changes  in  Fund  Balance  and  total  operating  expenses  from  the  All  Proprietary  Fund 
Types,  Pension  Trust  Funds,  and  Component  Unit's  Combined  Statement  of  Revenues, 
Expenses,  and  Changes  in  Retained  Eanungs/Fund  Balances. 
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The  significant  change  from  year  to  year  was  primarily  due  to  shifts  in  Medicaid  and 
employee  benefits  expenditures/expenses  between  the  years.   Fiscal  year  1994  had 
particularly  large  human  support  services  expenditures  because  Medicaid  expenditures 
increased  by  almost  $300  million,  of  which  more  than  $200  million  was  due  to  Medicaid 
cost  reimbursement  settlements  with  institutional  providers  for  the  fiscal  years  1991 
through  1993.   District  officials  do  not  expect  this  large  Medicaid  increase  to  reoccur  in 
future  years  because  the  District  has  moved  away  from  cost  settlements  for  in-patient 
hospital  services  and  now  reimburses  these  providers  based  on  predetermined  rates.  The 
District  projects  cost  settlements  of  $66  million  and  $59  million  for  fiscal  years  1996  and 
1997,  respectively. 

Also,  for  fiscal  year  1995  expenditures/expenses,  human  support  services  showed  a 
reduction  of  more  than  $200  million,  primarily  because  of  a  decrease  in  the  projected 
liability  for  disability  compensation.   An  error  in  the  way  the  amount  had  been  computed 
in  the  past  was  corrected  in  the  fiscal  year  1995  financial  statement  audit.    Previous 
computations  of  future  disability  compensation  had  failed  to  show  recipients  being 
deleted  after  the  legally  required  time  for  receiving  such  compensation  had  expired  and 
the  recipient  was  required  to  retire  or  go  off  of  disability.   This  reduction  should  not 
reoccur  and,  thus,  for  trend  analysis  and  comparision  purposes,  was  added  back  to  the 
reported  human  support  services  costs  for  fiscal  years  1996  and  1997  budgeted  amounts. 
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Notwithstanding  the  large  Medicaid  increases  in  fiscal  year  1994  and  the  disability 
compensation  adjustment  in  fiscal  year  1995,  our  review  found  that  the  District's 
proposed  expenditures  in  its  fiscal  years  1996  and  1997  budgets  were  generally 
comparable  to  the  trends  in  its  expenditures/expenses  for  fiscal  years  1993  through  1995, 
as  adjusted  for  its  proposed  initiatives. 

This  means  that  the  District's  projected  fiscal  years  1996  and  1997  budgets  show  expenses 
that  (1)  are  about  the  same  as  those  reported  in  1995  adjusted  for  the  aforementioned 
changes  and  (2)  have  slightly  decreased  on  an  inflation  adjusted  basis.   This  outcome  is 
consistent  with  most  of  the  proposed  initiatives  in  the  District's  financial  plan  being 
mjuiagement  initiatives,  as  opposed  to  significant  restructuring  (i.e.,  eliminating  services). 
Also,  because  they  are  management  initiatives,  they  may  be  more  difficult  to  achieve  and 
will  require  a  detailed  plan  for  implementation  and  close  oversight     However,  in  an  effort 
to  control  spending,  the  Mayor,  in  his  Transformation  Plan,  has  proposed  reducing  full- 
time  equivalents  (FTE)  from  40,000  to  30,000  by  the  beginning  of  fiscal  year  2000. 

Our  more  detailed  review  of  the  District's  expenditures  found  that  two  critical  cost 
drivers  of  the  growth  in  the  District's  expenditures  are  Medicaid  and  pension  costs.   In 
addition,  much  discxission  in  the  District's  budget  deliberations  has  focused  on  the 
subsidy  costs  related  to  two  aspects  of  the  District's  operations-the  general  hospital  and 
university.     Elach  of  these  expenditures  has  a  significant  impact  on  the  District's  financial 
condition. 
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The  discussion  of  these  four  expenditures  in  our  testimony  is  not  intended  to  minimize 
either  the  impact  or  the  need  to  revisit  other  areas  of  the  District's  operations  for  budget 
savings  or  revenue  enhancement  opportunities.   Clearly,  areas  such  as  the  school  system 
(the  third  largest  expenditure),  the  court  system,  capital  project  needs,  and  others  should 
be  more  closely  evaluated.   However,  our  review  showed  that  Medicaid  costs  and  pension 
costs  are  the  greatest  risks  to  the  District's  financial  viability  from  a  cost  perspective.     In 
addition,  because  deliberations  on  the  District's  budget  by  District  officials  and  the 
Congress  focused  on  the  D.C.  General  Hospital  and  the  University  of  the  District  of 
Columbia,  we  also  focused  on  these  costs. 

Medicaid  Expenditures 

SimUar  to  the  current  national  trend,  and  as  we  recently  reported,^  Medicaid  spending  is 
consuming  an  increasing  share  of  the  District's  total  health  care  expenditures.   From 
fiscal  years  1991  to  1995,  the  District's  records  showed  that  Medicaid  expenditures  for 
private^  providers  increased  from  $427  million  to  $744  million,  or  approximately  74 
percent.   The  District  projected  Medicaid  expenditures  of  $776  million  and  $780  million 


^District  of  Columbia:   Information  on  Health  Care  Costs  (GAO/AIMD-9fr42,  April  22, 
1996). 

'GAO's  health-care  report  figures  for  Medicaid  included  the  expenditures  for  both  public- 
District  owned  facilities,  such  as  SL  Elizabeth  Hospital-and  private  providers.   The 
District  1997  budget  and  financial  plan  does  not  provide  the  total  Medicaid  expenditures 
but  rather  only  provides  the  amoimt  for  private  providers.   Ehiring  fiscal  years  1991  to 
1995,  public  provider  expenditures  ^approximated  between  $71  and  $100  million  per  year. 
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for  fiscal  years  1996  and  1997,  respectively,  and  has  made  efforts  to  contain  Medicaid 
costs,  such  as  moving  from  cost  reimbursements  for  institutional  providers  to 
reimbursements  based  upon  diagnostically  related  groups  (DRGs).   However,  based  on 
the  recent  growth  history  of  these  expenditures  and  the  poor*  condition  of  the  District's 
financial  records  that  track  and  account  for  Medicaid  costs,  we  are  concerned  that  so 
little  growth  is  projected  in  Medicaid  expenses. 

The  District  is  responsible  for  100  percent  of  the  nonfederal  share  of  all  Medicaid 
expenditures.   In  other  jurisdictions  across  the  nation,  states  assume  responsibility  for 
this  nonfederal  share  or  require  local  governments,  such  as  counties,  to  pay  a  portion  of 
these  costs.   As  we  previously  reported,'  only  three*  states  require  their  local  governments 
to  pay  more  than  25  percent  of  this  nonfederal  share  for  Medicaid  services.   Most  notable 
is  New  York  State's  requirement  for  its  local  governments,  including  New  York  City,  to 
pay  approximately  50  percent  of  this  nonfederal  share,  except  for  the  long-term  care 
program,  for  which  it  pays  19  percent  •    '.        •  ^ 

As  noted,  New  York  City  pays  a  Medicaid  matching  percent  significantly  less  than  the 
District.   In  addition,  Philadelphia  pays  nothing  for  Medicaid.   If  the  District  would  pay  50 


*GAO/AIMD-9&42,  April  22,  1996. 

'Mpdiraid:    Local  rnntributiona  (GAO/HEHS-95-215R,  July  28,  1995.) 

'New  York,  New  Hampshire,  and  Arizona  are  the  only  three  states  which  require  a 
contribution  of  more  than  25  percent  of  the  nonfederal  share  from  their  local 
govenunents  for  Medicaid  services  not  administrative  costs. 
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percent  of  its  nonfederal  share  of  expenditures  or  the  equivalent  of  a  25  percent  match  of 
its  total  Medicaid  expenditures  comparable  to  New  York,  or  pay  nothing,  similar  to 
Philadelphia,  the  impact  on  the  District's  financial  condition  would  be  significant   If  the 
fiscal  year  1997  budget  submission,  which  included  total  private  provider  Medicaid 
expenditures  of  $780  miUion,  was  modified  to  show  either  change,  the  District's  financial 
picture  would  shift  fi-om  having  a  net  cost  of  at  least  $390  million  (100  percent  of  the 
nonfederal  share  or  a  50-percent  match)  to  a  net  cost  of  $195  million  when  made 
comparable  to  New  York  City  or  zero  compared  to  Philadelphia. 

While  placing  the  District  on  comparable  footing  with  New  York  City  and  Philadelphia 
would  significantly  improve  its  financial  and  cash  position,  longer  term  solutions  would 
have  to  address  many  other  issues  that  would  need  to  be  considered  in  such  a  complex 
discussion. 

The  Unfunded  Pension  Liabilitv 

In  looking  at  the  District's  financial  condition,  the  unfunded  pension  liability  represents 
one  of  its  greatest  long-term  challenges.  Today,  the  unfunded  liability  stands  at  $4.7 
billion  and  is  expected  to  increase  to  $7  billion  in  2004. 

The  Congress  created  defined  benefit  pension  plans  for  the  District  police  officers  and 
fire  fighters  in  1916;  teachers  in  1920;  and,  judges  in  1970.  These  funds  were  financed  on 
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a  "pay  as  you  go"  basis.    The  responsibility  for  these  payments  and  the  related,  and  then 
undetermined,  unfunded  liability  were  trax\sferred  to  the  District  as  part  of  Home  Rule. 
The  District  of  Columbia  Retirement  Reform  Act,  Public  Law  96-122,  in  1979  committed 
the  federal  government  to  pay  $52.1  million  annually  from  1980  to  2004  to  partially 
fmance  the  Uability  for  retirement  benefits  incurred  before  January  2,  1975.' 

In  1980,'"'  the  federal  government  provided  $38  million  to  the  District  in  addition  to  the 
first  of  25  armual  payments  of  $52. 1  million  to  the  pension  funds  authorized  by  the 
Retirement  Reform  Act.    The  then  present  value  of  these  payments  equalled  $649  million. 
The  present  value  of  the  pension  liability  at  the  time  of  the  transfer  equalled  $2.7  billion, 
resulting  in  an  unfiinded  liability  to  the  District  of  over  $2  billion. 

Since  1979,  the  District  has  funded"  (that  is,  covered  the  costs  of  the  benefits  participants 
have  earned  in  that  year)  all  benefits  that  the  pension  plans'  participants  have  earned 
since  1979,  and  paid  in  an  additional  $1.2  billion  towards  the  unfunded  Uability.   Table  3 
shows  an  analysis  of  the  unfunded  pei\sion  liability  since  the  plan  was  transferred  to  the 
District. 


^See  District  Pensions:    Federal  Options  for  Sharing  Burden  to  Finance  Unfunded  Liability, 
pages  14-18  (GAO/HEHS-95-40,  December  1994). 

'°GAO/HEHS-9540,  District  Pensions:    Federal  Options  for  Sharing  Burden  to  Finance 
Unfunded  Liability,  and  D.C.  Appleseed  Center,  The  District  of  Columbia's  Pension 
DUemma-An  Immediate  anri  tA^iiny  <;nliitinn 

"DC.  Appleseed  Center,  The  District  of  Columbia's  Pension  Dilemma-An  Immediate  and 

Lasting  Solution- 
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Table  3:   Unfunded  Pension  Uabilitv 
Dollar  in  Millions 


Fiscal 
year 

Unfunded 
pension 
liability 

District 
contribution 

If  fully  funded  1979 
net  normal  cost 

U 

Excess  District 
contribution 

1980 

$2,006 

$108 

$89 

$19 

1981 

$2,134 

$110 

$93 

$17 

1982 

$2,336 

$136 

$89 

$47 

1983 

$2,874 

$143 

$85 

$58 

1984 

$2,936 

$174 

$103 

$71 

1985 

$3,393 

$165 

$110 

$55 

1986 

$3,594 

$175 

$119 

$56 

1987 

$3,458 

$173 

$96 

$77 

1988 

$3,614 

$179 

$103 

$76 

1989 

$3,853 

$193 

$106 

$87 

1990 

$3,820 

$222 

$118 

$104 

1991 

$4,005 

$225 

$112 

$113 

1992 

$4,249 

$254 

$121 

$133 

1993 

$4,152 

$291 

$135 

$156 

1994 

$4,337 

$307 

$142 

$165 

1995 

$4,526 

$297 

$135 

$162 

1996 

$4,780 

$337 

$133 

$204 

1997 

$4,973 

$321 

$126 

$195 

Source:     D.C.  Retirement  Board. 
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Despite  these  efforts,  the  unfunded  liability  is  now  estimated  at  $4.7  billion,''  and  is 
expected  to  increase  to  $7  billion"  in  2004  due  to  the  accumulation  of  interest  owed  on 
the  unfunded  portion  of  the  pension  liability  transferred  to  the  District  back  in  1979. 
Similarly,  the  District's  pension  payment,  which  is  currently  approximately  $300  million  a 
year,  is  expected  to  increase  to  $490  million  starting  in  2004. 

The  Appleseed  Foundation'*  concluded  that  these  pension  plans'  ui\funded  liabilities 
should  be  the  responsibility  of  the  federal  goverrunent  since  the  liabilities  are  the  results 
of  federal  actions  predating  the  Home  Rule  Act.   Our  analysis  shows  that  if  the  District 
did  not  have  the  responsibility  for  the  costs  of  these  plans  related  to  the  unfunded 
liability,  the  pension  expense  in  its  proposed  fiscal  year  1997  budget  would  be  reduced  by 
$195  million  firom  the  $321  million  currently  shown  in  the  proposed  budget  to  $126 
million.   This  change  would  have  a  msyor  impact  on  the  projected  budget  deficit  for  fiscal 
year  1997. 


'-  D.C.  Appleseed  Center,  The  District  of  Columhia's  Pension  Dilemma-An  Immediate  and 
Ijt-sring  Solution. 

'^GAO/HEHS-95^t0,  Di.strirt  Pensions:    Federal  Ontions  for  Sharing  Burden  tQ  Finance 
Unfunded  Uabilitv.  D.C.  Appleseed  Center,  The  District  of  Columbia's  Pension  Dilemma- 
An  Immediijfo  anH  I  listing  Solution. 

'*D.C.  Appleseed  Center,  The  District  of  Columbia's  Pension  Dilemma-An  Immediate  and 
lAstiny  Soliition. 
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Similar  to  the  Medicaid  discussion,  many  other  factors  also  need  to  be  considered  longer 
term  in  deciding  the  best  way  to  address  the  escalating  pension  costs  that  the  District  will 

pay. 

Subsidy  Payments 

Two  other  m^or  costs  for  the  District  that  have  been  regularly  discussed  in  budget 
debberations  are  the  costs  for  D.C.  General  Hospital  and  the  University  of  the  District  of 
Columbia   The  District  paid  subsidies  to  the  hospital  of  $59  million,  $47  million,  and  $57 
million,  respectively,  for  fiscal  years  1993,  1994,  and  1995.   It  has  projected  for  fiscal  years 
1996  and  1997  that  it  will  pay  subsidies  of  $47  million  and  $52'*  million,  respectively. 
Similarly,  the  District  paid  the  university  subsidies  of  $68  million,  $66  million,  and  $50 
nullion,  respectively,  for  fiscal  years  1993,  1994,  and  1995  and  projects  to  pay  subsidies  of 
$43  million  and  $44  million  for  fiscal  years  1996  and  1997,  respectively. 

Our  recently  issued  report  on  health-care  delivery'*  in  the  District  pointed  out  several 
challenges  that  confront  the  hospital  for  it  to  remain  viable,  including  major  capital 
improvements.    In  New  York  Qty's  effort  to  turn  its  financial  problems  around,  it  closed 
a  murucipal  hospital  and  had  massive  layoffs  at  others  and  relied  on  the  other-hospitals  in 


'^e  projected  fiscal  year  1997  amount  includes  $15  million  for  the  public  health  clinics 
which  were  transferred  to  the  hospital. 

'^District  of  Columbia:    Information  on  Health  Care  Costs  (GAO/AIMD-9&42,  April  1996). 
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the  city  to  absorb  some  of  the  role  it  had  in  delivering  hospital  care  for  city  residents. 
The  District  has  proposed  creating  a  Public  Benefit  Corporation  that  includes  the       .    j 
hospital's  operations  and  that  would  allow  it  to  operate  separate  from  the  city  entirely, 
including  the  city's  personnel  requirements  and  collective  bargaining  agreements. 
However,  based  on  the  projected  budget  subsidies,  it  is  unclear  as  yet  if  this  initiative  will 
save  the  city  money  or,  if  so,  how  much. 

The  District  has  not  yet  evaluated  the  financial  structxire  of  its  university  system  to 
identify  ways  to  make  it  less  costly.   However,  Authority  officials  stated  that  the 
University  of  the  District  of  Columbia  had  raised  its  tuition  to  offset  more  of  its  costs.   At 
the  time  of  its  financial  crisis,  New  York  City  turned  its  senior  university  system  over  to 
the  state  to  run  and  operate.   New  York  City's  presence  in  delivering  this  service  was 
scaled  back  dramatically  and,  for  the  most  part,  involved  delivering  higher  education  at 
the  junior-college  level,  charging  tuition  for  the  services,  and  providing  the  services  at 
significantly  less  cost. 

THE  DISTRICT'S  CASH  PQSmON 

From  the  inception  of  its  financial  crisis,  the  District  has  had  cash  flow  problems.   In  fact, 
District  officials  project  that  the  District  will  run  out  of  money  this  month.   The  District 
took  several  measures  to  address  its  cash  flow  shortage.  For  example,  in  fiscal  year  1994, 
the  District  delayed  i>ension,  vendor,  and  Medicaid  payments  and  borrowed  internally 
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from  its  capital  projects  fiind.   In  fiscal  year  1995,  the  District  again  deferred  payments  to 
its  vendors  and,  as  stated  by  the  Chief  Financial  Officer  (CFO),''  the  District  began  fiscal 
year  1996  with  approximately  $200  million  to  $300  million  in  delayed  payments  owed  to 
vendors  and  Medicaid  providers. 

Over  the  last  3  fiscal  years,  the  District  also  borrowed  short-term  from  the  U.S.  Treasury 
to  finance  operations  and  capital  projects.     Fiscal  year  1996  borrowings  against  the  fiscal 
year  1997  federal  payment  are  estimated  to  total  $639  million  of  the  $660  million  fiscal 
year  1997  payment.   Specific  short-term  borrowings  for  fiscal  year  1996  are  shown  in  table 

4. 

Table  4:   Short-term  Borrowings  for  Fiscal  Year  1996 
Dollars  in  millions 


Fiscal  1996  Short-term  Borrowings                                j 

October    1995* 

$96 

January  1996 ' 

$283 

Planned  July  1996" 

$260 

Total 

$639 

Fiscal  Year  1997  Federal  Payment 

$660 

"District's  Cash  Flow  Statements-D.C.  Treasury. 
"Office  of  the  Chief  Financial  Officer. 


'Testimony  of  District  CFO  Anthony  A.  Williams  before  the  House  Subcommittee  on  the 
District  of  Columbia,  Committee  on  Government  Reform  and  Oversight,  March  28,  1996. 
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By  borrowing  agamst  future  revenue  to  pay  for  these  goods  and  services  already  received, 
the  District  has  not  resolved  its  cash  flow  problems  but  has  only  postponed  them. 

During  fiscal  year  1995,  the  District's  investment  grade  general  obligation  debt  was  down- 
graded to  noninvestment  grade.   Because  of  this  non-investment  grade  rating,  the 
District's  sources  for  obtaining  short-term  and  long-term  financing  are  bmited  and  the 
interest  cost  of  obtaining  financing  in  the  capital  markets  could  be  very  costly.   The 
District's  financial  plan  discusses  two  borrowing  options.   Another  option  was  also 
recently  added  for  obtaining  fimds  from  capital  markets.   The  recently  reported  $220 
million  short-term  lending  offer  from  the  capital  markets  to  the  District  occurred  after  the 
completion  of  our  work  and  was  not  part  of  our  review. 

The  first  option  in  the  District's  financial  plan  includes  the  District  borrowing  short-term 
from  the  U.S.  Treasury  using  the  subsequent  year's  federal  payment  as  collateral  to  fund 
its  operations  and  capital  projects.  The  second  option  includes  the  District  borrowing 
$500  million  for  acctimulated  deficit  financing  and  $900  million  (that  is,  $150  million  in 
each  of  the  next  6  years  starting  in  fiscal  year  1997)  to  meets  its  capital  needs.   In 
addition  to  these  borrowirxgs,  the  District  will  still  need  short-term  borrowing  for  cash 
flow  purposes. 

Under  the  first  option,  the  District  projects  that  by  April  1998,  it  wiU  have  borrowed 
against  the  entire  fiscal  year  1998  federal  payment  and  will  not  have  cash  sufficient  to 
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meet  its  operating  needs.  Under  current  law,  the  District  may  borrow  from  the  U.S. 
Treasury  to  meet  its  capital  and  cash  flow  needs,  and  such  borrowings  are  payable  from 
the  subsequent  fiscal  year's  federal  payment. 

There  are  no  provisions  in  the  ciurent  law  for  a  long-term  borrowing  from  the  U.S. 
Treasury  or  for  deficit  financing  of  its  operating  deficits.   At  present,  the  District  must 
repay  Treasury  loans  within  12  months.   Also,  section  461  of  the  Home  Rule  Act 
authorizes  the  District  to  enter  into  long-term  borrowing  by  issuing  general  obligation 
bonds  only  for  capital  improvements  or  to  refund  outstanding  indebtedness.   The  District 
of  Columbia  Emergency  Deficit  Reduction  Act  of  1991,  Public  Law  102-106,  authorized  the 
District  (on  a  temporary  basis  ending  on  September  30,  1992)  to  Issue  general  obligation 
bonds  to  finance  payment  of  the  $332  million  accumulated  operating  deficit  in  the  general 
fund  at  the  end  of  fiscal  year  1991.     In  addition,  section  603  (b)  of  the  Home  Rule  Act 
provides  that  the  District  may  not  issue  general  obligation  bonds  (other  than  to  refund 
outstanding  indebtedness)  if  the  District's  debt  service  in  a  fiscal  year  exceeds  14  percent 
of  the  estimated  revenues  during  the  year  the  bonds  are  issued. 

By  the  end  of  fiscal  year  1996,  the  District's  debt  service  is  forecasted  to  be  at 
approximately  11.9  percent  of  estimated  revenues.   Thus,  the  District  would  need  to  seek 
additional  legislative  authority  before  plans  to  issue  long-term  bonds  to  fund  c£^ltal 
improvements  or  to  finance  the  District's  accumulated  operating  deficit  would  become 
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viable  options.     However,  the  Authority  could  borrow  funds  immediately  and  does  not 
have  any  legislative  restraints  on  its  borrowing  authority  AiiJ 


The  New  York  City  and  Philadelphia  control  boards,  during  the  first  year  that  the  boards 
were  in  place,  obtained  long-term  borrowings  to  fmance  their  respective  accumulated 
deficits.  New  York  City,  which  at  the  time  had  an  accumulated  deficit  of  $6.2  billion, 
received  about  $3.6  billion  as  deficit  financing  and  exchanging  of  notes.   Philadelphia  had 
both  accumulated  and  projected  deficits  at  the  time  its  control  board  borrowed  $475 
million,  as  shown  in  table  5. 

**  Incorrect  statement.  See  pages  857-858,  this  volume,  for  Mr.  Holloway's  following  request: 
One  of  the  things  I  wanted  to  correct  is  on  page  28  of  the  testimony.  There  is  a  statement 
in  there  that  says:  "However,  the  authority  could  borrow  funds  immediately  and  does  not  have 
any  legislative  restraints  on  its  borrowing  authority."  ,.,,-,  x- 

"That  is  not  correct.  They,  in  fact,  do  (have  legislative  restramts),  and  they  (the  legislative 
restraints),  are  comparable  to  those  (that  apply  to)  the  District  (Government)." 
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Table  5:    PICA  Borrowing:    Uses  of  Proreeds  of  Fiscal  Year  Iflfll  Serial  Bonds 
Dollars  in  millions 


Funds  to  city  for  deficit 
reduction* 

FY91  (cumulative) 

$153.5 

FY92  (projected  deficit) 

$94.9 

FY93  (projected  deficit) 

$7.8 

Subtotal 

$256.2 

Grants  for  capital  projects 

$120.0 

Grants  to  productivity  bank 

$20.0 

Debt  service  reserve  fund 

$47.5 

Capitalized  interest 

$20.0 

PICA  expenses 

$0.6 

Financing  costs 

$10.9 

1  Total 

$475.3 

'Philadelphia's  actual  deficit  for  fiscal  year  1992  was  $71.4  million,  and  it  reported  a 
surplus  of  $3  million  in  1993.  Thus,  Philadelphia  was  only  required  to  borrow  $225 
million  for  deficit  financing. 

Source:   Offering  Statement  June  1,  1992,  p.6. 


Like  New  York  City  and  Philadelphia,  the  District's  accumulated  deficit  and  any  approved 
projected  deficits  should  be  fully  funded  through  longer-term  borrowings  or  other  means, 
including  the  need  for  any  approved  capital  projects  funding.   In  addition,  a  funding 
mechanism  should  be  established  that  ensures  sufficient  funds  for  its  immediate  short- 
term  cash  needs.   Along  with  this  funding,  the  District's  financial  plan  should  be  modified 
with  enough  revenue  enhancement  efforts  and/or  deeper  budget  cuts  to  fund  repayment 
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of  any  long-term  debt  incurred  and  current  operations  without  incurring  further  budget 
deficits. 

ACTIONS  TAKEN  BY  THE  THREE 
CONTROL  BOARDS  IN  THEIR  FIRST  YEAR 

You  asked  us  to  respond  to  several  questions  relating  to  the  three  control  boards'^ 
ranging  from  their  organizational  structure  and  personnel,  to  budget  iiutiatives,  to 
management  initiatives  implemented  in  the  first  year  to  resolve  their  respective  cities' 
financial  crises  and  help  improve  operations.   In  response  to  your  specific  questions,  the 
following  sections  (1)  provide  some  background  on  the  legislative  authority  of  the 
controls  boards,  (2)  summarize  the  actions  taken  by  the  three  respective  control  boards  in 
their  first  year  of  operation,  and  (3)  include  a  matrix  that  provides  information  about  how 
the  control  boards  are  structured  as  well  as  statistical  informationr  such  as  their  budget 
and  number  of  personnel.   (See  attachment  I). 

Authority  Legislation  - 

The  Authority  was  granted  broad  powers  to  accomplish  a  number  of  purposes,  including 


'*rhe  three  oversight  boards  that  we  reviewed  are  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Authority  (Authority),  New  York  State 
Financial  Control  Board  (FCB)  (including  the  Muiucipal  Assistance  Corporation  (MAC)) 
and  the  Office  of  the  State  Deputy  Comptroller  (OSDC),  and  the  Pennsylvania 
Intergovernmental  Cooperation  Assistance  Authority  (PICA). 
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eliminating  the  budget  deficits  and  cash  shortages  of  the  District; 

-  ensuring  the  most  efficient  and  effective  delivery  of  services  by  the  District; 
enhancing  the  District's  timely  payments  of  its  debts  and  access  to  capital  markets; 

-  assuring  the  District's  long-term  financial,  fiscal,  and  economic  vitality  and 
operational  efficiency; 

examirung  the  programmatic  and  structural  relationship  between  the  District  and 
the  federal  government; 

requiring  the  District  to  examine  the  programmatic  and  economic  impact  of 
activities  before  they  are  implemented;  and 

assisting  the  District  in  achieving  an  ^appropriate  relationship  with  the  federal 
government  and  implementing  the  actions  necessary  to  accomplish  the  purpose  of 
the  enabling  legislation. 

The  laws  creating  the  control  boards  in  New  York  City  and  Philadelphia  generally  had 
purposes  similar  to  the  law  for  the  District,  except  for  provisions  pertaining  to  the  federal 
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government,  even  though  they  each  had  comparable  provisions  related  to  their  respective 
states. 

The  Authont>-  was  given  extensive  powers  to  accomplish  these  purposes  relatmg  to 
financial  management  activities  of  the  District  government.   The  Authority  s  exercise  of 
many  of  these  powers  tire  confined  to  a  "control  year,"  which,  under  the  law,  commenced 
in  fiscal  year  1996.   The  following  are  some  of  the  more  significant  powers  that  its 
enabling  legislation  confers'^  on  the  Authority.   During  a  control  year,  it  has  the  power  to: 

-  Armually  approve  the  financial  plan  and  budget  of  the  District. 

-  Approve  all  acts  and  contracts  of  the  District  for  consistency  with  its  financial  plan 
and  budget.  :^, 

-  ;j;      Approve  the  appointment  of  the  District's  Chief  Fiiumcial  Officer  and  Inspector 

General,  or  remove  those  officials  for  cause. 

-..        Approve  all  District  borrowings.   In  addition,  at  the  request  of  the  District,  may 
borrow  monies  from  the  Treasury  and  the  public  that  could  be  secured  by 


'^District  of  Columbia  Financial  Responsibility  and  Management  Assistance  Act  of  1995, 
sections  201  to  205,  211  to  213,  and  303. 
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dedicated  revenues  of  the  District.   Also,  it  may  control  and  direct  the  flow  and  use 
of  funds  from  such  borrowings. 

-         Assure  that  the  federal  pajrment  is  used  under  terms  and  conditions  that  the 
Authority  deems  appropriate  to  implement  the  District'  s  financial  plan. 

The  Authority  was  given  many  other  powers,  including  certain  administrative  and 
enforcement  powers,  to  ensure  it  had  the  necessary  authority  to  achieve  the  objectives  of 
the  enabling  legislation.     The  New  York  City^  £md  Philadelphia"'  control  boards  had 
similar  powers  conferred  on  them  except  for  those  pertaining  to  a  chief  financial  officer 
and  inspector  general. 

The   District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Authority 

To  respond  to  a  number  of  your  questions,  we  sent  a  letter  of  inquiry  to  the  Authority  on 
May  17,  1996.  In  its  response,  the  Authority  provided  us  with  written  responses,  reports, 
and  testimonies  it  had  prepared.   We  received  substantial  portions  of  the  Authority's 


-"New  York  State  Financial  Emergency  Act  for  the  City  of  New  York,  State  of  New  York 
Laws  of  1975,  sections  5408,  4511,  5412  and  Municipal  Assistance  Corporation  Law  of 
1975,  sections  3010,  3012,  and  3013.. 

^'Pennsylvania  Intergovenunental  Cooperation  Authority  Act  for  Cities  of  the  First  Class 
(Act  of  June  5,  1991,  Public  Law  No.  6)  Section  203. 
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responses  on  June  25,  1996.  Consequently,  we  cannot  provide  an  in-depth  assessment  of 
the  actions  it  has  taken  or  the  status  of  actions  in  the  planning  stages. 

The  following  provides  a  summary  of  the  Authority's  response  to  our  inquiry.   In 
attachment  I,  we  provide  some  baseline  information  on  the  Authority  s  and  the  New  York 
and  Philadelphia  control  boards'  organization,  components,  number  of  employees,  budget, 
etc.,  which  addresses  a  number  of  your  questions.   I  would  now  like  to  focus  on  issues 
concerning  the  actions  the  Authority  has  taken  or  plans  to  take-in  the  form  of 
management  initiatives  (financial  and  nonfiiumcial),  budget  initiatives,  actions  pertaining 
to  the  Authority  itself,  and  legislative  initiatives-to  respond  to  the  major  problems  facing 
the  District 

The  Authority  has  completed  some  actions  in  its  first  year  and  has  a  large  number 
planned.     In  our  view,  the  most  critical  challenge  facing  the  Authority  is  to  quickly 
alleviate  the  District's  cash  flow  problems.  Prospectively,  the  Authority  needs  to  address 
the  many  other  majot  issues  confronting  the  District,  such  as  the  federal  payment, 
Medicaid,  pensions,  capital  improvements,  school  system  costs,  court  system  costs, 
subsidies,  service  delivery,  and  its  financial  management  system.  These  issues  will  need 
to  be  prioritized  quickly,  with  specific  plans  and  objectives  developed  to  deal  with  each  of 
them.  These  plans  need  to  have  clearly  articulated  timetables,  deliverables,  and  outcomes 
that  are  measurable,  if  the  city  is  going  to  resolve  its  financial  problems  and  establish 
sound  financial  and  managerial  policies  and  procedures.    The  Congress  then  needs  to 
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provide  oversight  to  ensure  that  the  Authority  and  the  District  meet  requirements  set  out 
in  the  Authority's  strategic  plan  and  the  District's  financial  plan. 

Management  Initiatives 

As  part  of  its  enabling  legislation,  the  Authority  was  given  power  to  help  resolve  the 
financial  and  operational  problems  facing  the  District,  such  as  ensuring  that  proposed 
initiatives  are  in  line  with  the  District's  financial  plan  and  budget,  that  service  dehvery  is 
efficient  and  effective,  and  that  cost  savings  and  efficiencies  are  received.   In  response  to 
our  inquiry,  the  Authority  indicated  that  it  had  completed  or  planned  the  following 
management  initiatives  to  carry  out  its  responsibilities. 

Actions  Completi>d 

The  Authority  advised  us  that,  as  of  May  28,  1996,  it  had  reviewed  1,562  contracts  and  had 
another  64  on  hand.  Of  these,  1,549  were  shown  as  approved,  3  were  rejected,  6  were 
withdrawn  by  the  agency,  and  4  had  other  dispositions.  According  to  the  Authority,  the 
District  has  experienced  direct  savings  ftom  contracts  that  were  rejected,  withdrawn,  or 
modified.   In  many  other  instances,  the  Authority  stated,  cost  savings  are  not  immediately 
quantifiable.   Some  examples  of  savings  include:   A  pre-trial  services  contract  that  was 
rejected  and  is  expected  to  result  in  savings  of  at  least  $300,000  annually;  a  $1  million 
commurucatior»  equipment  contract  that  was  returned;  and  individual  contracts  for  fuel 


35 


802 


oil  that  were  withdrawn,  resulting  in  reported  savings  in  excess  of  $100,000  for  the  first 
quarter  of  fiscal  year  1996.   Other  management  initiatives  the  Authority  implemented 
during  its  first  year  are  as  follows: 

Working  with  the  City  Administrator's  Office,  the  Authority  encouraged  the  removal 
of  contracting  authority  from  the  Department  of  Human  Services  (DHS).   The 
Authority  said  it  is  now  working  with  the  city  to  assemble  contracting  specialists 
from  the  federal  government  to  clean  up  DHS'  contracting  procedures. 

The  Authority  engaged  an  independent  public  accounting  firm  to  perform  certain 
procedures  regarding  the  District's  payroll  and  its  accounts  payable.  The  accounts 
payable  study  began  on  August  28,  1995,  and  ended  on  December  14,  1995.  The 
report  on  the  study,  issued  on  January  12,  1996,  estimated,  based  on  the  agreed 
upon  procedures  performed,  that  the  District's  general  fund  accounts  payable  as  of 
September  30,  1995  was  between  $231  million  and  $269  million. 

The  Authority  has  worked  with  a  car  manufacturing  company  to  repair  the 
.:.    ,     District's  emergency  vehicles  to  provide  delivery  of  services.     ..-,■ 

The  Authority  stated  that  it  privatized  two  functions  during  fiscal  year  1996. 
Approximately  300  personal  care  aide  jobs  were  replaced  by  a  contract  D.C. 
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Village,  a  nursing  home,  was  closed  and  its  patients  transferred  to  private  nursing 
homes. 


Actions  Planned 


The  Authority  said  that  it  was  developing  a  strategic  plan  and  annual  report.   The 
strategic  plan  is  to  include  a  mission  statement,  measurable  goals  and  objectives, 
and  timetables  for  the  expected  completion  of  certain  goals.  The  plan  is  also  to 
include  an  assessment  of  short-term  and  long-term  objectives  and  will  discuss  the 
Authority's  overall  priorities. 

The  Authority  said  it  planned  to  privatize  10  activities  during  fiscal  year  1996, 
which  account  for  approximately  1,096  PTEs  and  currently  cost  over  $65  million. 
These  initiatives  include  such  activities  as  the  sale/leaseback  of  the  800  bed 
Ckjrrectional  Treatment  Facility,  food  services,  police  and  fire/medical  services, 
transportation  and  motor  pool  services,  and  solid  waste  and  transfer  disposal. 

It  said  it  plans  to  perform  future  work  to  distinguish  city/county/state  functions 
that  the  District  performs.  The  District  provides,  to  a  certain  extent,  public 
services  that  are  normally  provided  by  state  and  county  governments,  most  notably 
extensive  ho^ital  services,  education,  correctional  services,  and  medicaid  services. 
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The  Authority  stated  that  it  had  undertaken  two  relatively  broad-based  comparative 
initiatives  that  will  be  used  to  develop  approaches  to  improving  performance  and 
to  compare  the  District's  performance  with  that  of  other  governments.   These 
initiatives  are  being  undertaken  in  cooperation  with  several  national  organizations, 
including  the  Greater  Washington  Research  Center,  the  Brookings  Institution,  and 
the  International  City/County  Managers  Association  (ICMA).    Brookings  is 
examining  what  District  activities  Jire  necessary  and  whether  they  are  being 
delivered  in  the  most  efficient  and  economic  way.   ICMA  will  identify  performance 
measures  for  the  core  services  that  the  District  performs  and  help  detennine 
whether  these  core  services  are  being  delivered  in  the  most  efficient  and 
economical  way. 

The  Authority  stated  that  it  was  working  with  the  District  on  a  pilot  performance 
management  program  at  the  Department  of  Public  Works  to  help  the  District  better 
establish  bench-marks  by  which  to  measure  performance. 

According  to  the  Authority,  it  is  working  with  the  District  to  restructure  programs, 
to  eiJiance  program  delivery,  and  to  hasten  fiscal  recovery.  For  example,  the 
Authority  plar»s  to  initiate  a  thorough  review  of  how  resources  are  used  within  the 
District  of  Columbia  Public  Schools  and  to  identify  how  resources  can  be  directed 
-  to  upgrade  the  school  system  as  a  way  of  restoring  and  retaining  the  city's  middle- 
class  tax  base. 
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-         The  Authority  recommended  that  a  r\ew  financial  management  system  be 

implemented  by  the  end  of  fiscal  year  1996.  The  Authority  stated  that  it  reii\forced 
this  recommendation  by  ensuring  that  funds  were  available  to  perform  a 
comprehensive  needs  assessment  and  the  initial  developmental  stages  for  a  new 
financial  management  system.   It  is  the  Authority's  view  that  the  District  is 
responsible  for  contracting  with  a  consultant  to  perform  the  needs  assessment. 

Budget  Initiatives 

The  act  requires  the  Authority  to  perform  reviews  of  District  of  Columbia  budgets  to 
assist  the  District  in  its  efforts  to  restructure  its  workforce  for  more  efficient  service 
delivery;  to  eliminate  the  District's  current  budget  deficit;  and  to  ensure  the  long-term 
economic,  financial,  and  fiscal  vitality  of  the  city.   In  this  capacity,  the  Authority  said  that 
it  had  completed  or  planned  the  following  actions: 

Actions  Completed 

In  reports  in  February  and  March  of  this  year,^  the  Authority  stated  that  it  allocated 
reductions  in  the  fiscal  year  1996  budget  of  the  District  to  specific  departments  to 


-Report  on  Final  Allocations  of  the  District  of  Columbia's  Fiscal  Year  1996  Budget. 
District  of  Columbia  Financial  Responsibility  and  Management  Assistance  Authority, 
March  29,  1996  and  Report  on  the  District  of  Columbia's  Fiscal  Year  1996  Budget.  District 
of  Colimibia  Financial  Responsibility  and  Management  Assistance  Authority,  February  23, 
1996. 
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increase  the  likelihood  that  the  proposed  reductions  would  be  made.   In  addition,  the 
Authority  disapproved  a  City  Council-proposed  supplemental  budget  of  $5. 123  billion.   The 
Authonty  concluded  that  the  supplemental  budget  at  this  level  would  increase  the 
accumulated  deficit  and  that  approving  a  supplemental  budget  with  such  harsh  fiscal 
consequences  would  be  irresponsible.    Consequently,  on  February  23,  1996,  the  Authority 
disapproved  the  City  Council's  action  and  issued  a  hst  of  recommendations  designed  to 
enable  the  City  to  meet  the  $4,994  billion  budget  agreed  upon  by  the  Congressional 
Conference  Committee  on  Appropriations  for  the  District  of  Columbia 

With  the  Mayor  and  the  City  Couhcil,  the  Authority  reached  consensus  on  the  fiscal  year 
1997  budget  and  financial  plan,  which  was  submitted  to  the  Congress  for  approval.  This 
plan  addresses  the  need  for  borrowing  for  different  purposes,  such  as  long-term 
borrowing  for  accumulated  deficit  and  borrowing  for  capital  investment.   As  I  discussed 
earUer  in  this  statement,  the  District  has  estimated  that  it  will  have  an  accumulated  deficit 
of  almost  $500  miUion  at  the  end  of  fiscal  year  1996,  with  a  deficit  of  $116  million  for 
fiscal  year  1996.   It  estimates  that  it  will  nm  out  of  cash  this  month. 

The  actions  to  borrow  proposed  in  the  fiscal  year  1997  budget  will  require  approval  from 
the  Congress  and  would  require  the  Authority  and  the  District  to  work  together  to 
establish  an  appropriate  relationship  with  the  Congress  so  that  the  District  can  achieve 
balanced  budgets  and  long-term  fiscal  health.  As  I  discussed  earUer,  the  control  boards  in 
New  York  and  PhUadelphia  stabilized  the  cities'  cash  position  in  their  first  year  of 
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operation  through  refinancing  and  long-term  borrowing.   This  issue  must  be  addressed  if 
the  District  is  to  resolve  its  financial  problems. 

In  recent  congressional  testimony,"  the  Authority  provided  its  analysis  of  the  District's 
fiscal  year  1997  budget  and  its  potential  need  for  borrowing.   The  Authority  stated  that 
the  fiscal  year  1997  Budget  and  Financial  plan  conformed  with  the  act  in  that  it  promoted 
the  financial  stability  of  the  District  government,  and  furthered  the  interests  of  the  people 
of  the  District.   The  budget  estimated  revenues  of  $5.04  billion,  expenditures  of  $5.14 
billion,  with  a  resulting  deficit  of  $98.9  million,  down  $17  million  from  the  projected  fiscal 
year  1996  deficit  of  $116  million.   Projections  for  fiscal  years  1998  through  2000  call  for  a 
small  deficit  in  fiscal  year  1998  and  small  surpluses  in  fiscal  years  1999  and  2000. 

Actions  Planned 

As  discussed  previously  in  this  testimony,  our  more  detailed  review  of  the  District's 
budgeted  expenditures  found  that  the  critical  areas  of  the  District's  budget  that  have  far- 
reaching  implications  for  the  District  financially  and  programmatically  are  Medicaid  and 
the  unfunded  pension  liability.   Further,  we  noted  the  high  level  of  interest  by  all  parties 
in  the  district's  budget  deliberations  on  the  subsidies  paid  to  D.C.  General  Hospital  and 
the  University  of  the  District  of  Ck)lumbia.     These  expenditures  individuaUy  and  in  the 


^Statement  of  Andrew  F.  Brimmer,  Chairman,  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Authority,  before  the  Subcommittee  on  the 
District  of  Columbia,  House  Committee  on  Appropriations,  June  26,  1996. 
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aggregate  have  a  significant  impact  on  the  District's  financial  condition  that  must  be 
addressed  in  solving  its  financial  problems. 

In  a  June  17.  1996.  report.'*  the  Authority  enumerated  the  actions  it  plans  to  take  to 
resolve  these  issues.   They  include  the  following: 

The  Authority  is  helping  the  District  undertake  a  systematic  review  of  each  health 
and  human  services  program.   According  to  the  Authority,  the  goal  of  the  review  is 
to  ensure  that  high  quality  services  are  being  delivered  and  to  require  that  the  most 
efficient  and  accessible  means  of  delivering  the  services  are  ii\stituted.   Service 
redundancies  are  to  be  identified  and  services  prioritized  within  existing  budget 
constraints.   The  Authority  also  plans  to  review  similar  operations,  such  as  a 
review  of  the  mission,  operations,  and  ownership  structure  of  the  District-owned 
and  operated  neighborhood  health  clirucs.   The  Authority  committed  to  providing 
$260,000  to  the  District's  Commission  on  Health  Care  Finance  to  contract  for 
specialized  consulting  services  to  develop  a  detailed  work  plan  on  how  the  District 
will  gain  control  of  Medicaid  expenditures.   The  Authority  also  agreed  to  facilitate 
projects  previously  identified  by  the  District 


^^Report  to  the  Conp-ess:   Issues  Related  to  the  Fiscal  Year  1996  Appropriations  Act. 
District  of  Columbia  Financial  Responsibility  and  Maruigement  Assistance  Authority. 
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-         The  Authority  is  studying  the  unfunded  pension  liability  and  plans  to  work  with 
District  and  federal  officials  to  develop  a  plan  to  address  this  problem.   The 
Authority  is  analyzing  a  District-proposed  plan  to  create  a  new  police,  fire  fighters,' 
and  teachers'  pension  plan  for  employees  liired  after  October  1,  1996.   In  May  1996, 
Congresswoman  Norton  proposed  legislation  to  address  the  unfunded  liability  in 
the  police,  fire  fighters',  teachers',  and  judges'  pension  plan.   The  Authority  is  also 
studying  this  proposal. 

Another  area  that  affects  the  District's  ability  to  resolve  its  financial  problems  is  subsidy 
payments.   As  part  of  the  District's  efforts  to  turn  its  financial  condition  around  in  these 
austere  times,  it  is  imperative  that  the  cost-benefits  of  these  programs  and  any  other 
costly  aspects  of  the  District  operations  be  looked  at  for  alternative  ways  to  meet  the 
objective(s)  they  were  created  to  meet.     The  Authority  has  made  some  recommendations 
regarding  D.C.  General  Hospital  and  the  University  of  the  District  of  Columbia. 

Finally,  you  asked  us  to  request  a  list  of  the  Authority's  recommendations  for  fiscal  years 
1995  and  1996  as  submitted  to  the  Mayor,  the  City  Council,  the  President,  and  the 
Congress.   These  recommendations  dealt  with  actions  the  District  government  or  the 
federal  government  may  take  to  ensure  compliance  by  the  District  government  with  a 
financieil  plan  and  budget  or  to  otherwise  promote  the  financial  stability,  management 
responsibility,  and  service  delivery  efficiency  of  the  District  government,  including 
recommendations  relating  to  section  207  (a)(1)  (10)  of  the  Financial  Responsibility  and 
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Management  Assistance  Act  of  1995,  Public  Law  104-8.   We  also  asked  the  Authority  for  a 
response  from  the  Mayor  or  Council  to  the  Authonty  on  whether  they  will  adopt  the 
recommendations  and  what  the  potential  cost  savings  from  these  recommendations  aie. 
The  Authority  did  provide  a  list  of  recommendations,  which  we  are  providing  to  you 
under  separate  cover  today,  but  it  did  not  provide  any  information  on  the  Mayor's  or 
Council's  response.   It  stated  that  it  has  not,  in  many  instances,  finalized  the  cost  savings 
of  each  recommendation. 

Legislative  Initiatives 

Under  its  enabling  legislation  and  other  laws,  the  Authority  is  authorized  to  review 
permanent  and  temporary  legislation^  for  consistency  with  the  District's  financial  plan 
and  budget.   Under  section  203(a)  of  the  act,  the  Authority  has  reviewed  86  acts  proposed 
by  the  City  Council.   The  Authority  disapproved  five  of  these  and  made  recommendations 
to  the  District  under  section  203(a)(3)(B)  of  the  act   The  Authority  has  conducted 
informal  reviews  under  section  203(a)(6)  in  consultation  with  City  Council  staff.   It  stated 
that  it  has  not  received  any  formal  requests  firom  the  City  Council  to  provide  preliminary 
reviews  of  acts.  The  Authority  also  stated  that  it  would  continue  to  review  proposed 
legislation,  as  required  under  the  act. 


^See  Information  on  Emergencv  legislation  (GAO/AIMD-96-45R,  February  21,  1996). 
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Other  Initiatives 

You  also  asked  us  specific  questions  regarding  the  following: 

The  Authority  has  contracted  with  the  following  consultants  and  experts: 

-  an  independent  public  accounting  firm  was  engaged  for  the  audit  of  the 
District'  fiscal  year  1995  financial  statements  and 

-  an  independent  public  accounting  firm  was  engaged  for  the  audit  of  the 
Authority's  fiscal  year  1995  financial  statements. 

-  The  Authority  has  established  four  accounts  to  handle  the  funds  it  is  responsible 
for,  as  follows:    (1)  an  account  for  the  Authority's  operating  purposes,  (2)  an 
escrow  account  for  receiving  the  federal  payment  and  Treasury  loans  for  the 
District,  (3)  an  escrow  account  for  the  Police  Grant  for  the  MetropoUtan  Police 
Department,  and  (4)  account  earrungs  on  the  federal  payment  and  Treasury  loan. 

-  The  Authority  stated  that  it  had  established  controls  on  the  use  of  these  accounts. 
It  did  not  provide  them  to  us  for  review  but  expressed  its  willingness  to  discuss 
these  controls  with  us  directly.   It  also  added  that  the  Chief  Financial  Officer 
(CFG)  has  outlined  cash  management  priorities,  which  the  Authority  has  reviewed 
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and  approved.   According  to  the  Authority,  the  pnorities  are  used  to  determine 
whether  requisitions  made  by  the  CFO  fit  the  critena.   In  order  for  an  agency  to 
obtain  funds,  the  terms  and  conditions  must  be  met  and  certified  to  by  the  CFO. 

The  Authority  stated  that  it  is  in  constant  communication  with  Distnct  officials  in 
both  the  Mayor's  Office  2ind  City  Council.    It  sjiid  that  it  holds  meetmgs  with  these 
officials  on  a  wide  range  of  management  and  budget  issues  of  mutusd  concern  to 
the  Authority  and  the  District  government.   The  Authority  has  not  established  any 
formal  mechanism  for  communicating  with  District  officials,  but  said  that  all  sides 
remain  in  frequent,  daily  contact.   The  Authority  has  issued  severad  public  notices 
of  pubUc  meetings  and  has  not  issued  any  subpoenas.   The  Authority  has  held  two 
meetings  at  which  the  public  was  invited  to  provide  views,  and  regularly  hears 
from  the  public  through  telephone  calls  and  letters. 

The  New  York  Citv  and  Citv  of  PhUadelohia  Control  Boards 

At  your  request,  we  also  reviewed  the  actions  taken  by  the  New  York  and  Philadelphia 
control  boards  whose  cities  also  faced  serious  financial  problents.   These  were  the  New 
York  State  Financial  Control  Board  (FCB)  (including  the  Municipal  Assistance 
Corporation  (MAC))  and  the  Office  of  the  State  Deputy  Comptroller  (OSDC)),  and  the 
Pennsylvania  Intergovernmental  Cooperation  Authority  (PICA). 
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WhUe  the  catalysts  for  creating  the  New  York  City,  Philadelphia,  and  District  control 
boards  were  the  same-financial  difficulties-there  are  some  key  differences  that  must  be 
considered  in  defiiung  the  specific  problems  faced  by  these  cities  and  evaluating  the 
propriety  of  solutions  implemented  and  the  relative  performance  of  each  control  board's 
efforts.   Some  of  the  more  sigr\ificant  economic  and  programmatic  differences  follow. 

-  New  York  City's  financial  crisis  crested  in  1975,  Philadelphia's  in  1991,  and  the 
District's  in  1995,  a  span  of  20  years  and  through  various  economic  times  for  this 
country  which  would  affect  available  financial  solutions; 

-  New  York  City  and  Philadelphia  are  large  metropolitan  areas  of  states  and  hold 
preeminent  roles  in  their  respective  states.   The  District,  on  the  other  hand,  has  no 
such  relationship.   Instead,  it  must  compete  for  federal  resource  support  with  other 
national  interests.   As  discussed  earlier,  these  relationships  impact  such  things  as 
Medicaid. 

-  New  York  City,  especially,  and  Philadelphia,  somewhat,  have  larger  budgets  and 
populations  and  more  diversified  tax  bases  to  draw  revenues  from  and  do  not  have 
the  legislatively  imposed  restraints  on  their  ability  to  control  their  own  revenue 
sources  that  the  District  has. 
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-         The  demographics-for  both  individuals  and  businesses-have  implications  for  both 
the  problems  of  the  three  cities  and  potentijil  solutions.   This  would  include 
distribution  of  wealth  of  the  citizenry,  employment/unemployment  levels,  industry 
diversification  within  the  city  and  surrounding  areas,  and  age  distribution  of  city 
residents. 

While  this  list  of  key  differences  is  not  exhaustive,  it  does  point  up  the  critical  need  to 
consider  these  and  other  items  that  would  potentially  make  the  nature  of  the  problems 
the  cities  experienced,  the  proposed  solutions,  and  the  actions  of  their  respective  control 
boards,  not  necessarily  comparable  even  though  the  core  problem-financial  difficulties- 
was  the  same. 

New  York  City  ended  fiscal  year  1976  with  an  annual  operating  deficit  of  $1.2  billion  and 
was  burdened  with  an  accumulated  deficit  of  approximately  $6.2  billion.    Throughout 
fiscal  year  1976,  numerous  actioi\s  were  taken  with  the  assistance  of  FCB  and  MAC  to 
prevent  the  city  from  going  bankrupt. 

During  their  first  year  in  operation,  to  eliminate  the  budget  deficits  and  cash  shortages  of 
New  York  City,  the  following  MAC  and  FCB  recommendations  were  implemented:  (1)  the 
workforce  was  reduced  by  about  40,000,  or  13  percent  firom  its  June  30,  1975  level,^  (2) 


-*We  did  not  receive  sufficient  information  from  New  York  City  to  quantiftr  the  savings 
that  were  realized  from  the  FTE  reductions,  wage  freeze,  increases  in  transit  fares,  tolls, 
etc. 
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remaining  city  employees'  wages  were  frozen  for  3  years,  (3)  tolls  on  bridges  and  txinnels 
were  increased,  (4)  commuter  and  subway  fares  were  increased,  (5)  municipal  hospitals 
had  massive  layoffs,  (6)  the  tuition-free  policy  of  the  City  University  of  New  York  was 
terminated,  and  (7)  taxes  were  increased  by  about  $775  million.    In  addition,  the  FCB 
adopted  a  resolution  urging  the  State  to  assume  the  costs  of  maintaining  courts  and 
correction  facilities,  and  the  State  enacted  legislation  in  that  year  to  assume  these  costs. 
MAC  helped  to  establish  the  New  York  Council  on  the  Economy,  which  addressed,  among 
other  things:   (1)  reUeving  the  stock  trai^fer  tax  burden  on  state  and  city  businesses,  (2) 
developing  Battery  Park  City,  which  represented  a  stimulus  to  the  financial  real  estate 
market,  and  (3)  constructing  a  new  convention  center. 

A  key  component  in  New  York  City's  plan  of  recovery  was  the  comprehensive  overhaul 
and  reform  of  the  city's  accounting  and  budgetary  practices.   The  objective  was  the 
installation  of  a  new  integrated  financial  management  system  (IFMS),  a  computerized 
system  for  accounting,  budgeting,  purchasing  and  payroll,  linking  the  myriad  of  city 
departments  and  operations  for  the  first  time  into  one  system  with  a  single  data  base. 

This  project  received  the  highest  possible  priority  as  fiscal  year  1976  advanced.   The 
OSDC  was  given  oversight  responsibility  for  this  project.   Professional  personnel  were 
recruited,  in  some  cases  "loaned"  by  leading  banks  or  corporations,  and  contracts  were 
put  into  place  with  private  accounting  and  systems  management  firms  for  work  that  could 
not  be  performed  in-house.   The  system  was  implemented  in  July  1977.   In  addition,  a 
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management  plan  was  implemented  that  enabled  the  city  to  monitor  its  operations 
continuously.   The  management  plsm  and  reports  identified  opportunities  for  improved 
performance.   To  strengthen  management  of  this  program,  the  Mayor,  who  was  also  a 
member  of  the  FCB,  established  an  office  of  operations. 

Despite  the  highest  degree  of  commitment  evidenced  by  New  York  State  to  avert  a 
bankruptcy,  it  became  apparent  that  federal  assistance  was  essential.   The  oversight 
boards  helped  New  York  City  gain  funding  from  various  sources,  such  as  the  state, 
commercial  lending  institutions,  city  and  state  pension  funds,  and  the  federal  government. 
By  the  end  of  fiscal  year  1976,  MAC  bonds  and  notes  outstanding  on  behalf  of  the  city 
were  approximately  $3.9  billion,  which  stabilized  the  City's  cash  position.'"  As  a  former 
congressman,  and  Chairman  of  the  FCB,  the  State  Governor  worked  with  New  York  City, 
in  the  first  control  year,  to  attract  needed  federal  assistance,  which  was  key  to  the  City 
receiving  federal  loans  and  loan  guarantees. 

According  to  New  York  City  officials,  the  control  boards  made  significant  contributions. 
The  governor  in  his  elected  capacity  and  as  chairman  of  the  FCB  committed  himself  fully 
to  assist  the  City.   The  FCB  and  its  professional  staff  and  the  State  Comptroller  provided 
strong  support  and  guidance.   MAC  carried  out  its  distinctive  role  to  finance  the  city  and 
ease  its  debt  obligations.  The  State  Legislature  and  the  U.S.  Congress  responded  to  New 


^Municipal  Assistance  Corporation  1976  Annual  Report 
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York  City,  and  the  U.S.  Department  of  the  Treasury  expressed  its  faith  in  the  City's  plans 
and  progress. 

In  fiscal  year  1992,  Philadelphia  had  an  operating  deficit  of  $98.7  million  and  an 
accumulated  deficit  of  $153.5  million;  however,  by  the  end  of  the  fiscal  year,  PICA  had 
taken  actions  to  eliminate  the  operating  and  accumulated  deficit. 

In  PICA'S  first  year,  it  borrowed  about  $475  million  in  Special  Tax  Revenue  Bonds  on 
behalf  of  the  City  of  Philadelphia.   The  bond  proceeds  were  used  to  fund  the  cumulative 
deficit,  current  year  and  subsequent  year  deficits,  and  certain  capital  projects  and 
productivity  enhancement  initiatives.^*  In  addition,  Philadelphia  imposed  a  1  percent  sales 
tax,  renegotiated  labor  agreements,  and  collected  back  taxes.   As  a  result  of  the  1  percent 
sales  tax,  revenues  increased  by  $52.3  million  for  fiscal  year  1992.   The  renegotiation  with 
the  labor  union  led  to  a  33-month  wage  freeze,  and  extensive  restructuring  of  health 
benefits  agreements  to  achieve  cost  savings  and  reductions  in  paid  holiday  and  sick  leave. 
Delinquent  tax  collection  increased  by  10  percent  annu£illy. 

A  PICA  "authority  tax"  was  approved  by  the  Philadelphia  city  council  in  June  1991.  This 
is  a  1.5  percent  tax  on  wages,  salaries,  commissions,  and  other  compensation  earned  by 
residents  of  the  city  and  on  the  net  profits  earned  by  businesses,  professions,  or  other 


^'Pennsylvarua  Intergovermnental  Cooperation  Authority,  Financial  Statements  for  the 
Period  from  June  5,  1991,  to  June  30,  1992,  and  Independent  Auditor's  Report, 
September  3,  1992. 
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activities  conducted  by  residents  of  the  City  of  Philadelphia.   This  revenue  goes  into  a 
Special  Revenue  Fund  collected  by  the  Commonwezdth  of  Pennsylvania    A  portion  of  the 
PICA  tax  IS  used  to  cover  PICA  debt  service  and  other  PICA  expenses,  with  the  remaining 
revenues  going  to  the  "City  Account.  "'^ 

In  1992,  Philadelphia  began  the  process  of  updating  its  financial  and  ir\formation  systems 
to  enable  operating  departments  to  obtain  more  detailed  management  information  on  a 
daily  basis.  U  also  began  contracting  out  custodial  work  in  all  of  its  central  facilities, 
saving  the  city  an  estimated  $700,000  annually,  in  addition  to  improving  the  quality  of 
services  in  city  offices  and  trar\sit  concourse  areas.   Other  productivity  measures,  which 
began  in  1992,   included  a  competitive  contracting  program  and  renegotiation  of  real 
estate  leases  resulting  in  savings  of  $1  million  for  fiscal  year  1993. 

Finally,  Philadelphia  achieved  a  balanced  budget  in  fiscal  year  1993,  two  years  after  its 
control  board  was  established,  and  has  sustained  it  through  fiscal  year  1995.   New  York 
^^^City  achieved  a  balanced  budget  in  the  sixth  year  of  its  control  board's  operation  and  has 
sustained  small  surpluses  through  1995.  The  FCB  has  been  in  an  advisory  role  since 
fiscal  year  1986,  after  the  city  had  sustained  6  consecutive  years  of  balanced  budgets. 


^  SEE  "CLERK'S  NOTE  'A'"  FOLLOWING  ATTACHMENT  I. 

^"City  account"  is  considered  a  trust  fund  for  the  exclusive  benefit  of  Philadelphia,  used 
to  maintain  the  proceeds  of  taxes  or  other  revenues  pledged  by  the  Authority  to  secure 
bonds. 
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THE  DISTRICT'S  nNANCIAl.  MANAGEMENT  SYSTEM^ 

(**) (SEE    "CLERK'S    NOTE    'B'"    FOLLOWING   ATTACHMENT    I) 
Your  April  25,  1996  request  asked  that  we  gather  information  on  the  history,  capabilities, 
and  status  of  the  District's  Financial  Management  System  (FMS.)   In  our  June  14,  1995,^° 
testimony  before  this  Subcommittee,  we  concluded  that  improvements  in  the  District's 
financial  iitformation  and  controls  will  need  to  be  addressed.   We  noted,  however,  that 
simply  purchasing  new  hardware  and  software  will  do  little  to  improve  financial 
information  and  controls.    We  stated  that  mjgor  improvements  in  financial  and  other 
management  information  can  only  be  realized  if  they  are  part  of  an  overall  assessment  of 
processes,  people,  and  equipment.   We  recommended  that  the  District  clean  up  existing 
data  in  the  financial  systems  and  place  special  emphasis  on  ensuring  that  basic 
accounting  policies  and  procedures  are  followed.    In  addition,  we  recommended  that  the 
Authority  study  the  accounting  and  financial  management  iriformation  needs  of  the 
District. 

In  a  hearing  before  the  House  Subcommittee  on  the  District  of  Columbia  in  June  1996," 
the  Authority's  Executive  Director  stated  that  a  new  financial  management  system  is 
needed  to  provide  better  information  for  monitoring  such  things  as  departmental 
differences  between  budgeted  and  actual  spending,  cash  balances,  and  outstanding  debt. 


^District  of  Columbia-   Improved  Financial  Information  and  Controls  Are  Essential  to 
Address  the  Financial  Cri.sis  (GAO/T-AIMD-95-176). 

^'House  of  Representatives  Committee  on  Appropriations,  Subcommittee  on  the  District  of 
Columbia,  Hearing,  June  5,  1996 
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The  District  of  Columbia  1996  Appropriations  Act  requires  the  Authority  to  report  to  the 
District's  oversight  and  appropriations  committees  of  the  House  of  Representatives  and 
Senate  on  the  results  of  a  needs  analysis  and  assessment  of  the  District's  existing 
financial  environment,  specifying  deficiencies  in,  and  recommending  necessary 
improvements  to  or  replacement  of  the  District's  financial  management  system,  including 
a  detailed  explanation  of  each  recommendation  and  its  estimated  cost.^^  The  Congress 
appropriated  $2  million  for  the  assessment  and  $26  million  for  the  improvements. 
However,  none  of  the  $26  million  may  be  obligated  or  expended  until  30  days  lapse  after 
receipt  of  the  report  by  the  Congress.^ 

The  Executive  Director  of  the  Authority  advised  us  that  the  Authority  views  the  District 
as  having  responsibility  for  the  feasibility  study.   He  further  stated  that  the  Chief  F^ancial 
Officer  of  the  District  was  requiring,  as  part  of  bid  proposals  for  improving  the  existing 
system,  that  each  bidder  provide  a  systems  needs  assessment  that  identified  all  of  the 
problems,  the  bidder's  reconrunendation  for  fixing  the  problems,  and  the  bidder's 
estimated  cost  to  do  so.   The  Authority's  Ebcecutive  EHrector  stated  that  the  Authority  has 
no  plans  to  do  any  other  feasibility  study  and  that  the  $2  million  provided  could  go 
towards  the  cost  of  systems  improvements.   As  1  mentioned  earlier,  the  Authority  advised 


^Public  Law  104-134  has  not  been  printed  as  of  this  date.   The  language  of  the  act  is  set 
forth  in  the  conference  committee  report  accompanying  the  appropriation  act  (H.R. 
Report  104-537)  reprinted  as  142  Congressional  Record  H3842,  H3862-H3883  (daily  edition 
April  25,  1996). 

"See  142  Congressional  Record  H3863. 
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us  that  it  included  in  the  fiscal  year  1996  budget  $2  million  for  a  feasibility  study  of  the 
current  system  and  $26  million  to  implement  a  new  system.   Because  the  study  has  not  as 
yet  been  undertaken,  and  none  of  the  bids  on  the  system  improvements  had  been 
received,  and  given  the  timing  of  this  hearing,  the  information  contained  in  the  following 
discussion  is  based  solely  on  interviews  with  District  financial  officials. 

In  1976,  the  Congress  created  the  Temporary  Commission  on  Financisil  Oversight  of  the 
District  (Commission)  to  develop  and  implement  a  core  financial  management  system.   In 
1977,  the  Commission  hired  a  contractor  to  design,  develop,  and  implement  the  District's 
new  system,  commonly  called  the  Financial  Management  System  (FMS).     Between  April 
1978  and  September  1979,  the  contractor  developed  the  overall  system  and  its  operating 
characteristics.   The  new  system  was  placed  in  operation  in  October  1979.   In  addition  to 
the  new  system,  the  Commission  had  responsibility  for  other  irutiatives,  such  as  FMS 
training,  developing  feeder  systems,  and  preparing  for  and  conducting  audits.   Total  costs 
for  these  efforts  were  approximately  $38  million,  of  which  the  Commission  spent 
approximately  $18  million  for  FMS  and  traiiung,  and  the  remainder  for  feeder  systems, 
audits,  and  operating  costs.    The  system,  as  installed,  was  designed  to  perform  budget 
and  accounting  functions,  and  was  considered  a  state-of-the-art  system. 

Over  the  years,  the  District  made  limited  modifications  to  the  system.  Changes  that  have 
been  implemented  in  F'MS  were  primarily  upgrades  to  tape  and  disk  capacity  and  revised 
reports.   According  to  District  officials,  the  District  did  not  improve  the  system  to 
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facilitate  management  needs  and,  as  a  result,  the  system  is  not  now  capable  of  providing    .'* 
reliable,  timely,  and  relevant  information  to  manage  operations  and  costs.   District 
officials  also  told  us  that  due  to  the  loss  of  staff  with  FMS  knowledge-through  attrition, 
retirements,  and  layoffs-current  FMS  users  aire  not  as  fanuliar  with  the  system  and  its 
capabOities.    In  discussions  with  the  District's  CFO  and  various  city  officials,  they 
identified  several  issues  relevant  to  FMS,  including: 

FMS  does  not  currently  provide  complete,  reliable,  and  useful  information  to  assess 
the  District's  programmatic  and  financial  activities.   This  hampers  the  District  and 
the  Congress  from  making  informed  decisions. 

-  FMS  does  not  provide  financial  statements,  such  as  the  balance  sheet  and  revenue, 

and  expense  statements.   To  prepare  interim,  or  year-end  financial  statements, 
numerous  manual  entries  are  required  to  restate  FMS'  balances  based  on  generally 
accepted  accounting  principles.  ' 

FMS  and  the  payroll  system  are  not  integrated.   As  a  result,  numerous  manual 
tasks  are  required  to  reconcile  reporting  differences  between  the  payroll  system 
and  FMS'  labor  distribution  module,  which  assigns  persormel  hours  to  specific 
activities. 
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FMS  reports  are  not  desigr\ed  to  meet  users'  needs.    As  a  result,  agencies  are 
required  to  maiupulate  report  data  into  formats  useful  to  the  user.    For  example, 
reports  generated  by  FMS  are  summary  in  nature,  rather  than  detailed. 

The  District  does  not  have  a  cadre  of  skilled  personnel  with  extensive  FMS 
knowledge.   In  addition,  the  available,  skilled  staff  are  limited  in  number,  and  some 
are  close  to  retirement  age.    Consequently,  the  full  capability  of  FMS  may  be 
underutilized. 

In  addition,  we  surveyed  financial  management  officials  at  14  key  District  agencies  that 
use  FMS.   The  results  of  their  responses  follow: 

-  21  percent  stated  that  they  were  satisfied  with  the  system, 

43  percent  told  us  that  they  were  partially  satisfied  with  it,  and 

-  36  percent  were  unsatisfied. 

Further,  District  officials  stated  that  little  or  no  follow-up  trairung  has  been  provided  since 
the  original  traiiiing  when  FMS  was  implemented.     District  officials  also  told  us  that  due 
to  budget  constraints,  no  formal  trairung  has  been  provided  in  approximately  4  years. 
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As  I  mentioned  earlier,  the  Authority  contracted  with  an  independent  public  accounting 
firm  to  perform  an  accounts  payable  study  of  the  District's  financial  activities.   In 
performing  the  study,  the  firm  experienced  difficulty  due  to  the  data  structure  of  accounts 
payable  which  required  the  firm  to  research  through  several  layers  of  source 
documentation  to  complete  its  work.   As  a  result,  the  firm  experienced  numerous  delays 
and  dedicated  significantly  more  effort  than  anticipated. 

As  part  of  our  review,  we  examined  steps  taken  by  both  the  cities  of  New  York  and 
Philadelphia  to  improve  their  financial  management.     Both  had  inadequate  accounting 
procedures  and  information  systems.   As  I  mentioned  earlier,  in  1975,  the  first  year  of  its 
crisis,  New  York  City  began  developing  a  new  integrated  financial  management  system  to 
account  for  all  revenues  and  expenditures  in  a  comprehensive  manner.   New  York  City 
instaUed  its  Integrated  Financial  Management  System  in  July  1977.   Likewise,  in  fiscal  year 
1992,  Philadelphia  began  making  enhancements  to  its  financial  management  system  and 
fully  converted  to  an  upgraded  system  by  June  1994.  >: 


Mr.  Chairman,  this  concludes  my  statement  I  will  be  happy  to  answer  any  questions  that 
you  or  the  other  Members  of  the  Committee  may  have  at  this  time. 


**   SEE  "CLERK'S  NOTE  'C"  FOLLOWING  ATTACHMENT  I. 
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ATTACHMENT  I 


ATTACHMENT  I 


INFORMATION  ON  SELECTED  FINANCIAL 
OVERSIGHT  BOARnS 


Board 

New  York  State  Financial  Control 
Board  (FX:B) 
(New  York  City) 

Permsylvania  Intergovernmental 
Cooperation  Authority  (PICA) 
(City  of  Philadelphia) 

DC  Rnancial 
Responsibility  & 
Management 
Assistance  Authority 
(DCFRA) 

Statutory  authority 

New  York  State  Financial 
Emergency  Act  for  the  City  of 
New  York,  State  of  NY.  Laws  of 
1975.  Chap  868 

Penr\sylvania  Intergovernmental 
Cooperation  Authority  Act  for 
Cities  of  the  First  Class  (Act  of 
June  5,  1991,  P.L9,  No.6) 

DCFRA  Act  April, 
1995 

Year  established 

1975 

1991 

1995 

Still  in  operation 

Yes,  in  advisory  role  only  since 
1986 

Yes 

Yes 

Test  for  complete 
termination 

Originally,  6  months  after  budget 
is  balanced^  later  revised  so  that 
the  board  will  exist  until  the 
earUer  of  (a)  7/1/2008,  or  (b)  the 
date  when  all  federally  guaranteed 
loans  are  retired  and  when  all 
bonds  and  notes  as  set  out  in 
section  5415  of  act  are  discharged, 
refunded,   redeemed,  or  otherwise 
defeased. 

PICA  exists  for  a  term  not 
exceeding  1  year  after  all  its 
liabilities,  including  its  bonds, 
have  been  fully  paid  and 
discharged. 

Twelve  months  after 
DCFRA  certifies  that 
all  its  obligations, 
notes,  bonds  or 
borrowing   have 
been  repaid. 

Appointed  by 

Three  appointed  by  governor  with 
advice  and  consent  of  the  state 
senate. 

One  by  governor,  1  by  President 
pro  tempore  of  the  Senate,  I  by 
Minority  Leader  of  the  Senate,  1 
by  the  Speaker  of  the  House, 
and  1  by  the  Minority  Leader  of 
the  House. 

The  President 
appoints  all  5 
members  after 
consultation  with 
Congress. 

Number  of  members 

7 

7 

5 

Ex  officio 

4 

2 

0 

State  officials 

Governor  (chairman) 
State  comptroller 

Secretary  of  the  Budget 

Local  officials 

Mayor 

City  comptroller 

Director  of  Finance 

Appointed 

3  from  private  sector 

5 

5 

Staff  size  first  year 

24  -  New  York  State  Financial 
Control  Board 

10  -  Office  of  the  State  Deputy 
Comptroller 

6 

30 

6  -  Municipal  Assistance 
Corporation 
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ATTACHMENT  I 


ATTACHMENT  I 


Term 

At  discretion  of  governor. 

At  the  pleasure  of  the 

Irutially  all  members 

appointing  authonty;  member  s 

appointed  for  a  3- 

term  is  coterminous  with 

year  period.   After 

appointing  authonty 

initial  term: 

1  member  appointed 
for  a  term  of  1  year, 

2  members 
appointed  for  a  term 
of  2  years,  and 

2  members 
appointed  for  a  term 
of  3  years. 

Qualifications  of 

Originally  not  specified.   With 

Experience  in  finance  or 

Knowledge  and 

appomted  members 

revisions  to  law  in  1978,  at  least  2 

management.  Residents  of  the 

expertise  in  finance. 

private  members  shall  be  city 

assisted  city  or  have  their 

management  and  the    1 

residents  or  have  principal  place 

primary  business  in  such  city. 

organization  or 

of  business  in  the  city. 

except  for  Secretary  of  the 

operations  of  a 

Budget 

business  or 
government   Either 
primary  residence  or 
business  within  the 
city 

Qualifications  of  staff 

Expertise  in  law,  political  science. 

Expertise  in  finance,  investment 

Expertise  in 

policy  analysis,  and  public 

banking,  law,  public 

accounting  and 

iTuuiagement' 

accounting,  and  analysis. 

financial 
maiu«ement. 

procurement; 
international  affairs, 
law,  public 
administration, 
economics,  and 
political  science. 

Expenditures  year 

$6.1  milUon' 

$0.7  milUon' 

$0.4  miUion" 

established 

'MAC  and  OSDC  staff  consist  of  banking,  finance,  legal,  accounting,  budget  analyst,  economist  and  academicians. 
Tiscal  year  ended  June  30,  1976  includes  MAC  and  OSDC. 
Trom  inception  to  June  30,  1992. 
■^om  inception  to  September  30,  1996. 

(901705) 
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[CLERK'S  NOTE  "A".— On  page  52  of  the  preceding  GAO  statement/report 
GAO  /  T-AIMD-96-126,  the  second  full  paragraph  is  misleading  with  regard  to  the 
statement:  "New  York  City  achieved  a  balanced  budget  in  the  sixth  year  of  its  con- 
trol board's  operation  *  *  *".  The  correct  facts  are  as  follows:  The  1975  Financial 
Emergency  Act  which  established  the  New  York  City  Municipal  Assistance  Corpora- 
tion functioned  in  an  emergency  mode  and  was  not  directed  to  balance  New  York 
City's  GAAP  (Generally  Accepted  Accounting  Principles)  budget;  it  was  directed  to 
get  New  York  City  back  into  the  public  credit  market.  It  was  not  until  the  1975 
Financial  Emergency  Act  was  amended  in  1978  that  the  New  York  City  Financial 
Control  Board  was  established  and  the  requirement  for  a  balanced  GAAP  budget 
was  written  into  the  Act.  The  requirement  was  to  balance  the  budget  under  GAAP 
in  4  years  (1978-1982).  In  1978  New  York  City  had  a  25%  deficit  in  its  GAAP  budg- 
et and  within  3  years  (by  1981)  the  New  York  City  Control  Board  had  managed  to 
achieve  a  balanced  GAAP  budget.  The  District  of  Columbia's  budget  was  out  of  bal- 
ance less  than  one-half  of  one  percent  of  its  total  budget  in  fiscal  year  1995  ($25 
million  deficit,  after  adjusting  for  $29  million  in  accounting  changes),  the  year  the 
D.C.  Control  Board  was  established.  Therefore,  on  a  comparative  basis 
percentagewise,  the  District's  deficit  was  one-fiftieth  the  size  of  New  York  City's.  One 
year  after  the  D.C.  Control  Board  was  established,  the  District  is  projected  to  have 
a  deficit  of  approximately  $90  million,  an  increase  of  300%  over  FY  1995.  For  fiscal 
year  1997  the  D.C.  Control  Board  submitted  a  budget  with  a  deficit  of  $99  million, 
or  400%  over  FY  1995.  Thus,  the  D.C.  Control  Board  will  have  increased  the  Dis- 
trict's deficit  in  the  first  two  years  of  its  operation  from  one-half  of  one  percent  in 
1995  under  Mayor  Barry  to  2%  of  the  total  budget  in  1997  and  from  $25  million 
under  Mayor  Barry  to  $99  million.) 

[CLERK'S  NOTE  "B".— On  pages  53-58  of  the  preceding  GAO  statement^report 
GAO  I  T-AIMD-96-126,  concerning  the  District's  Financial  Management  System,  the 
discussion  on  page  56  regarding  the  "several  issues  relevant  to  FMS  *  *  *  "  does 
not  include  comments,  which  the  Committee,  in  the  enclosures  to  the  April  25,  1996 
letter,  requested  GAO  to  provide  from  the  contractor  who  originally  designed  and 
installed  the  financial  management  system  (FMS)  for  the  District  government.  The 
Committee  expected  comments  from  the  contractor  as  well  as  the  District  govern- 
ment's FMS  project  directors  at  the  time  as  to  what  systems  had  been  delivered  and 
installed  and  the  operational  status  of  those  systems  when  they  were  turned  over 
to  the  District  government.  It  should  be  noted  that  $38,000,000  ($19,000,000  in  Fed- 
eral funds)  was  appropriated  during  fiscal  years  1977-1980  for  the  District's  finan- 
cial management  system.  In  addition,  on  pages  56-57  of  the  GAO  statement/report, 
GAO's  survey  of  District  government  financial  management  officials  appears  to  be 
deficient  because  the  report  does  not  explain  why  some  of  the  officials  were  either 
partially  satisfied  or  unsatisfied  with  the  FMS.  Committee  staff"  had  visited  with 
certain  District  financial  management  officials  prior  to  this  hearing  and  were  told 
that  the  FMS  functioned  satisfactorily  when  proper  internal  control  procedures  were 
followed.  The  officials  informed  the  Committee  staff  that  they  had  no  problems  with 
the  FMS  and  that  alleged  problems  may  very  well  be  due  not  to  the  FMS  system 
itself,  but  to  certain  FMS  personnel  lacking  even  a  rudimentary  understanding  of 
basic  computer  input  and  output  controls  as  well  as  a  lack  of  understanding  and 
training  as  to  how  the  FMS  works.] 
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[CLERK'S  NOTE  "C".— The  second  paragraph  on  page  58  of  the  GAO  statement/ 
report  GAO/T-AIMD-96-126,  fails  to  mention  that  the  FMS  installed  by  New  York 
City  in  July  1977  is  virtually  the  same  system  that  was  purchased  and  installed 
for  the  District  of  Columbia  government  in  1978-1981  by  the  same  vendor.  The 
Committee  was  informed  by  the  vendor  that  this  same  basic  system  is  still  being 
operated  by  the  New  York  City  government  and  has  been  installed  in  over  250  other 
cities  and  states  in  the  United  States  since  1978. 1 

Mr.  Walsh.  Thank  you  for  your  opening  statement.  I  appreciate 
the  work  that  the  General  Accounting  Office  has  done  to  help  this 
Committee  to  exercise  its  oversight  responsibilities  and  put  things 
into  focus. 

One  of  the  real  challenges  that  we  have  had  over  the  years  is 
getting  good  numbers,  accurate  assessments  of  revenues,  spending, 
employment,  expenditures  appropriated  and  not  appropriated — all 
of  those  things — and  we  can't  really  do  our  job  unless  we  have 
good,  accurate  information.  I  think  the  GAO  has  really  done  a  lot 
to  help,  starting  in  my  experience  with  John  Hill  and  now  with  Mr. 
Holloway.  So  we  appreciate  very  much  your  help.  You  are  provid- 
ing the  staff  work  that  we  couldn't  provide  ourselves. 

NUMBER  OF  STAFF  ON  D.C.  CONTROL  BOARD 

Let  me  focus  initially  on  the  Control  Board  because,  in  addition 
to  having  oversight  over  the  District,  the  Congress  through  this 
Committee  and  the  authorizing  committee,  has  oversight  respon- 
sibility for  the  control  board  which  is  really  the  most  important 
player  in  this  effort  to  get  the  city  back  on  its  feet  again  finan- 
cially. 

Could  you  tell  us  how  many  employees  there  are  with  the  Con- 
trol Board,  working  for  the  Control  Board? 

Mr.  Holloway.  I  think  there  is  a  matrix  on  the  last  page  of  our 
testimony.  What  we  tried  to  do — there  were  a  variety  of  questions 
that  were  of  a  statistical  nature  that  we  attempted  to  accumulate 
in  comparing  and  contrasting  the  various  ones.  What  we  have  here 
is  that  the  Control  Board  has  30  employees  currently. 

Mr.  Dixon.  What  page  are  you  on? 

Mr.  Holloway.  On  the  next  to  the  last — attachment  1,  front  side 
of  attachment  1,  all  the  way  to  the  back. 

Mr.  Walsh.  I  don't  have  it.  I  have  enclosures. 

Mr.  Holloway.  It's  attachment  1  of  the  testimony.  It's  at  the 
bottom  of  page  36. 

Mr.  Walsh.  I  don't  have  a  complete  package. 

Mr.  Holloway.  There  you  go. 

Mr.  Walsh.  Number  of  members,  staff  and  size.  Okay.  We 
have 

Mr.  Holloway.  The  Control  Board  has  30. 

Mr.  Walsh.  New  York — excuse  me.  Washington  has  30.  Philadel- 
phia had 

Mr.  Holloway.  6. 

Mr.  Walsh.  6;  New  York,  24. 

Mr.  Holloway.  Yes,  sir. 
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CONTROL  boards/budget  COMPARISON 

Mr.  Walsh.  How  about  their  budgets? 

Mr.  HOLLOWAY.  The  actual  budget  dollars  we  may  have  to  get 
back  to  you  on,  but  I  guess  on  page  60,  at  the  bottom,  it  shows  ex- 
penditures here,  established,  New  York  at  $6.1  million — the  next 
page;  just  flip  it  over. 

Mr.  Walsh.  Okay. 

Mr.  HOLLOWAY.  We  are  trying  to  save  money.  We  copy  on  both 
sides. 

Mr.  Walsh.  That's  good. 

Expenditures  per  year,  this  is  $6. 1  million  with  a  footnote? 

Mr.  HOLLOWAY.  Right. 

Mr.  Walsh.  What  is  the  footnote? 

Mr.  HOLLOWAY.  The  footnote  is  basically  just  identifying  the  year 
end. 

Mr.  Walsh.  How  did  the  others  do  it  for  so  little  money? 

Mr.  HOLLOWAY.  Well,  when  you  look  at  Philadelphia  and  New 
York,  and  especially  the  New  York  example,  you  have  a  lot  of  en- 
gagement at  several  levels,  particularly  from  the  business  commu- 
nity. And  all  the  things  we  read  about,  the  big  banks,  the  other 
people,  everybody  kind  of  kicked  in  from  the  State  government,  and 
the  whole  construct  of  the  Control  Board  included  all  of  those  peo- 
ple, and  you  got  a  lot  of  intervention  from  the  private  sector. 

When .  they  talk  about  the  financial  management  system  that 
they  implemented,  that  was  done  with  a  lot  of  input,  and  I  don't 
mean  just  peripheral  from  the  peanut  gallery,  I  mean  getting  in 
the  trenches  and  helping  develop  it. 

Mr.  Walsh.  They  actually  put  them  in  as  department  heads 

Mr.  HOLLOWAY.  That's  exactly  right. 

Mr.  Walsh  [continuing].  In  city  government,  deputy  mayors,  and 
so  on  and  so  forth. 

Mr.  HOLLOWAY.  That's  exactly  right. 

D.C.  CONTROL  BOARD  DEFERRED  FMS  STUDY  TO  THE  CITY 

Mr.  Walsh.  Has  the  Control  Board  considered  that — in  your  re- 
view of  the  District's  control  board,  have  they  considered  bringing 
in  private  sector  people  as  an  option? 

Mr.  HOLLOWAY.  From  all  that  we  know  and  from  what  we  have 
received  at  this  point,  I  am  not  sure  that  they  proceeded  that  far. 
When  we  talked  about  where  they  stood  in  meeting  with  control 
board  officials  on  the  financial  management  systems,  you  may  re- 
call that  in  the  1996  appropriations  bill  it  called  for  a  feasibility 
study  to  be  done  on  the  financial  management  system 

Mr.  Walsh.  Right. 

Mr.  HOLLOWAY  [continuing].  For  $2  million.  What  the  control 
board  officials  told  us  is  that  they  have  deferred  the  feasibility 
study  to  the  CFO,  who  is  Mr.  Tony  Williams.  And  as  part  of  their 
contracting  for  having  the  system  fixed,  they  are  requesting  those 
that  would  bid  on  it  to,  as  part  of  the  bid  process,  identify  what 
they  believe  to  be  the  problems  of  the  system;  and  that's  how  they 
are  approaching  it.  But  in  terms  of  the  kind  of  engagement  that 
occurred  in  New  York,  I  think  it's  safe  to  say  that's  not  what  has 
occurred  here  at  this  point. 
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PRIORITIES  OF  THE  D.C.  CONTROL  BOARD 

Mr.  Walsh.  Did  you,  in  your  audit,  determine  what  the  priorities 
of  the  Control  Board  are? 

Mr.  HOLLOWAY.  What  we  had  to  do,  because  of  the  time  con- 
straints in  terms  of  the  information,  we  effectively  summarized 
what  they  told  us. 

STRATEGIC  PLAN  IS  CRITICAL/NOT  AVAILABLE 

One  of  the  questions  that  we  raised  and  one  of  the  things  that 
we  stressed  is  the  need  for  them  to  complete  their  strategic  plan. 
They  have  talked  about  a  strategic  plan  and  that  is  intended  to  set 
out  their  priorities  and  when  they  intend  to  get  things  accom- 
plished. 

To  date,  it  has  not  been  presented.  When  we  asked  when  it 
might  be  available,  they  were  uncertain,  at  least  in  their  expres- 
sions to  us,  as  to  when  it  might  be  available.  But  I  think  that's 
going  to  be  critical  because  I  think  when  you  have  this  vast  num- 
ber of  issues,  you  have  got  to  get  them  in  focus  and  you  have  got 
to  get  them  in  some  kind  of  priority  order. 

STRATEGIC  PLAN  NEEDS  TO  ADDRESS  STRUCTURAL  PROBLEMS 

Mr.  Walsh.  You  started  out  your  statement  by  talking  about  the 
need  to  deal  with  the  structural  issues — revenues,  expenditures 
and  some  of  the  structural  changes  that  rriay  be  necessary. 
Wouldn't  the  strategic  plan  encompass  the  structural  problems? 

Mr.  HoLLOWAY.  Oh,  I  would  expect  so.  It  would  not  be  complete 
without  them. 

Mr.  Walsh.  We  have  to,  at  some  point  in  time,  pass  judgment 
on  a  4-year  plan  that  is  called  upon  in  the  statute.  Obviously,  you 
can't  have  a  4-year  plan  without  a  strategy.  And  what  you  are  say- 
ing is,  the  strategy  isn't  in  place  yet? 

Mr.  HOLLOWAY.  I  am  saying  we  have  not  seen  it,  other  than  the 
4-year  plan. 

Mr.  Walsh.  Okay. 

Mr.  HoLLOWAY.  It  is  our  understanding  that  we 

Mr.  Walsh.  Is  not  the  4-year  plan  the  strategic  plan  then? 

STRATEGIC  PLAN  VIS-A-VIS  4-YEAR  PLAN 

Mr.  HOLLOWAY.  The  4-year  plan  is  the  District's  proposed  plan 
that  the  Authority  approved  as  to  what  they  intended  to  do.  The 
strategic  plan  I  referred  to  is  the  Control  Board's  efforts  to  impact 
and  to  look  at  how  that  plan  might  be  modified,  enhanced,  im- 
proved, having  studied  some  of  the  major  issues  we  have  talked 
about  here  in  this  testimony.  And  that  plan  hasn't  been  prepared, 
as  I  understand  it.  The  4-year  plan  certainly  represents  the  Dis- 
trict's budget  and  projections,  as  they  plan  to  do  it,  as  a  by-product 
of  the  Mayor's  transformation  plan. 

Mr.  Walsh.  So  in  your  view,  based  on  the  audits  and  the  con- 
versations you  have  had  with  them,  the  4-year  plan  is  not  a  strate- 
gic plan? 

Mr.  HOLLOWAY.  I  don't  want  to  play  semantics. 

Mr.  Walsh.  I  don't  want  to  put  words  in  your  mouth. 
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Mr.  HOLLOWAY.  I  would  say  that  the  4-year  plan  is  a  financial 
plan  that  would  underpin  a  broader  strategic  plan.  I  think  the  stra- 
tegic plan  would  have  to  embody  dealing  with  those  issues,  because 
if  you  don't  deal  with  the  escalating  costs  of  the  pension,  if  you 
don't  deal  with  Medicaid,  if  you  don't  deal  with  the  Federal  pay- 
ment, if  you  don't  deal  with  all  of  these  issues  that  are  before 
them,  I  don't  know  how  you  can  call  that  a  comprehensive  strategic 
plan  without  those  items  on  the  table. 

D.C.  CONTROL  BOARD  HAS  NO  ORGANIZATION  CHART  OR  JOB 
DESCRIPTIONS 

Mr.  Walsh.  Each  of  these  individuals  who  work  for  the  Control 
Board,  the  30  individuals,  do  they  each  have  a  job  title  and  position 
description? 

Mr.  Hollow  AY.  When  we  asked  that  question,  similar  to  the  re- 
sponses they  gave  to  the  subcommittee,  it  was  described  to  us  that 
they  have  not  established  job  descriptions.  What  we  were  able  to 
obtain  from  them  effectively  was  the  people's  background  and  re- 
sumes. It  was  articulated  that  they  operate  using  what  I  believe 
was  referred  to  as  multidisciplinary  teams,  which  is  to  suggest  that 
they  group  and  aggregate  people  as  needed  to  confront  any  given 
problem  and  that  there  isn't  the  typical  structure  that  you  might 
expect  in  terms  of  reporting  up  or  down,  however  you  want  to  view 
it,  from  the  executive  director  down  to  whomever  else. 

Mr.  Walsh.  Did  you  refer  to  them  as  "teams"? 

Mr.  HOLLOWAY.  They  referred  to  them  as  multidisciplinary 
teams,  which  infers  that  you  take  people  with  different  back- 
grounds and  bring  them  together  to  address  a  given  problem. 

Mr.  Walsh.  And  when  these  multidisciplinary  teams  come  to- 
gether, what  is  their  focus? 

Mr.  HOLLOWAY.  I  would  have  to  defer  to  the  control  board  on 
that.  We  didn't  have  an  opportunity  to  really  investigate  the  con- 
trol board. 

Mr.  Walsh.  Would  your  review  have  determined  whether  or  not 
one  of  these  groups  has  been  established  to  focus  on  public  safety, 
for  example? 

Mr.  HOLLOWAY.  Certainly.  It  would  have  been  our  objective,  had 
we  had  more  time,  to  try  to  understand  what  each  of  the  teams 
were  doing  and,  in  fact,  try  to  understand  that  to  be  able  to  come 
to  share  that  with  you. 

Mr.  Walsh.  That's  probably  a  fairer  question  of  the  control  board 
if  that  was  a  part  of  the  audit. 

Mr.  HOLLOWAY.  I  would  defer  that  to  the  control  board.  I  think 
they  would  have  to  be  the  one  to  respond  to  how  they  have  mobi- 
lized to  deal  with  these  issues. 

TIMELINESS  OF  CONTROL  BOARD'S  RESPONSE  TO  GAO  REQUESTS 

Mr.  Walsh.  The  information  that  we  asked  the  control  board  to 
provide  to  the  GAO,  was  that  all  provided  to  you?  Everything  that 
you  needed,  that  we  requested,  was  that  provided  to  you? 

Mr.  HOLLOWAY.  I  would  have  defer  to  Ms.  Anderson  or  Mr. 
Herry. 
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Mr.  Herry.  I  would  say  about  90  percent  of  the  information  has 
been  provided  to  us.  There  was  one  question  that  pertained  to  a 
prior  hearing  we  had  last  year  that  they  did  not  respond  to. 

Mr.  Walsh.  Is  there  any  information  that  really  is  essential  to 
your  audit  that  you  don't  have  yet? 

Mr.  HOLLOWAY.  I  think  the  only  thing  that  was  essential  for  the 
purposes  of  this  hearing  was  just  timing.  I  don't  know 

Mr.  Walsh.  Timing? 

Mr.  HoLLOWAY.  Timing. 

Mr.  Walsh.  They  have  got  a  lot  on  their  plate  right  now. 

Mr.  Holloway.  Oh,  for  sure.  And  I  think  we  certainly  need  to 
understand  and  respect  that.  They  do  have  a  lot  on  their  plate,  but 
yes,  they  did  provide  most  of  the  critical  information. 

Mr.  Walsh.  I  will  yield  to  Mr.  Dixon  for  questions  at  this  point. 

And  welcome.  Congressman  Serrano. 

Mr.  Serrano.  Thank  you. 

Mr.  Walsh.  And  excuse  me.  Delegate  Eleanor  Holmes  Norton  is 
also  here  with  us  today. 

Mr.  Dixon.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Holloway  and  staff,  I  would  like  to  congratulate  you  on  what 
I  think  is  a  comprehensive  and  diplomatic  report  here.  I'm  not  sure 
it  addressed  a  lot  of  the  questions  head-on  that  the  chairman 
asked,  though. 

COST  OF  OPERATING  CONTROL  BOARDS 

By  way  of  illustration,  he  is  focusing  at  the  moment  on  the  con- 
trol board  and  I  guess  its  relationship  and  response  to  congres- 
sional staff  and  what  have  you.  So  let  me  direct  my  attention  to 
that  first. 

In  looking  at  page  37,  it  would  appear  to  me  that  when  you  talk 
about  the  cost  of  the  control  board,  it  would  price  out  at  roughly 
less  than  the  other  two.  I  don't  know  who  put  this  chart  together, 
but  the  chart  indicates  that  this  was  for  the  first  4  months  at 
$400,000.  And  this  $6.1  million,  I  don't  really  understand  what 
that's  about.  But  it  would  appear  to  me  that  on  an  annual  basis 
the  costs  would  price  out  certainly  at  no  more  than  what  the  others 
ran. 

Mr.  Holloway.  We  would  have  to  go  back  and  probably  put 
these  in  comparable  terms  in  terms  of  the  periods. 

Mr.  Dixon.  Right. 

Mr.  Holloway.  I  think  what  note  B  suggested,  that  footnotes  the 
New  York  amount,  was  that  it  was  for  a  12-month  period  ending 
June  30th,  1976.  For  the  case  of  Philadelphia,  it  was 

Mr.  Dixon  That's  $6.1  million  for  a  12-month  period? 

Mr.  Holloway.  That's  correct.  That's  correct.  I  am  just  trying  to 
say,  you  don't  have  an  apples-to-apples  comparison.  It  was  the  in- 
formation that  we  could  find,  but  it's  clearly  for  different  periods; 
and  to  precisely  answer  your  question  why  I  could  suppose  that  you 
are  probably  right,  it  would  mean  putting  all  of  these  on  an 
annualized  basis. 

Mr.  Dixon.  And  I  don't  want  to  put  anybody  on  the  spot  and  I  m 
not  being  critical.  I  think  it's  an  excellent  point. 

Mr.  Holloway.  That's  okay. 
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Mr.  Walsh.  The  point  I  would  like  to  make  to  you,  to  agree  or 
disagree  with  you,  is  from  this  chart  you  cannot  project  the  cost  of 
the  operation  of  this  particular  financial  management  system;  is 
that  a  fair  statement? 

Mr.  HOLLOWAY.  Financial  management  system  or  do  you  mean 
the  control  board? 

Mr.  Dixon.  I  mean  the  Authority — the  control  board. 

Mr.  HoLLOWAY.  From  this  chart,  you  could  only  know  that  it's 
for  the  periods  presented. 

Mr.  Dixon.  Right. 

Mr.  HOLLOWAY.  That's  correct.  That's  a  fair  statement. 

THREE  PARTS  OF  THE  GAO  TESTIMONY  REPORT 

Mr.  DixON.  Okay.  Now,  as  I  read  the  report,  the  report  focuses 
in,  to  my  way  of  thinking,  on  basically  three  categories. 

PART  l:  UNFUNDED  PENSION  LIABILITY/DEFECTIVE  GOVERNMENT 

STRUCTURE 

One  is  what  the  District  inherited  from  the  Home  Rule  Act,  and 
I  believe  your  report  says  it  inherited  an  unfunded  liability  in  the 
pension  plan. 

And  I  think  further,  by  inference,  it — ^you  say  it  inherited  a 
structure  that  is  now,  in  essence,  coming  home  to  roost  and  is  not 
working  in  particular  in  that  it  assumes  certain  functions  that 
under  most  circumstances  would  be  carried  or  defrayed  in  part  by 
States  and  that  the  Federal  arrangement  in  lieu  of  taxes  has  some 
defect  in  it.  Is  that  a  fair  statement? 

Mr.  HOLLOWAY.  I  would  say  that's  a  fair  statement. 

PART  II:  district's  SPENDING  PRACTICES 

Mr.  Dixon.  Okay.  And  then  the  second  part  of  your  report  fo- 
cuses in  on  what  I  would  call  the  spending  practices  of  the  District 
once  it  had  this  limited  home  rule,  and  not  only  the  spending  prac- 
tices, but  the  accounting  that  monitored  those  practices.  And  you 
may  or  may  not  have  passed  judgment  on  it,  but  you  point  out  that 
at  least  the  District  is  now  trying  to  reduce  its  spending  in  employ- 
ment. You  say  that  the  control  board  and  others  are  going  to  re- 
duce the  number  of  employees  by  the  year  2002,  to  30,000  people. 

Mr.  HoLLOWAY.  That  was  part  of  the  Mayor's  transformation 
plan;  that's  correct. 

SPENDING  PRACTICES/MEDICAID;  UDC;  PENSIONS;  HOSPITAL 

Mr.  Dixon.  And  then  in  some  of  the  spending  practices  you  focus 
in  on  the  Medicaid  situation  and  one  that  we  have  talked  about 
here  in  the  committee,  UDC;  and  you  use  those  as  examples  of  in- 
stitutions that  are  in  fact  a  drag  on  the  budget  process.  Would  that 
be  fair? 

Mr.  HOLLOWAY.  I  don't  know  that  I  would  call  it  a  drag.  It  is  cer- 
tainly a  cause. 

Mr.  Dixon.  I  don't  mean  that  in  a  negative  sense.  They  are  heav- 
ily subsidized  by  the  District. 

Mr.  HoLLOWAY.  I  would  only  correct  your  statement  in  one  way. 
We  made  a  distinction.  Our  focus  on  Medicaid  and  the  pension 
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costs  was  because  we  believed  those  to  be  critical  cost  drivers  that 
have  to  be  addressed. 

Mr.  Dixon.  Right. 

Mr.  Hollow  AY.  Our  focus  on  UDC  and  the  General  Hospital  was 
more  because  it  has  been  part  of  the  public  debate  than  necessarily 
because  of  the  amounts  of  money  involved,  because  clearly  the 
third  largest  expenditure  in  the  District  is  the  school  system.  And 
then  you  can  talk  about  public  safety  and  even  some  other  ele- 
ments of  human  support  services.  So  I  don't  want  to  give  the  im- 
pression that  the  intent  there  for  UDC  and  the  hospital  were 
raised  as  part  of  our  testimony  only  because  they  have  been  part 
of  the  public  discussion. 

MEDICAID/COMPARISONS  with  new  YORK  AND  PHILADELPHIA 

Mr.  Dixon.  Right.  But  I  mean,  clearly  in  the  case  of  Medicaid, 
you  make  the  point  that  it's  hard  to  compare  the  D.C.  Control 
Board's  efforts  to  those  of  the  two  States  because  the  formula  is  dif- 
ferent. You  point  out  that  we— in  fact,  here  in  the  District,  pay  50/ 
50;  that  Philadelphia,  as  a  city,  pays  nothing;  and  that  New  York 
pays  25  percent.  So  just  taking  that  narrow  snapshot,  it's  hard  to 
compare  performance. 

Mr.  HOLLOWAY.  Oh,  that's  a  fair  statement. 

Mr.  Dixon.  Okay. 

Mr.  HoLLOWAY.  In  that  regard,  that's  a  fair  statement.  What  the 
D'istrict  confronts  is  not  comparable  to  Philadelphia,  nor  New  York 
on  that  front. 

Mr.  Dixon.  Right.  And  probably,  since  it  is  a  major  expense,  that 
is  one  area  that  the  strategic  plan  should  make  a  recommendation 
on.  Is  that 

Mr.  HoLLOWAY.  Oh,  I  don't  think  there's  any  question  about  that. 
I  think  that's  absolutely  essential. 

Mr.  Dixon.  Right. 

MEDICAID/FY  1997  ESTIMATE  QUESTIONABLE 

Now,  as  it  relates  to  the  Medicaid,  you  also  indicate  in  here  that 
you  think  in  the  year  1997,  perhaps  the  anticipated  expenditures 
in  the  Medicaid  area  are  deficient. 

Mr.  HOLLOWAY.  What  we  actually  said  is  that  we  are  concerned 
about  the  low  growth  projection,  considering  that  from  1991  to 
1995  Medicaid  increased  72  percent;  considering,  based  on  our  re- 
view of  health  care  delivery  in  the  District  that  we  recently  com- 
pleted, we  found  that  the  records  that  the  District  has  that  attempt 
to  track  those  costs  are  at  best  in  disarray.  And  so  we  are  con- 
cerned about  the  accuracy  of  what  those  projections  might  prove  to 
be. 

I  mean,  when  you  look  at  1994,  for  example,  there  was  about 
$200  million  in  cost  settlements  that  effectively  came  back  from 
1991,  1992  and  1993.  When  you  get  those  kinds  of  surprises— and 
I  think  it's  safe  to  say  it  was  a  surprise  that  it  was  that  much— 
you  have  to  question  the  quality  of  the  underlying  data  when  you 
attempt  to  make  those  projections. 

So  when  you  put  it  against  the  backdrop  of  the  growth,  which  for 
1991  to  1995  was  almost  at  72  percent— granted  that  includes  the 
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jump  of  the  $200  million  cost  settlements — yes,  and  knowing  the 
quality  of  the  underlying  data. 

Mr.  Dixon.  Right.  But  they  have  changed  their  method  of  pay- 
ment, or  formula  of  payment,  have  they  not? 

Mr.  HOLLOWAY.  They  have  changed  it  on  the  in-patient  hospital, 
which  is  a  big  driver  of  Medicaid.  But  they  still  have  cost  settle- 
ments on  other  parts  of  the  Medicaid  program. 

Mr.  Dixon.  So  even  taking  that  into  consideration,  you  think  the 
Medicaid  expenditure  estimate  for  1997  is,  in  fact,  something  that 
ought  to  be  watched? 

Mr.  HoLLOWAY.  I  think  it  could  be  low  when  you  consider  that 
no  services  or  eligible  groups  were  changed  at  all  and  the  history 
of  the  growth  in  that  program,  certainly  I  think  it's  one  that  has 
to  be  watched.  It's  a  major  expenditure  and  it  has  proven  to  be 
very  volatile  over  the  last  several  years. 

PUBLIC  BENEFIT  CORPORATION — HEALTH  CARE 

Mr.  Dixon.  Now,  on  the  other  side  of  the  health  delivery  system 
here,  setting  aside  the  clinics,  you  make  comments  about  the  Pub- 
lic Benefit  Corporation.  And  quite  frankly,  I  just  fail  to  see  how  a 
Public  Benefit  Corporation  can,  in  fact,  cut  the  costs  without,  first, 
an  expansion  of  the  clientele,  the  people  it  serves.  And  the  Mayor 
and  others  say  that  they  are  going  to  try  to  get  into  the  HMO  busi- 
ness, at  least  that's  been  some  of  the  testimony.  But  you  make  the 
point  here  that  there  are  many  maintenance  or  general  structural 
improvements  that  must  be  made  at  D.C.  General  Hospital  before 
anything  else  can  happen. 

So  my  question  to  you  on  that  is:  After  looking  at  it — and  I  know 
that  you  have  done  a  GAO  report  exclusively  on  the  health  sys- 
tem— and  the  sketchy  information  we  have  about  this  Public  Bene- 
fit Corporation,  do  you  see  that  it's  a  workable  solution  as  it  relates 
to  either  reducing  costs  or  expanding  the  clientele  base? 

Mr.  HoLLOWAY.  I  guess  I  would  make  two  observations.  When 
you  look  at  the  subsidy  to  D.C.  Greneral  Hospital,  I  think  there  are 
a  couple  of  things  that  need  to  be  considered. 

Mr.  DixON.  $56  million? 

Mr.  HOLLOWAY.  Right,  it's  around  $50-plus  million;  that's  correct. 

D.C.  GENERAL  HOSPITAL  NOT  PAID  FOR  LORTON  INMATE  MEDICAL 

CARE 

One  of  the  things  that  was  clear  in  our  health  care  study  was 
that  one  of  the  services  that  they  provide  that  is  not  reflected  in 
the  funding  of  the  hospital,  that  I  think  before  you  make  judg- 
ments on  the  final  subsidy  is  that  I  think  the  Lorton  prison  system 
that  they  support  for  health  care  needs  to  be  reflected;  and  it 
hasn't  been.  And  some  would  argue  that  that's  moving  it  from  one 
basket  to  another. 

Mr.  DixON.  I  would  argue  that,  specifically. 

Mr.  HOLLOWAY.  Well,  but  the  only  problem  with  that  logic, 
though,  is  they  are  providing  a  service.  It  does  cost  money,  and  if 
they  weren't  getting  it  at  D.C.  General,  I  don't  know  any  other  hos- 
pital that  would  do  it  for  free.  So  I  think  when  you  look  at  that 
$50  million,  you  need  to  look  at  it  and  adjust  it,  I  believe,  for  the 
costs — to  the  extent  that  they  support  Lorton,  because  if  they  don't 
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somebody  else  will,  and  I  am  sure  that  they  will  ask  to  be  paid  for 
it.  So  that's  one  thing. 

PUBLIC  BENEFIT  CORPORATION  NEEDS  TO  INTEGRATE  CLINICS  WITH 

HOSPITAL 

The  second  thing,  at  least  in  part  of  the  discussions  we  have  had 
with  the  Mayor  and  his  people,  there  is  the  belief,  and  we  even 
said  this  in  our  health  care  report,  that  along  with  the  hospital, 
what  the  PBC  does  is  it  integrates  the  clinics  with  the  hospital  and 
there  are  believed  to  be  cost  savings  that  will  accrue  from  having 
the  two  tied  together  so  that  you  don't  have  the  process  of  someone 
going  to  a  clinic  one  day  and  to  the  hospital  the  next  day.  And,  ef- 
fectively, duplication  of  services  is  a  simplistic  example,  where  you 
rerun  the  same  tests  had  you  not  had  them  integrated,  so  there  is 
a  degree  of  savings. 

D.C.  GENERAL  HOSPITAL/QUESTION  OF  COMPETITIVENESS 

But  to  go  to  the  heart  of  your  question,  can  D.C.  General  Hos- 
pital be  viably  competitive  with  other  hospitals?  I  question,  and  we 
questioned  in  that  report,  whether  or  not  it  could  compete  as  a  reg- 
ular hospital.  And  I  think  that  clearly  with  the  plant  deficiencies 
that  it  has,  notwithstanding  whatever  peoples'  views  or  the  public 
perception  of  the  hospital  might  be,  I  think  they  would  have  major 
challenges  trying  to  successfully  compete. 

But  I  think  the  other  consideration  is  like  everything  else  in  the 
District;  it's  a  very  complex  subject.  You  have  to  deal  with  some  of 
the  other  health  issues  that  the  city  is  trying  to  deal  with  through 
that  hospital.  And  if  you  don't  deal  with  D.C.  General  Hospital,  you 
have  to  consider  where  else  you  are  going  to  deal  with  it. 

But  clearly  I  don't  believe,  from  the  work  that  we  have  done 
there,  that  D.C.  General  could  ever  compete  with  the  other  hos- 
pitals that  are  presently  in  the  District.  And  other  than  for  a  public 
policy  reason,  it  would  be  the  only  argument  you  could  make,  I  be- 
lieve, for  sustaining  it. 

Mr.  Dixon.  Mr.  Chairman,  I  have  a  2:00  mark-up  so  would  you 
mind  if  I  just  took  a  few  more  minutes? 

Mr.  Walsh.  Go  right  ahead. 

MEDICAID — 50/50  FORMULA  NEEDS  REVISITED 

Mr.  Dixon.  Well,  my  personal  view  is  that  the  District  should 
have  a  health  facility  to  handle  patients  that  are  either  on  Medic- 
aid or  are  uninsured.  But  since  we  are  talking  about  that,  the  only 
viable  way,  in  my  view,  to  change  that  situation  is  basically  for 
Congress  to  change  the  financial  relationship  as  it  relates  to  the 
Medicaid  payment;  I  mean,  instead  of  a  50/50,  to  go  to  some  other 
formula. 

Would  you  generally  agree  with  that? 

Mr.  HOLLOWAY.  I  would  generally  agree  that  the  formula  the 
District  is  currently  paying  needs  to  be  revisited. 
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PART  III:  FMS 


Mr.  Dixon.  Okay.  Now  I  want  to  switch  to  the  financial  manage- 
ment system  here  for  a  minute.  You  give  a  good  history  of  it.  From 
what  you  say,  it's  in  disarray. 

Mr.  HOLLOWAY.  I  think  my  reference  was  into — specifically,  my 
use  of  "disarray"  was  over  in  the  health  care  MMIS  system.  Does 
the  rest  of  the  system 

Mr.  Dixon.  The  financial  management  system? 

Mr.  HOLLOWAY.  Right.  I  was  speaking  more  to  what  was  referred 
to  as  the  MMIS  database,  which  is  the  database  that  they  track 
Medicaid  claims  through,  when  I  used  the  phrase  "disarray." 

But  yes,  there  are  concerns  about  the  condition  of  the  financial 
management  system.  We  have  not  studied  it  in  enough  depth  to 
conclude  that,  yes,  it's  bad  or  broken.  My  experience,  throughout 
the  Federal  government  and  elsewhere,  is  that 

Mr.  Dixon.  Let  me  interrupt  you  there,  because  in  reading  this 
section  I  didn't  gather  that  at  all.  I  have  underlined  several  things. 
I  gathered  here  that  the  financial  management  system  was  in  dis- 
array for  several  reasons.  One,  it  had  been  modified;  two,  there  had 
not  been  ongoing  training;  and,  three,  through  attrition,  people 
that  once  had  the  experience  in  fact  no  longer  were  with  the  Dis- 
trict; that  it  does  not  put  out  digestible  information  that  does  not 
have  to  be  massaged  manually.  Am  I  wrong  in  reading  that? 

FMS/COMPETENT,  WELL-TRAINED  PERSONNEL  ESSENTIAL 

Mr.  HOLLOWAY.  You  are  not  wrong,  but  I  was  trying  to  make  a 
distinction.  It's  one  thing  to  say  that  the  financial  management 
system — I  am  talking  about  hardware  and  software — is  broken  and 
the  absence  of  training  of  the  people.  Now,  if  you  mesh  the  two  to- 
gether, I  agree  with  you.  But  all  I'm  suggesting  is  that  when  you 
are  in  a  financial  management  environment,  you  could  have  a 
state-of-the-art  system,  but  if  you  have  ill  trained,  incompetent  peo- 
ple trying  to  operate  it,  you  are  going  to  get  bad  information.  You 
could  have  a  bad  system  or  a  not  so  good  system  but  skilled  and 
trained  people,  and  you  could  still  get  good  information. 

So  I  think 

Mr.  Dixon.  Well,  my  question  to  you  is,  what  do  we  have  here? 

Mr.  Walsh.  Right. 

district  has  untrained  people  operating  FMS 

Mr.  HOLLOWAY.  I  think  what  we  have  here  for  certain  is  un- 
trained people.  And  to  what  extent  physically  you  have  got  an  old 
system  with  untrained  people,  can  it  be  worked?  I  don't  have  the 
answer  to  that. 

Do  you  need  to  upgrade  the  skill  and  the  training  of  the  people? 
Absolutely,  whether  it's  a  new  system  or  the  existing  one.  That's 
what  I  think  you  have  here.  I  think  you  have  got  an  old  system 
with  untrained  people,  and  that  spells  disaster. 

district  to  do  FMS  ASSESSMENT  STUDY 

Mr.  Dixon.  One  of  the  things  in  that  section  was,  you  said  that 
in  the  dialogue  with  the  control  board  that  the  director,  I  believe, 
Mr.  Hill,  said  that  he  thought  it  was  the  responsibility  of  or  incum- 


27-054    O— 96 31 


838 

bent  upon  the  District  to  take  the  $2  million  and  develop  the  fea- 
sibility study  or  strategic  plan  that  would  have  to  come  back  to 
Congress. 

Mr.  HOLLOWAY.  I  don't  think  we  said  that  to  take  the  $2  million. 
We  said  that  he  had  deferred  to  Tony  Williams,  the  CFO,  to  take 
the  lead  on  coming  up  with  what  the  feasibility  study  called  for. 
That's  true. 

NO  ACTION  ON  FMS  FEASIBILITY  STUDY 

Mr.  DixON.  And  that  nothing  had  been  done  on  it? 

Mr.  HoLLOWAY.  As  I  understand  it,  there  is  nothing  available 
that  would  articulate  what  the  deficiencies  in  the  current  system 
are  in  a  comprehensive  way. 

COOPERATION  OF  CONTROL  BOARD  WITH  GAO 

Mr.  Dixon.  All  right.  Now  in  your  dealing — and  then  finally,  Mr. 
Chairman,  one  last  question  and  then  I  will  yield  back.  In  your 
dealings  with  the  control  board,  you  and  your  staff,  I  mean,  did  you 
find  them  cooperative  in  providing  the  information? 

Mr.  HOLLOWAY.  I  think  in  giving  consideration — and  I  think  we 
would  have  to  give  consideration  to  all  that  is  on  their  plate — I 
think  they  sought  to  be  cooperative  in  providing  the  information. 

CONTROL  BOARD  HAS  NO  JOB  DESCRIPTIONS 

Mr.  Dixon.  Right.  Now,  you  said  they  did  not  have  job  descrip- 
tions but  they,  in  fact,  gave  you  resumes? 

Mr.  Hollow  AY.  They  said  they  don't  have  job  descriptions.  And, 
yes,  they  did  provide  resumes. 

Mr.  Dixon.  And  you  also  say  in  your  report  that  you  had  gone 
to  other — ^visited  with  and  read  material  from  the  other  two  control 
boards  that  you  have  looked  at? 

Mr.  HOLLOWAY.  That  is  correct. 

Mr.  Dixon.  And  did  you  find  those  resumes,  in  fact,  comparable 
as  far  as  education  and  job  experience  satisfactory  or  lacking  in 
some  respect? 

CONTROL  board/qualifications  OF  STAFF 

Mr.  HOLLOWAY.  I  would  have  to  defer  to  those  that  have  the  ex- 
pectations of  the  control  board  as  to  whether  or  not  they  have  the 
requisite  backgrounds  that  you  had  hoped  for.  I  don't  know  that  it 
would  be  appropriate  for  me  to  try  to  pass  judgment  on  that. 

Clearly,  there  is  a  certain  degree  of  expertise  that's  required  to 
overcome  some  of  the  issues  that  are  confronting  the  District. 
Clearly,  in  the  case  of  New  York,  they  brought  in  a  lot  of  outside 
expertise  to  supplement  or  to  do  what  the  city  itself  couldn't  do. 
Whether  or  not  the  Control  Board  has  the  type  of  distribution  of 
staff,  I  think  that's  better  a  judgment  made  by  those  of  you  who 
created  it  and  what  your  expectations  were,  than  for  me  to  sit  here 
and  say  yes  or  no.  I'm  an  accountant,  so  I'm  partial  to  accountants. 

Mr.  Dixon.  So  even  if  they  had  job  descriptions,  you  wouldn't 
have  been  able  to  be  in  a  position  to  make  those  evaluations? 

Mr.  Walsh.  You  have  some  help. 

Mr.  HOLLOWAY.  They  have  some  accountants. 
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Mr.  Dixon.  Is  that  correct? 

Mr.  HOLLOWAY.  Say  that  again. 

Mr.  Dixon.  Even  if  they  had  given  you  job  descriptions,  you 
wouldn't  have  been  in  a  position  to  evaluate  the  personnel  of  the 
Control  Board? 

[CLERK'S  NOTE.— See  pages  861-863  for  question  2  of  Appendix  A  to  the  Com- 
mittee's letter  to  GAO  dated  April  25,  1996,  for  specific  issues  GAG  was  requested 
to  address  in  comparing  the  D.C.  Control  Board  with  other  control  boards.] 

Mr.  HOLLOWAY.  I  would  have  still  thought  it  inappropriate  for 
me  to  do  so. 

Mr.  Dixon.  All  right.  Thank  you,  Mr.  Chairman.  I  have  some 
questions  on  the  second  round.  I  will  be  just  across  the  hall  at  a 
subcommittee  markup. 

Mr.  Walsh.  All  right. 

Mr.  Serrano. 

Mr.  Serrano.  Thank  you,  Mr.  Chairman. 

representative  SERRANO'S  HISTORY  OF  THE  NEW  YORK  CITY  FISCAL 

CRISIS 

First  of  all,  thank  you  for  your  testimony  and  for  joining  us 
today. 

It's  become  clear  to  me,  in  the  short  time  I  have  been  on  this 
Committee,  that  this  Subcommittee  has  asked  fiscal  questions  and 
about  fiscal  rnanagement.  People  have  responded  by  coming  before 
us  and  speaking  to  us  about  the  numbers  and  how  they  will  some- 
how solve  all  the  problems  that  exist  in  the  District. 

My  concern — and,  while  this  may  not  be  the  time  or  any  time 
soon  for  this  Committee  to  deal  with  it — is  that  at  the  end  of  those 
numbers  are  people  receiving  services.  And  therefore  I  think  it  be- 
comes my  role,  at  least  today,  to  try  to  take  you  back  a  little  bit 
and  break  down  some  of  the  situations  I  see,  in  your  testimony, 
about  the  glorious  New  York  City  story  of  20  years  ago. 

See,  I  was  elected  in  November  of  1974,  and  when  I  went  up  to 
Albany  to  the  State  Assembly  in  January  of  1975,  I  was  faced  with 
a  New  York  City  fiscal  crisis.  The  first  6  months  of  that  year  were 
spent  strictly  dealing  with  New  York  City  and  Big  MAC  and  the 
Control  Board.  It's  interesting  to  note  that  according  to  New  York 
City  officials,  the  officials  you  speak  to  now,  the  Control  Board 
made  significant  contributions.  It  seems  that  the  governor  and  the 
Congress  were  on  board  and  everybody  was  riding  the  range  to 
save  New  York  City. 

PRESIDENT  FORD:  "NEW  YORK  CITY,  DROP  DEAD" 

But  if  you  recall,  one  of  the  reasons  Jimmy  Carter  was  elected 
was  because  of  reports  that  President  Gerald  Ford  said,  "New  York 
City,  drop  dead,"  which  was  on  the  front  page  of  all  the  New  York 
City  newspapers.  Now,  the  man  never  actually  said  that,  and  his- 
tory will  revise  that,  but  it  was  part  of  history  at  that  time. 

PLANNED  SHRINKAGE  OF  NEIGHBORHOODS  IN  NEW  YORK  CITY 

Also  at  that  time,  we  had  people  yelling  about  planned  shrink- 
age, which  was  to  take  whole  neighborhoods  in  New  York  City  and 
ignore  them.  They  actually  said,  "If  you  let  them  just  keep  going 
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the  way  they  are  going,  they  will  disappear;  the  people  will  move 
out;  we  will  provide  them  with  less  services  somewhere  else,  and 
we  will  just  tar  those  complete  areas."  This  was  planned  by  very 
important  people,  some  of  them  very  professional  people  at  the 
New  York  Times,  the  Board  of  Education,  and  so  on. 

"ALLOW  NEW  YORK  CITY  TO  GO  BANKRUPT" 

There  was  also,  if  you  recall,  a  former  member — a  couple  of 
Members  of  Congress  at  that  time — who  said  New  York  City 
should  be  allowed  to  go  bankrupt — just  go  into  bankruptcy  and  let 
it  fall  where  it  may. 

NEW  YORK  city's  SITUATION  WAS  DIFFICULT 

So  New  York  City's  situation  in  terms  of  where  it  is  today,  even 
with  all  of  its  problems,  may  be  a  good  place  to  look.  But  to  believe 
that  New  York  City  somehow  managed  to  put  its  house  in  order, 
or  tried  to  put  its  house  in  order  20  years  ago,  in  a  way  that  D.C. 
will  never  be  able  to,  cannot  or  doesn't  look  like  it  will,  is  really 
not  accurate,  because  those  days  were  extremely  painful. 

Ending  free  tuition  at  City  University  of  New  York  (CUNY)  was 
a  revolution  in  New  York  City,  because  basically  at  the  time  all  the 
past  generations  who  were,  for  the  most  part  nonminority  people, 
had  gotten  free  tuition  at  CUNY  and  gotten  their  education  in  one 
of  the  better  systems  in  the  Nation.  And  then  as  the  system  hap- 
pens to  become  heavily  minority,  tuition  was  imposed,  just  as  a  co- 
incidence, of  course,  but  it  wasn't  seen  that  way  at  that  time. 

OUTSIDE  EXPERTS  INFLUENCED  NEW  YORK  CITY'S  RESCUE 

You  also  speak  about  outside  expertise.  That's  true.  And  the  big- 
gest fight  on  the  streets  during  that  time  was  when  outside  folks 
were  coming  in  to  tell  the  bankers  how  to  run  New  York  City  and 
no  local  folks  at  all  were  asked  how  they  wanted  the  future  of  New 
York  City  to  look. 

And  so  it  might  be  that  New  York  City  has  lost,  throughout 
these  20  years,  some  of  its  luster,  because  at  one  time  it  was  able 
to  take  the  poor  and  bring  them  into  the  middle  class.  Now,  New 
York  City  may,  in  fact,  be  the  "Tale  of  Two  Cities"  where  you  have 
some  of  the  wealthiest  people  in  the  world  and  some  of  the  poorest 
people  in  the  world.  For  instance,  I  represent  within  the  richest 
city  in  the  Nation,  in  the  world  perhaps,  the  poorest  district  in  the 
Nation.  Something  like  5  out  of  the  10  poorest  congressional  dis- 
tricts in  the  Nation  are  in  the  richest  city  in  the  world. 

LOOKING  AT  NUMBERS,  NEW  YORK  CITY  IS  A  SUCCESS 

Now,  it's  not  just  by  coincidence.  I  think  that  maybe  something 
failed  during  the  last  20  years  while  stabilizing  the  numbers,  while 
creating  a  situation  that  you  as  an  accountant  and  I  as  a  lowly 
former  bookkeeper  would  be  able  to  say  the  numbers  look  right. 

Mr.  Hollow  AY.  I  wouldn't  call  you  a  lowly  former  bookkeeper. 

Mr.  Serrano.  Well,  my  military  and  my  accounting  careers  were 
not  very  distinguished. 

Strictly  looking  at  numbers,  we  would  say  New  York  City  has 
been  a  major  success.  If  we  look  at  what's  happened  to  New  York 
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City  over  the  20-year  period,  some  people  would  argue  that  it 
hasn't  been  a  major  success  because  so  much  has  changed  begin- 
ning with  CUNY,  and  the  fact  that  CUNY  always  took  folks  and 
moved  them  into  the  middle  class  and  it  didn't  cost  them  a  penny; 
however,  that's  not  the  case  anymore.  It's  not  the  case  that  the 
housing  stock  was  maintained  in  certain  neighborhoods.  People  had 
to  move  out.  While  bigger  projects  were  built  as  part  of  the  plan, 
those  folks  were  taken  out  of  the  poorer  neighborhoods  and  the 
poorer  neighborhoods  then  were  totally  ignored. 

I  remember,  for  instance,  when  you  talk  about  MAC,  New  York's 
Municipal  Assistance  Corporation,  the  fact  that  the  bonds  were 
being  sold  were  called  Big  MACs  because  only  certain  folks  could 
buy  them.  And  my  legislation,  which  never  made  it  through  the  As- 
sembly, was  to  create  little  MACs,  for  people  to  buy  $500,  $200  and 
$300  bonds,  so  that  they  could  invest  in  their  cities. 

So  all  this  is  to  say  that  I  know  what  this  is  about.  This  is  about 
a  crisis.  This  is  about  trying  to  put  the  numbers  together.  This  is 
also,  unfortunately,  about  a  part  of  the  Nation  that  finds  itself  in 
a  unique  situation  in  that  it  has  very  few  rights  of  its  own.  That's 
dear  to  my  heart  since  I  was  born  in  another  American  colony 
called  Puerto  Rico,  and  we  know  that  those  are  the  problems. 

D.C.  IS  A  UNIQUE  SITUATION 

But  what  I'm  hoping  by  my  comments  will  happen  is  that  some 
people  will  begin  to  be  careful  about  the  comparisons.  D.C.  has  its 
own  situation,  its  unique  situation,  and  it  should  in  no  way  ap- 
plaud how  New  York  put  the  pieces  together  in  1975  because  they 
weren't  put  together  very  well. 

In  fact,  let  me  just  conclude  by  recounting  my  partisan  speech — 
it  was  partisan — my  maiden  speech  in  the  State  Assembly.  It  was 
based  not  on  what  we  read  here  in  your  statement,  how  all  folks 
came  together  for  New  York,  but  it  was  trying  to  convince 
upstaters  of  both  parties,  Mr.  Chairman,  to  help  New  York  City. 

And  what  I  did  at  that  time  was,  I  spoke,  and  all  I  did  was,  I 
opened  up  the  "red  book",  which  was  the  biography  of  all  the  mem- 
bers of  the  Assembly  and  the  Senate,  and  began  to  read  off  the 
names  of  all  who  had  been  educated  in  New  York  City  schools  free 
before  they  went  back  home  and  ran  for  office  upstate  and  now 
were  denouncing  New  York  City.  It  was  the  quietest  moment  in 
those  first  6  months  because  half  of  the  upstate  folks  who  were  de- 
nouncing the  city — which  is  typical  in  States  throughout  the  Na- 
tion, the  big  cities  and  the  suburban  areas 

Mr.  Walsh.  Especially  from  areas  that  send  all  the  money  to  the 
metropolitan  areas. 

Mr.  HOLLOWAY.  That  sounds  like  a  New  York  thing  to  me. 

Mr.  Walsh.  He  opened  it  up. 

Mr.  Serrano.  Listen,  with  all  due  respect  to  South  Dakota,  with- 
out New  York  City,  New  York  State  would  be  South  Dakota,  and 
that's  fine. 

Mr.  Walsh.  Never  run  for  governor,  Mr.  Serrano.  You  would 
never  hear  the  governor  say  that. 

Mr.  Serrano.  And  he  is  my  friend,  you  know. 

Mr.  Walsh.  He  is  much  wiser. 


842 

Mr.  Serrano.  But  just  to  conclude,  we  have  to  be  careful.  We 
have  to  just  not  assume  that  everything  went  well,  because  it 
might  be,  in  looking  at  it  today,  your  report  is  correct.  It  all  fell 
into  place. 

BITTER  BATTLE  IN  NEW  YORK  CITY 

But  it  was  a  bitter  battle,  and  it  became  poor  versus  bankers. 
And  I  am  sorry  to  tell  you,  it  became  racial  at  times,  too,  because 
there  was  the,  you  know,  certain  neighborhoods  versus  other  neigh- 
borhoods; and,  "We  didn't  cause  the  problem,"  they  would  say;  "you 
did."  And  the  bankers  would  say,  "Well,  no,  it's  because  we  pick  up 
your  tab  that  the  problem  was  caused."  So  there  was  a  serious 
problem." 

Mr.  HOLLOWAY.  I  would  only  offer  two  comments  in  observation, 
because  I  think  you  make  some  very  valid  points.  But  I  would  say, 
first,  that  I  think  it  is  the  human  nature  of  man  to  immortalize  the 
past.  So  to  be  able  to  look  in  reflection  on  the  accomplishments  of 
those  before  us,  I  would  beg  to  offer  that  if  you  were  to  go  back 
to  the  beginning  of  this  country,  the  history  that  we  read  in  our 
history  books  would  not  be  nearly  as  accurate  if  we  could  see  the 
things  that  happened  back  then.  So  in  that  regard,  I  think  you  are 
right. 

IN  FINANCIAL  CONTEXT,  NEW  YORK  CITY  GOT  THE  JOB  DONE 

And  I  don't  think  our  effort  here  was  to  glorify  New  York  but  it 
was  merely  to  say  that,  at  least  in  the  context  of  financial,  they  got 
it  done.  And  all  of  those  other  contexts  that  you  talked  about, 
which  I  too  share  with  you,  are  crucial  and  critical  and  have  to  be 
part  of  the  discussion.  So  when  we  talk  about  medicaid  and  when 
we  talk  about  some  of  the  other  things  and  about  those  subjects 
being  more  complex,  it  is  critical  that  you  consider  the  social  impli- 
cations of  those  choices. 

I  don't  believe  you  should  ever  do  anything  financially  without 
giving  consideration  to  the  other  things  that  you  affect  so  that  you 
look  at  the  outcome  in  its  whole.  I  think  it  is  fair  to  say,  though, 
that  as  you  look  at  New  York  City  in  reflection,  notwithstanding 
all  of  the  battles  that  happened  in  between,  one  can  say  that  they 
did  achieve  the  financial  goal  that  was  set  out.  And  I  hope,  along 
with  the  other  things  that  you  talked  about,  that  we  can  look  at 
the  District  in  reflection  some  day  and  say  the  same  thing. 

So  I  don't  want  to  belittle  nor  overmagnify  what  was  accom- 
plished in  New  York  City,  but  I  think  while  it  certainly  shouldn't 
be  the  only  piece,  it  has  to  be  an  essential  piece.  But  I  think  like- 
wise, as  you  so  indicated,  to  ignore  the  implications  of  education, 
of  health  care,  of  all  of  the  other  social  things  just  for  the  purposes 
of  dollars,  I  don't  believe  anybody  thinks  it's  a  smart  thing  to  do. 

Mr.  Serrano.  Let  me  just,  Mr.  Chairman,  if  I  may — 

Mr.  Walsh.  Sure. 

NEW  YORK  CITY  REINVENTED  ITSELF 

Mr.  Serrano  [continuing].  Make  my  final  point  again,  which  is 
the  one  I  don't  think  we  should  miss.  I  don't  deny  that  from  a  fiscal 
point  of  view  New  York  City  did  accomplish  its  goal,  and  a  lot  of 
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people  played  a  major  role  in  it,  including  members  from  both  par- 
ties at  that  time  and  throughout  the  years. 

NEW  YORK  CITY  LOST  ABILITY  TO  MOVE  THE  POOR  INTO  MIDDLE  CLASS 

But  I  believe  that  in  the  process  of  straightening  out  its  financial 
problems,  New  York  City  reinvented  itself  and,  in  doing  so,  took 
away  what  a  lot  of  people  feel  was  the  strength  of  New  York  City 
and  what  made  it  the  greatest  city  perhaps  in  the  world,  which  is 
the  ability  to  take  the  poor  and  move  them  into  the  middle  class. 
That  was  New  York's  strength,  always,  that  whoever  you  were,  you 
could  move  into  the  middle  class. 

FISCAL  PROBLEMS  RETURNING  TO  NEW  YORK  CITY 

I  believe  that  New  York  City  has  lost  that  throughout  these  20 
years  and  that  it  has  now  isolated  people  from  each  other  to  where 
the  poor  will  remain  poor,  unfortunately,  under  this  current  sys- 
tem. And  what  you  see  in  New  York  City  now  is,  20  years  later, 
that  although  the  house  supposedly  is  in  order  we  are  now  selling 
hospitals,  laying  off  people  and  running  into  the  same  problems  we 
had  before. 

Mr.  HOLLOWAY.  I  certainly  share  the  nobility  of  your  goal.  I 
think  it's  the  right  one,  for  anybody  to  be  able  to  improve  them- 
selves, and  I  certainly  believe  that  to  be  the  foundation  of  this 
country. 

Mr.  Serrano.  Thank  you,  Mr.  Chairman. 

D.C.  CITIZENS  EXPECT  GOOD  DELIVERY  OF  BASIC  SERVICES 

Mr.  Walsh.  Certainly.  Thank  you  for  your  comments. 

And  if  I  might  comment  on  those,  I  would  agree  with  you,  that 
what  this  is  really  all  about  is  people.  It's  about  the  people  who  live 
in  this  city  or  the  people  who  live  in  New  York  City,  and  making 
sure  that  the  city  meets  its  commitments  to  them.  They  pay  taxes. 
They  expect  good  education.  They  expect  their  streets  to  be  safe 
and  clean.  They  expect  when  they  turn  on  the  faucet,  for  the  water 
to  run  and  be  drinkable;  when  they  flush  the  toilet,  for  it  to  go 
away.  They  expect  if  they  need  a  building  permit  that  they  can  get 
one  in  a  timely  manner.  They  expect  if  they  need  a  motor  vehicle 
license  or  an  inspection,  they  can  do  that — the  basic  things  that  we 
all  need  to  do,  that  we  rely  on  government  to  do.  Government  abso- 
lutely does  have  a  place. 

CONGRESS  WANTS  D.C.  TO  BE  A  GREAT  CITY 

I  would  surmise  from  your  statements  about  the  beginning  of  the 
New  York  City  episode  that  we  have  been  very  temperate  in  our 
requests  and  demands  about  city  government  compared  to  what 
they  said.  Nobody  has  suggested  that  Washington,  D.C.  drop  dead. 
I  think  everybody  is  on  record  that  we  love  this  community.  It's  a 
great  city.  We  want  it  to  be  successful. 

NEED  TO  PROVIDE  BEST  POSSIBLE  SERVICE  AT  BEST  POSSIBLE  PRICE 

We  have  made  some  suggestions  that  I  think  are  certainly  debat- 
able— whether  you  agree  or  not  they  are  debatable,  there  are  mer- 
its on  each  side  of  the  argument.  But  first  and  foremost,  this  is 
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about,  as  Mr.  HoUoway  said,  providing  the  best  possible  service  at 
the  best  possible  price. 

NEW  YORK  CITY  HAS  NOT  SOLVED  ALL  ITS  PROBLEMS  YET 

And  I  would  not  be  one  who  would  agree  that  New  York  City  has 
solved  its  problems.  I  had  the  opportunity  to  be  in  New  York  City 
several  months  ago  and  I  went  over  the  Manhattan  Bridge  between 
Brooklyn  and  Manhattan,  and  it  was  a  scary  episode.  The  bridge 
was  in  total  disrepair.  There  were  several  lanes  each  way  for  cars 
and  several  tracks,  I'm  not  sure  how  many,  and  all  but  one  lane 
each  way  for  traffic  was  closed  and  one  train  track  was  opened. 
And  the  entrance  to  the  bridges  was  a  disaster.  They  were  piled 
high  with  debris  and  junk.  The  graffiti  was  actually  the  nicest  as- 
pect of  the  bridges  because  otherwise,  structurally,  they  were  a  dis- 
aster. 

WE  MUST  DEAL  WITH  THE  STRUCTURES — FINANCIAL  AND 
INFRASTRUCTURE 

And  what  we  have  to  do  in  this  process  is  deal  with  the  struc- 
ture— not  just  the  financial  structure,  but  the  infrastructure  of  this 
city — and  make  sure  that  when  we  finish,  when  the  Control  Board 
finishes  its  job,  that  there  is  a  plan  to  replace  streets  on  an  annual 
basis,  like  all  good  cities  do  every  20  years;  repair  the  bridges;  have 
a  sewer  replacement  plan;  a  water  replacement  plan,  all  based  on 
actuarially  sound  fees  for  water  and  sewer  and  highways,  and 
make  sure  that  the  bridges  that  are  used  by  millions  of  people  who 
come  here,  whether  they  work  here  or  live  here  or  come  here  just 
to  visit,  are  safe.  And  if  we  do  all  of  this,  if  we  struggle  mightily 
with  all  of  this  and  we  wind  up  like  New  York  City  20  years  later, 
in  my  mind  we  will  have  failed.  But  I  don't  think  we  will.  I  think 
there's  goodwill  on  all  sides  here. 

And,  you  know,  the  tough  part  of  this  is  exercising  the  oversight 
responsibility  and  being  the  heavy  at  times  and  asking  the  hard 
questions  and  calling  people  in,  whether  it's  the  GAO  or  it's  the 
city  government,  the  Control  Board,  or  Members  of  Congress.  We 
all  are  in  agreement.  It's  how  we  get  there  and,  that's  why  we  are 
here. 

MEDICAID — IMPROVING  THE  FEDERAL  SHARE 

So  I  will  get  back  to  just  a  couple  of  issues  that  I  wanted  to  ask 
about  in  your  testimony,  Mr.  Holloway.  One  of  them  is  the  revenue 
items. 

Mr.  Holloway.  Yes. 

Mr.  Walsh.  Now,  for  Medicaid,  the  Federal  government  only  re- 
imburses Washington,  D.C.  50  percent  of  its  costs.  The  State  of 
Mississippi  is  reimbursed  at  about  78  percent. 

Mr.  Holloway.  I  believe  it's  83  percent. 

[CLERK'S  NOTE.— The  Federal  Medicaid  reimbursement  rate  for  the  State  of 
Mississippi  is  78.07  percent  according  to  the  Federal  Health  Care  Financing  Admin- 
istration, Washington,  D.C] 

Mr.  Walsh.  The  District  of  Columbia  may  be,  with  all  due  re- 
spect to  New  York  City,  the  richest  city  in  America  or  have  the 
highest  income — I'm  not  exactly  sure  what  the  demographics  are, 
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but  there  are  some  very  wealthy  people  and  some  very  poor  people 
in  this  city. 

[CLERK'S  NOTE. — ^The  District  of  Columbia  has  the  highest  per  capita  income 
of  any  State;  New  York  is  second,  according  to  the  Federal  Health  Care  Financing 
Administration,  Washington,  D.C.  j 

D.C.  MUST  RETAIN  ITS  MIDDLE  CLASS 

I  think  the  city's  greatest  challenge  is  not  just  turning  poor  peo- 
ple into  middle  class,  but  it's  retaining  the  middle  class  because  I 
believe  that  without  the  middle  class  tax  base  you  can't  reach  down 
to  help  the  poor  people  up. 

15  PERCENT  FEDERAL  TAX  RATE  MAY  ATTRACT  MORE  PEOPLE 

Mr.  HoLLOWAY.  I  would  come  into  the  city  if  we  got  a  15  percent 
Federal  tax  rate. 

Mr.  Walsh.  A  lot  of  people  would.  A  lot  of  people  would,  and  as 
you  said  in  the  beginning,  everything  is  on  the  table;  not  for  this 
budget,  but  it's  definitely  on  the  table.  You  wouldn't  believe  how 
many  of  my  staff  people  asked,  is  this  really  going  to  happen?  And 
I  said,  I  don't  know. 

MEDICAID/APPROPRIATE  FEDERAL  SHARE 

But  in  your  testimony,  one  of  the  things  you  focused  on  was  Med- 
icaid; and  we  don't  reimburse  at  a  higher  rate,  and  maybe  "we 
should.  As  a  matter  of  fact,  when  we  struggled  with  Medicaid  last 
year,  I  think  Washington,  D.C.  would  have  gotten  a  better  break 
on  Medicaid  reimbursement  than  it  is  currently  receiving.  But,  of 
course,  that  didn't  come  about.  New  York  State  got  a  better  break 
at  it,  too,  but  the  bill  didn't  pass.  But  I  agree  that  it  should  be  part 
of  the  overall  Medicaid  reform  picture.  And  I  think  we  can  help  the 
District. 

I  don't  know  what  the  right  reimbursement  rate  would  be.  Would 
you  care  to  offer  your  views? 

Mr.  HoLLOWAY.  I  think  that's  really  a  policy  decision  that  you 
should  consider — and  I  would  hope  it's  a  priority  of  the  Control 
Board  to  try  to  find  a  rational  basis.  But  I  think  it's  clear  that  the 
District  of  Columbia  is  a  unique  city  that  has  unique  needs,  and 
for  it  to  be  paying  at  the  highest  possible  rate  clearly  needs  to  be 
looked  at. 

MEDICAID/D.C.  pays  HIGH-END  DISCRETIONARY  BENEFIT  LEVELS 

Mr.  Walsh.  Well,  first  of  all,  as  an  entity,  a  State-like  entity,  it 
is  paying  the  highest  possible  rate.  It  is  also  paying  Medicaid  bene- 
fits at  the  highest  possible  level,  and  that  is  set  by  the  Mayor  and 
Council. 

Mr.  HOLLOWAY.  I  think  that  has  got  to  be  addressed  also. 

Mr.  Walsh.  That  has  got  to  be  addressed. 

Mr.  HoLLOWAY.  I  don't  think  there's  any  question  that  at  a  mini- 
mum they  need  to  be  brought  in  line. 

Mr.  Walsh.  So  it's  a  twofold  problem? 

Mr.  HOLLOWAY.  That's  correct. 
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Mr.  Walsh.  Let  me  skip  to  another  revenue  item  that  you  men- 
tioned that  we  may  not  all  agree  on,  and  that  is  the  Federal  for- 
mula payment.  I  didn't  set  this  equation  up,  but  the  way  it  worked 
was  the  District's  Federal  payment,  as  I  understand  it,  was  based 
upon  24  percent  of  the  2  years'  prior  property  tax  collections. 

Mr.  HOLLOWAY.  I  believe  it  was  bigger  than  just  property  taxes. 
I  thmk  it's  locally  generated  taxes,  which  is  more  than  just  prop- 
erty taxes. 

FIVE  QUARTERS  OF  TAX  REVENUE  IN  FY  1993/GAO  TESTIMONY  IN 

ERROR 

Mr.  Walsh.  Local  generated  taxes.  Fair  enough. 

In  your  statement  on  page  9,  you  said  local  revenues  declined  by 
$175  million  from  fiscal  year  1993  to  1995.  That  statement  is  mis- 
leading because  in  fiscal  year  1993,  the  number  is  inflated  because 
that  was  the  year  the  District  stuck  five  quarters  of  property  tax 
collection  into  one  year. 

Mr.  HoLLOWAY.  That  is  correct,  and  we  say  that. 

Mr.  Walsh.  Okay.  Then  it  didn't  really  decline  $175  million,  did 

Mr.  HOLLOWAY.  No,  it  still  declined.  It  just  would  not  have  de- 
clined as  much. 

Mr.  Walsh.  It  would  have  declined  by  $2.4  million  as  opposed  to 
$175  million. 

Mr.  HOLLOWAY.  Well,  in  net,  because  it's  a  2-year  period,  you 
still  would  have  ended  with  the  same  overall  decline;  just  within 
the  years  it  would  have  been  different. 

Mr.  Walsh.  Well,  the  District  supplemented  1993's  revenues  by 
$175  million  by  adding  the  fifth  quarter. 

Mr.  HOLLOWAY.  That's  correct. 

Mr.  Walsh.  So  1993's  revenues  weren't  really  X-plus-175. 

Mr.  HOLLOWAY.  You  are  correct. 

Mr.  Walsh.  They  were  just  X. 

Mr.  HOLLOWAY.  You  are  correct. 

Mr.  Walsh.  So  if  you  start  at  X  and  you  go  to  the  year  1995,  you 
don't  have  that  dramatic  a  reduction. 

Mr.  HOLLOWAY.  You  are  correct. 

Mr.  Walsh.  Okay.  So  just 

Mr.  HOLLOWAY.  Forgive  me. 

Mr.  Walsh.  That's  okay. 

Mr.  HOLLOWAY.  In  the  age  of  calculators,  I  forgot  how  to  add. 

PRESENT  FEDERAL  PAYMENT  BASIS 
(SEE  "CLERK'S  NOTE"  ON  NEXT  PAGE) 

Mr.  Walsh.  It's  an  important  factor  because  the  Federal  pay- 
ment that  we  are  providing,  that  everybody  says  is  too  low,  is 
based  on  that  five-quarter  year. 

Mr.  HOLLOWAY.  That's  not  correct.  In  fact,  that  quarter  year 
would  not  have  kicked  in  until  1995  when  you  would  have  gone 
back  to  1993's  revenues,  and  we  never  did  that.  We  went  to  the  flat 
Federal  payment  in  1995. 
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Mr.  Walsh.  Well,  if,  in  fact,  it  were  24  percent  of  the  total  reve- 
nues in  1993,  what  would  it  be? 

Mr.  HOLLOWAY.  What  we  determined  it  would  be  is  that  without 
the  3-month  $173  million,  that  the  Federal  payment  would  have 
gone  up  by  $1.5  million.  With  it,  it  would  have  gone  up  by  $43  mil- 
lion. 

Mr.  Walsh.  All  right.  So  what  is  that,  673?  What  is  that? 

Mr.  HOLLOWAY.  This  time  I  know  my  numbers  are  right. 

Mr.  Walsh.  All  right.  And  actually  it  was  $660  million? 

Mr.  HOLLOWAY.  Right. 

Mr.  Walsh.  Okay.  So  it's  about  $13  million  light,  if  it  had  been 
actually  based  on  1993? 

Mr.  HOLLOWAY.  If  you  would  have  allowed  for  the  extra  3 
months,  it  would  have  been  $43  million  light  because  the  actual 
Federal  pa3nTient  would  have  been  about  $703  million. 

Mr.  Walsh.  All  right.  But  obviously  there  was  a  false  assessment 
because  it  wasn't 

Mr.  HOLLOWAY.  That  is  correct.  And  with  that  adjusted  out,  you 
would  have  been  talking  about  a  $1.5  million  increase. 

[CLERK'S  NOTE. — Mr.  Hollowa/s  statement  is  incorrect.  According  to  the  Gen- 
eral Accounting  Office's  letter  of  July  11,  1994  (B-247837)  to  the  chairmen  of  the 
House  and  Senate  authorizing  committees,  using  5-quarters  in  FY  1993  provided 
general  fund  local  revenues  of  $2,797,801,000  of  which  24  percent  would  have  pro- 
duced a  Federal  payment  authorization  of  $671,472,240  for  FY  1995  (appendix  HI 
of  GAO  letter).  Reducing  those  revenues  by  one  quarter  (-$172,863,000)  would 
have  provided  general  fund  local  revenues  of  $2,624,938,000  of  which  24  percent 
would  have  produced  a  Federal  payment  authorization  of  $629,985,120  for  FY  1995, 
a  reduction  of  $41,487,120  (24%  of  the  extra  quarter  of  revenue  of  $172,863,000). 
Therefore,  without  the  "3-month  $173  million"  5th  quarter  revenues  added  to  the 
FY  1993  revenue  base,  the  Federal  payment  authorization  for  FY  1995,  based  on 
FY  1993  revenues,  would  have  decreased  by  $617,880  to  $629,985,120  from  the  FY 
1994  Federal  payment  of  $630,603,000.  It  would  not  have  increased  by  $1.5  million. 

Furthermore,  allowing  the  5th  quarter  revenues  of  $172,863,000  to  remain  in  the 
FY  1993  general  fund  local  revenue  base  would  have  provided  an  increase  of 
$41,487,120  (24  percent  of  $172,863,000)  in  the  Federal  payment  authorization  and 
raised  the  authorization  level  to  $671,472,240  for  FY  1995  as  noted  above.  Using 
Mr.  Holloway's  incorrect  figure  of  "$43  million",  when  added  to  the  FY  1994  Federal 
payment  of  .$630,603,000,  would  have  provided  a  Federal  payment  authorization  of 
$673  million  as  noted  by  Chairman  Walsh. 

In  addition,  Mr.  Holloway's  statement  that  "If  you  would  have  allowed  for  the 
extra  3  months  *  *  *  the  actual  Federal  Payment  would  have  been  about  $703  mil- 
lion *  *  *  "  is  also  incorrect.  He  appears  to  be  adding  the  $43  million  to  the  present 
fixed  Federal  payment  authorization  of  $660  million  to  arrive  at  $703  million.  The 
extra  3  months  affected  only  the  FY  1993  revenues  and  the  FY  1995  Federal  pay- 
ment authorization  as  discussed  above;  they  did  not  affect  the  FY  1996  or  subse- 
quent Federal  payment  authorizations  except  to  provide  an  artificially  high  base 
that  may  have  been  used  to  determine  the  fixed  authorization  level  of  $660  million 
for  FY  1995  and  subsequent  years.  As  noted  above,  with  the  5th  quarter  revenues, 
the  formula  Federal  payment  authorization  would  be  $671,472,240;  without  the  5th 
quarter  revenues,  it  would  be  $629,985,120,  or  $41,487,120  less.] 
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Mr.  Walsh.  All  right.  The  authorizing  committee  is  the  one  that 
establishes  what  the  Federal  formula  is;  for  all  intents  and  pur- 
poses, we  just  apply  it  to  the  budget.  So  that  has  to  be  debated, 
and  I  think  most  of  us  have  an  open  mind  on  it.  I'm  not  sure  what 
the  right  number  is,  but  it  is  a  revenue  item. 

As  I  have  said  before,  57  percent  of  real  property  in  D.C.  is  tax 
exempt.  It  has  been  said  Washington,  D.C.  is  just  full  of  tax-ex- 
empt property.  Well,  my  hometown  has  less  taxable  real  property 
as  a  percentage  of  all  real  property  than  Washington,  D.C.  does. 
Washington,  D.C.'s  real  property — I'm  not  sure  what  the  exact  fig- 
ure is,  someone  might  know. 

Mr.  HOLLOWAY.  57  percent. 

Mr.  Walsh.  57  percent  is  tax  exempt? 

Mr.  Holloway.  Yes. 

[CLERK'S  NOTE.— The  District's  tax  exempt  land  area  totals  57.4  percent  and 
consists  of  5.4  percent  owned  by  the  District  government;  41.5  percent  owned  by  the 
Federal  government;  and  10.5  percent  owned  by  eleemosjmary  institutions.] 

Mr.  Walsh.  Syracuse  is  more  like  60,  6-0,  tax  exempt.  It  is  in 
the  ballpark.  And  while  we  do  get  some  revenue  from  the  State  and 
the  Federal  government,  it's  very  similar  to  what  Washington,  D.C. 
gets. 

What  I  am  saying  is  that  it's  not  totally  unfair  that  Washington, 
D.C.  has  all  this  tax-exempt  property.  Other  American  cities  have 
the  same  problem,  especially  those  like  S3n-acuse  with  an  interstate 
that  crisscrosses  right  in  the  downtown  area  that  takes  up  all  the 
real  estate  that's  owned  by  the  State  of  New  York  or  by  the  United 
States  Government. 

But  I  don't  know  what  the  right  figure  is  and  I  think  it  should 
be^  part  of  the  overall  discussion  of  the  Medicaid  reimbursement, 
the  Federal  payment  formula  and  the  unfunded  pension  liability. 

Mr.  Holloway.  And  I  would  agree  with  that. 

D.C.  SHOULD  LEARN  FROM  NEW  YORK  CITY'S  MISTAKES 

Mr.  Walsh.  Let  me  get  back  to  New  York  City. 

Mr.  Serrano.  I  promise  not  to  give  an  opinion  on  New  York  City 
again. 

Mr.  Walsh.  No.  Obviously,  we  didn't  expect  to  get  all  good  news; 
we  expected  to  learn  from  their  mistakes,  too,  and  that  was  part 
of  the  assessment  here.  We  knew  they  made  a  few  mistakes,  and 
we  hoped  that  we  would  not  repeat  them. 

Mr.  Serrano.  What  we  are  jointly  working  on,  keeping  the  Yan- 
kees in  The  Bronx,  though. 

Mr.  Walsh.  That's  one  thing  we  can  agree  on,  except  that  what's 
the  problem  with  their  attendance? 

Mr.  Serrano.  D.C.  is  the  wrong  place  to  speak  of  it.  They  have 
lost  how  many  teams? 

Mr.  Walsh.  That's  true.  We  used  to  beat  the  Senators  on  a  regu- 
lar basis. 

Mr.  Dixon.  Right,  at  the  old  Griffith  Field. 

NEW  YORK  CITY  CONTROL  BOARD  DID  TAKE  ACTION 

Mr.  Walsh.  Let  me  ask  this.  Back  on,  I  guess  it's  page  48  of  your 
statement,  the  New  York  Control  Board  implemented  during  its 
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first  year  in  operation  a  reduction  of  13  percent  in  the  work  force. 
We  have  suggested  nothing  hke  that  here.  Wages  for  the  remaining 
employees  were  frozen  for  3  years.  Right  now,  there's  nothing  hke 
that  being  discussed  in  the  District.  New  York  City's  municipal 
hospitals  had  massive  layoffs.  We  have  discussed  the  possibility, 
just  merely  the  possibility,  of  closing  D.C.  General  and  sharing  that 
subsidy  among  other  District  hospitals  so  that  you  don't  have  a 
two-tiered  "all  the  poor  go  to  D.C.  General,  everybody  else  goes  to 
the  other  hospitals"  system  anymore. 

PHILADELPHIA  CONTROL  BOARD  DID  TAKE  ACTION 

On  page  51,  you  talk  about  what  Philadelphia's  Control  Board 
did  in  its  first  year.  They  renegotiated  labor  agreements  that  led 
to  a  33-month  wage  freeze  and  extensive  restructuring  of  health 
benefits  to  achieve  cost  savings  and  reductions  in  holiday  and  sick 
leave. 

WHAT  ACTION  HAS  THE  D.C.  CONTROL  BOARD  TAKEN? 

Is  there  anything  that  our  Control  Board  has  done  or  discussed 
on  a  similar  scale,  and  if  they  haven't,  should  they?  I  am  not  sure 
if  that's  a  judgment  that  you  should  be  making,  but  I'd  like  to  hear 
your  view. 

Mr.  Hollow  AY.  In  terms  of  what  expectations  are  for  the  Control 
Board,  I  think  I  have  to  defer  that  to  the  Congress.  But  should 
those  items  be  on  the  table,  I  think  it's*  essential  that  they  are  on 
the  table. 

Mr.  Walsh.  Are  those  parts  of  the  structural  expenditure  prob- 
lems that  you  talked  about?  I  know  that  you  mentioned  the  hos- 
pital, but  you  didn't  talk  about  the  payroll,  the  size  of  the  payroll, 
the  amount  of  the  payroll,  the  contracts  and  so  on. 

D.C.  HAS  HIGHEST  PER  CAPITA  COSTS 

Mr.  Holloway.  Oh,  I  think  it  has  been  widely  reported  that  the 
District  on  a  per  capita  basis  probably  has  higher  expenses  than 
most  cities  its  size.  So,  I  mean,  to  suggest  that  during  the  boom 
years  of  the  '80s  that  those  expenses  didn't  escalate  would  not  be 
true.  And  certainly — and  when  I  talk  about  all  things  being  on  the 
table,  I  think  all  of  those — and  I  didn't  mean  to  minimize  those 
other  things. 

Mr.  Walsh.  No,  I  know.  You  didn't  want  to  highlight  them  all. 

MUST  REVISIT  STRUCTURE  OF  ALL  EXPENDITURES 

Mr.  Holloway.  I  think  you  have  got  to  go  in  and  revisit  that 
whole  structure  of  all  of  those  expenses  and  look  for  opportunities 
to  do  it  better  at  less  cost. 

UDC  SUBSIDY 

Mr.  Walsh.  Let  me  ask  you  this,  and  I  don't  know  how  close  you 
looked  at  UDC,  but  it  has  been  discussed  a  number  of  times  and 
I  brought  it  up  and  others  brought  it  up.  It  operates  at  a  subsidy. 
There's  an  operating  subsidy.  Is  it  conceivable  that  that  subsidy — 
this  is  a  judgment  call;  it's  sort  of  policy,  but  it's  a  numbers  thing, 
too — that  that  subsidy  could  be  used  to  make  sure  that  the  edu- 
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cation  of  those  kids,  or  adults,  whatever,  could  be  subsidized  at 
other  institutions  within  the  District  of  Columbia  or  nearby,  that 
you  could  garner  similar  benefits  in  terms  of  bringing  poor  people 
up  into  the  middle  class  through  public  education  or  private  edu- 
cation with  a  public  subsidy? 

Mr.  HOLLOWAY.  I  would  probably  offer  to  you,  and  this  is  without 
having  done  any  detailed  analysis,  that  for  the  costs  of  that  subsidy 
versus  the  costs  of  tuition  at  some  of  the  other  schools  in  the  area, 
I  think  you  would  be  hard-pressed  to  be  able,  just  through  subsidiz- 
ing the  cost  of  their  education,  to  afford  people  who  otherwise  don't 
have  the  means  to  get  an  undergraduate  education  at  any  of  the 
local  major  universities — I  mean,  keeping  in  mind  that  you  have 
some  pretty  expensive  schools  here  in  the  city. 

Mr.  Walsh.  But  you  do  have  some  community  colleges  in  Vir- 
ginia and  Maryland. 

Mr.  HOLLOWAY.  For  sure.  But  if  you  look  at  UDC— I  don't  kaiow 
and  I  am  saying  this  without  having  done  extensive  studies,  but  if 
you  just  look  at  the  size  of  the  subsidy,  I  don't  know  that  it  is 

Mr.  Walsh.  Is  it  $38  million? 

Mr.  HOLLOWAY.  It's  estimated  in  the  budget  to  be  about  40-some- 
thing.  It  has  been  hovering  around  $50  million. 

[CLERK'S  NOTE.— For  FY  1997,  the  general  fund  subsidy  to  the  University  of 
the  District  of  Columbia  is  $38,479,000;  Federal  funds  total  $11,747,000;  and  other 
funds  from  student  fees,  etc.,  total  $19,575,000  for  a  total  FY  1997  budget  of 
$69,801,000.] 

Mr.  HOLLOWAY.  But  I  think  what's  at  stake  here,  and  I  think  the 
real  issue — and  it  kind  of  goes,  at  least  in  part  to  what  Congress- 
man Serrano  said,  and  I  think  you  have  the  same  concern — it  is 
the  question  of  educating  those  that  don't  have.  I  mean,  when  you 
start  talking  about  the  subsidy,  I  think  one  of  the  things  that 
needs  to  be  looked  at  is,  is  UDC  the  most  cost-effective  way  to  do 
it?  And  I  think  the  kind  of  analysis  you  are  talking  about  is  what 
needs  to  be  done,  to  look  at  if  you  were  to  subsidize — if  you  take 
that  subsidy  out  and  apply  it  on  a  per  student  basis  and  they  went 
somewhere  else,  what  would  they  end  up  with?  And  if  the  answer 
came  back  that  it's  more  cost-effective  to  do  that,  I  think  they 
would  be — but  that's  the  kind  of  structural  review  that  I  think  has 
to  happen  and  make  that  decision  on. 

Mr.  Walsh.  And  who  should  be  doing  that? 

Mr.  HOLLOWAY.  Oh,  I  think  the  city  first,  but  the  Control  Board 
has  to  be  an  integral  part  of  that.  I  think  that's  got  to  be  on  their 
agenda.  I  hope  it's  on  the  Mayor's  agenda. 

Mr.  Walsh.  Mr.  Dixon. 

CONTROL  board's  STRATEGIC  PLAN/STATUS 

Mr.  Dixon.  Thank  you,  Mr.  Chairman.  Let  me  ask  you,  other 
than  what's  in  the  report,  what  any  of  the  staff  were  able  to  find 
out  about  the  development  of  a  strategic  plan.  I  gather  in  talking 
to  the  Board  and  the  Executive  Director,  that  it's  much  more  ad- 
vanced than  has  been  reported  here,  although  not  complete. 

Mr.  HOLLOWAY.  All  I  can  share  with  you.  Congressman,  is  just 
the  other  day  we  met  with  the  Control  Board,  the  Executive  Direc- 
tor in  particular.  And  we  asked  them  specifically,  was  it  available; 
and  if  not,  when  would  it  be?  And  they  told  us  that  they  were 
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working  on  it.  They  had  just  had  a  retreat  and  they  did  not  know 
when  it  would  be  available.  So  if,  in  fact,  it  is  advanced,  it  has  been 
advanced,  but  it  has  not  been  shared;  and  that's  certainly  their 
right  to  do  so. 

So  what  the  status  of  it  is,  certainly  the  Executive  Director 
would  be  in  a  better  position  to  tell  you.  All  we  can  report  to  you 
is  what  they  tell  us. 

[CLERK'S  NOTE.— As  of  October  9,  1996  (3  months  after  this  hearing  and  ap- 
proximately 15  months  after  the  control  board  became  operational),  the  Committee 
has  not  been  made  aware  of  the  control  boards  strategic  plan.] 

STRATEGIC  PLAN/QUESTION  OF  IMPORTANCE 

Mr.  Dixon.  Let  me  go  back  to  the  revenue  side  again. 

Well,  let  me  ask  you  first:  My  personal  view  that  I  have  shared 
with  the  Chairman  and  others  is  that  I  think  this  year  is  a  very 
critical  year  for  the  Control  Board.  I  mean,  I  personally  have  been 
satisfied  with  their  progress.  I  think  that  in  an  ideal  world  they 
could  have  done  a  better  job  on  some  things.  But  do  you  assess,  in 
looking  at  the  overall  picture  here,  that  the  strategic  plan  is  very 
important  and  is  it  very  critical  in  fiscal  year  1997  for  the  Control 
Board? 

STRATEGIC  PLAN  IMPERATIVE 

Mr.  HOLLOWAY.  I  think  when  you  have  as  many  things  on  the 
list  of  things  to  be  done  as  there  are,  it's  that  old  adage  that  vague 
objectives  get  vague  results. 

Mr.  Dixon.  I  understand. 

Mr.  HOLLOWAY.  I  think  it's  imperative  that  there  be  a  strategic 
plan  that  clearly  articulates  priority,  that  articulates  how  they  in- 
tend to  do  it,  when  they  intend  to  do  it,  and  what  the  expected  out- 
come is.  Because  if  you  don't  do  that,  with  the  vast  array  of  things 
that  they  have  to  deal  with,  invariably  what  happens  is  you  end 
up  doing  a  lot  of  little  things  but  not  much  gets  accomplished.  And 
I  think  that  for  the  purposes  of  congressional  oversight,  and  for 
that  matter,  for  their  own  purposes,  there  needs  to  be  a  clear  plan 
and  strategy  that  everybody  can  follow  and  the  control  board  can 
start  implementing. 

Mr.  Dixon.  On  the  record,  I  have  come  to  the  conclusion  that  we 
are  all  singing  from  or  playing  from  the  same  music,  but  a  problem 
has  been  that  we  have  different  styles  of  playing.  Some  people 
want  to  play  the  tune  to  a  polka.  I  would  prefer  a  jazz  instrumen- 
tal, and  Mr.  Serrano  being  a  Sinatra  fan. 

Mr.  Walsh.  He  is  not  a  polka  guy.  I  am  not  a  polka  guy. 

COMPREHENSIVE  PLAN  IS  NEEDED 

Mr.  Dixon.  The  point  is  that  for  the  18  years  I  have  been  here, 
everyone — everyone  has  said,  I  have  got  it.  This  bill  will  do  it.  I  got 
it.  All  we  need  to  do  is  this.  And  we  all  have  the  same  goal,  but 
we  are  all  grabbing  at  something  that  is  going  to  do  the  job. 

It  isn't  that  one  or  two  or  all  of  these  things  are  important,  and 
as  I  have  said  to  the  Chairman  publicly,  I  don't  want  to  do  any- 
thing anymore  until  there  is  a  very  comprehensive  plan  that  takes 
into  consideration  the  revenue  of  the  District,  the  Federal  partici- 
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pation,  what  they  are  going  to  do  in  getting  control  of  expenditures 
and  setting  priorities,  and  the  unique  community  here.  I  think  that 
for  this  Uttle  tampering  here  and  Uttle  adjustment  here  is  for 
naught. 

IMMEDIATE  CRISIS — CASH  FLOW  SITUATION 

But  it  appears  to  me  that  the  crisis,  the  immediate  crisis,  is  the 
cash  flow  situation  and  the  need  to  do  a  long-term  borrowing.  And 
it  also  appears  to  me  that  as  the  Chairman  has  expressed  a  philos- 
ophy which  I  respect,  that  the  District  has  to  demonstrate  progress, 
we,  too,  have  to  demonstrate  not  only  a  willingness,  but  develop  a 
long-term  program. 

UNFUNDED  PENSION  PLAN 

To  wit  the  administration  in  recognition  of  the  inherited  pension 
liability  sent  up  a  request  to  try  to  adjust  that,  and  I  think  the  re- 
quest v/as  for  $102  million  this  year.  We,  because  of  our  priorities, 
cut  that  back. 

Now,  I  think  your  chart  is  very  graphic  because  I  have  asked  the 
question  if  it  was  fully  funded,  and  you  have  pointed  out  to  me  in 
private  conversations  that  at  the  time  they  inherited  that,  most  of 
these  pension  plans  were  not  fully  funded,  but  all  of  a  sudden  the 
word  for  the  day  is  you  have  to  ftilly  fund  them. 

Mr.  HOLLOWAY.  That  is  correct. 

Mr.  DixON.  It  is  a  tremendous  drain. 

TWICE-A-YEAR  COLAS 

They  have  exacerbated  the  problem  by  continuing  to  fund  some- 
thing they  inherited,  and  that  is  twice  a  year  COLAs.  No  one's 
hands  are  clean  in  this,  and  everyone  is  trying  to  look  around  and 
show  how  their  hand  is  clean  and  the  other  guy's  is  dirty. 

DISTRICT  GOVERNMENT  EXPLOITS  SITUATIONS 

And  the  only  way  we  get  rid  of  that  is  to  put  ever3^hing  on  the 
table  and  look  at  it  together,  whether  it  is  the  appropriations  bill 
or  the  authorizing  bill,  whether  it  is  the  Control  Board  or  the 
Board  of  Education  or  the  city  government  that  plays  a  lot  of 
games  around  here.  They  take  a  good  hand  and  exploit  it  over  and 
above  what  it  deserves.  I  mean,  they  have  a  lot  of  legitimate  griev- 
ances, but  if  it's  a  four  bid,  they  will  bid  six  on  it. 

CASH  FLOW  PROBLEMS/DEFICIT  FINANCING 

[CLERK'S  NOTE.— See  "CLERK'S  NOTE"  on  vendor  payments  on  next  page.] 

So  back  to  my  question.  It  seems  to  me  that  in  this  report  you 
point  out  that  before  we  do  any  of  it,  or  as  we  work  on  that,  we 
have  got  to  take  care  of,  for  a  variety  of  reasons,  the  problem  of 
using  other  people's  credit,  as  I  call  it;  that  means  we  contract, 
then  stiff  them,  and  say  you  will  get  paid  next  year  when  we  cook 
the  books  for  this  year. 

But  it  seems  to  me,  notwithstanding  whether  you  agree  with  me 
or  not,  that  this  report  says  that  we  must  take  care  of  the  long- 
term  deficit  and  work  on  the  strategy  to  do  that  immediately,  not- 
withstanding the  fact  that  we  need  to  do  all  of  these  other  things. 
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Mr.  HOLLOWAY.  I  would  only  modify  that  to  say— let  me  first 
agree — I  think  the  most  immediate  thing  that  has  got  to  be  ad- 
dressed is  the  cash  position  of  the  District.  I  think  it  is  clearly  not 
prudent  business  practice  to  leave  people  unpaid  or  to  have  people 
who  have  delivered  services  and  goods  go  without  being  paid. 

[CLERK'S  NOTE.— At  a  meeting  on  October  10,  1996,  the  District's  Chief  Finan- 
cial Officer  reiterated  his  earlier  statement  that  payments  to  vendors  are  on  a  cur- 
rent basis  with  payments  being  made  within  30-45  days  after  receipt  of  an  invoice.] 

FINANCING  DEFICITS  WHILE  CONTINUING  TO  INCUR  DEFICITS  NOT 

PRUDENT 

But  the  second  piece  that  we  also  emphasize  is  that  you  have  to 
deal  with  the  structural  budgets.  I  think  it  is  equally  insane  to  do 
that  and  not  address  the  structural  issues  in  your  budget  to  ensure 
that  you  are  not  running  deficits  to  achieve  it. 

I  think — that  is  why  I  think  it  is  important  that  everything  goes 
on  the  table.  You  deal  with  the  cash  position,  and  if  perchance  it 
comes  through  long-term  borrowing,  you  make  sure  you  have  a  fi- 
nancial plan  that  can  both  finance  the  debt  service,  current  oper- 
ations, and  still  not  have  a  deficit,  and  I  don't  think  the  existing 
one  can  do  that.  I  think  you  need  to  revisit  it  either  in  the  form 
of  revenue  enhancement  or  budget  cuts  or  whatever  it  requires,  but 
I  think  those  have  got  to  be  the  priority. 

Mr.  Walsh.  Would  you  yield  for  a  second? 

Mr.  DixoN.  Sure. 

Mr.  Walsh.  Would  you  restate  what  you  just  said?  Were  you 
talking  about  this  particular  budget,  the  1997  budget;  or  were  you 
talking  about  the  4-year  plan?  What  exactly  were  you  talking 
about? 

Mr.  HOLLOWAY.  I  am  talking  about  the  4-year  plan  because  the 
context — ^you  have  to  look  at  the  fact  that  right  now  you  have  got 
to  take  care  of  the  cash  position. 

Mr.  Walsh.  What  you  are  saying  is  if  you  have  to  do  long-term 
borrowing  or  short-term  borrowing  or  meet  regular  operating  ex- 
penses, you  can't  do  it  with  that  budget? 

"foolish"  to  FINANCE  DEFICITS  WHILE  FUTURE 

BUDGETS  SHOW  DEFICITS 

Mr.  HOLLOWAY.  That  budget  is  showing  deficits,  and  I  am  saying 
it  is  foolish  to  borrow  money. 

Mr.  Walsh.  Even  though  they  are  working  toward  a  surplus? 

Mr.  HOLLOWAY.  It  is  foolish  to  borrow  money  and  run  deficits. 
That  is  just  not  practical  business  sense.  I  think — but  I  think  I 
don't  want  to  say  that  without  saying  everything  has  got  to  be  on 
the  table,  and  I  think  you  have  got  to  bring  that  together. 

[CLERK'S  NOTE.— See  pages  570-599B,  this  volume,  for  earlier  "CLERK'S 
NOTE"  concerning  use  of  long-term  borrowing  to  finance  operating  deficits  and  Dis- 
trict's previous  experience  in  borrowing  $336  million  in  FY  1991  to  finance  city's 
$331  million  accumulated  operating  deficit.] 
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SHORT-TERM  BORROWING  MAY  NOT  SOLVE  CASH  PROBLEM 

Mr.  Dixon.  Let  me  make  sure  I  understand.  My  term  of  ref- 
erence was  long-term  borrowing.  You  are  not — are  you  saying  that 
it  is  foolish  to  do  some  short-term  borrowing? 

Mr.  Hollo  WAY.  If  you  are  speaking  to  borrowing  against  the 
Federal  payment,  I  think  that  is  a— excuse  the  expression— waste 
of  time.  You  are  robbing  Peter  to  pay  Paul,  and  you  are  just  defer- 
ring the  problem.  Borrowing  short  term  against  the  Federal  pay- 
ment just  pushes  it  to  the  next  year.  I  think  that  if  you  are  talking 
about  curing  the  deficit,  it  is  going  to  require  either  raising  some 
money  otherwise  or  long-term  borrowing.  You  are  not  going  to  ac- 
complish that  because  all  pushing  it  to  next  year  does,  it  uses  up 
next  year's  money. 

Mr.  Dixon.  Let  me  put  words  in  your  mouth,  then  you  can  re- 
spond. 

Mr.  Hollo  WAY.  Please. 

Mr.  Dixon.  I  thought  I  heard  you  say,  "Congressman,  you  are 
wrong.  Before  any  long-term  borrowing  is  done,  there  has  to  be  a 
comprehensive  plan  in  place  regardless  of  whether  it  is  the  4-year 
plan  or  the  strategic  plan."  But  as  it  relates  to  short-term  borrow- 
ing, I  mean,  it  is  easy  with  an  accounting  background  to  say  that; 
however,  as  I  understand  it,  at  the  end  of  next  month  the  District 
may  be  out  of  funds.  So  what  would  you  do? 

Mr.  HOLLOWAY.  I  think  there  are  a  couple  of  things  at  issue  here, 
and  I  would  answer  you  a  couple  of  ways.  It  depends  on  what  your 
purpose  and  commitment  is.  Just  because  they  call  it  long-term 
borrowing  doesn't  mean  it  takes  a  long  time  to  get  it.  And  my  only 
point  being  that 

Mr.  Dixon.  I  don't  understand. 

Mr.  HoLLOWAY.  I  am  getting  ready  to  make  it. 

When  you  borrow  long  term,  just  like  I  talked  about  modifying 
the  1997  plan,  I  think  things  have  got  to  go  together,  which  is  to 
say  that  to  whatever  extent  you  elect  to  do  long-term  borrowmg, 
you  need  to,  as  you  say,  have  a  timetable  that  addresses  these 
other  issues  to  fix  the  structural  problems,  with  the  financial  plan 
to  ensure  that  it  can  support  that  long-term  borrowing.  If  in  the 
meanwhile  you  determine  that  it  is  going  to  take  some  time,  you 
may  have  to  do  the  little  short-term  things  that  they  are  doing,  but 
my  only  point  is  that  it  doesn't  fix  anything.  And  I  am  just  saying 
the  obvious,  I  recognize  that,  but  it  doesn't  fix  anything. 

SHOULD  HAVE  STARTED  MONTHS  AGO  TO  SOLVE  LONG-TERM 

PROBLEMS 

My  concern  is  that  has  been  the  answer  for  several  months  now, 
some  would  argue  for  several  years  now,  and  all  I  am  offering  to 
you  is  if  we  started  months  ago  trying  to  cure  the  long-term  prob- 
lems, the  structural  issues,  we  maybe  now  wouldn't  be  talking 
about  short-term  borrowing;  but  because  we  are  starting  now,  I 
think  we  have  to  continue  moving  from  period  to  period  until  we 
can  reach  a  firmer  solution. 

I  think  our  point  is,  guys,  we  have  to  put  a  firmer  solution  in 
place.  It  is  not  fair  to  anybody  on  any  side  to  continue  doing  busi- 
ness the  way  the  District  is  doing  business  right  now. 
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"politics"  is  key  to  the  solution 

Mr.  Dixon.  I  think  we  all  have  come  to  that  reality.  The  part  of 
the  equation  that  you  don't  bring  into  the  picture  is  the  fact  that 
this  is  a  political  institution,  that  we  are  dealing  with  human 
beings,  and  the  first  thing  happens  at  the  meeting  is  the  posturing. 
Then  the  second  thing  is  the  plan.  Then  the  interest  groups  come 
in  and  try  to  fine-tune  the  plan  overnight  because  something 
doesn't  meet  their  needs.  And  then  it  repeats  itself  at  the  Mayor's 
Office,  and  it  repeats  itself  at  the  City  Council,  and  then  it  is  back 
up  here. 

So  it  is  easy  for  you  to  say  2  and  2  are  4,  and  I  think  we  have 
to  work  toward  that  kind  of  discipline,  but  the  political  reality  is 
that  we  have  the  press  involved,  we  have  the  delegate  involved,  ev- 
eryone wants  to  protect  the  Home  Rule  institution,  or  at  least  most 
of  us  do,  and  that  takes  some  adjustment.  It  is  like  the  doctor  say- 
ing he  or  she  can  save  the  patient's  life,  but  they  have  to  cut  off 
all  of  the  limbs.  It  is  an  easy  decision  for  that  doctor  to  make,  but 
it  is  a  hell  of  a  decision  for  the  patient  to  make. 

Mr.  HOLLOWAY.  I  think  you  are  100  percent  right. 

Mr.  Dixon.  We  get  staff  involved,  we  get  the  firefighters  from 
Los  Angeles  involved.  Everyone  has  theirs.  So  it  is  very  simprle  to 
say  2  and  2  are  4,  and  you  ought  to  reach  4,  but  it  takes  us  politi- 
cally a  little  bit  of  time  to  reach  that. 

Mr.  HoLLOWAY.  Let  me  accept  your  admonition,  but  let  me  offer 
to  you  that  I  eat  a  lot,  and  I  am  obviously  overweight,  but  if  a  doc- 
tor said  to  me,  stop  it  or  die,  I  would  stop  it.  And  while  not  disput- 
mg  any  of  that,  and  I  think  you  are  100  percent  right,  I  think  all 
the  pieces  to  this  puzzle  have  got — I  think  you  are  right. 

Mr.  Dixon.  You  prove  my  point,  Greg.  I  can  leave  this  room  with 
you  and  take  you  downstairs  to  a  physician  that  will  tell  you  that 
you  are  overweight  and  tell  you  to  stop  it,  and  telling  me  I  am  kill- 
ing myself  by  smoking.  The  problem  is  we  are  not  listening. 

Mr.  HoLLOWAY.  Point  well  made. 

Mr.  Dixon.  That  is  what  is  happening  here  and  in  the  District. 
We  aren't  listening  to  what  is  going  on  because  we  are  positioning. 

Mr.  HOLLOWAY.  I  can  see  I  cannot  compete  with  you. 

Mr.  Dixon.  We  are  positioning  ourselves  and  not  listening  to 
what  is  really  happening. 

Mr.  Walsh.  If  you  would  yield  for  a  second. 

Just  to  take  your  analogy,  that  is  why  it  strikes  me  we  have  to 
suggest  multiple  amputations  in  order  to  get  the  fingernails  done. 

Mr.  Dixon.  Thank  you,  Mr.  Chairman. 

Mr.  Walsh.  Mr.  Serrano. 

HUMAN  IMPACT  NEEDS  TO  BE  CONSIDERED  IN  THE  SOLUTION 

Mr.  Serrano.  Very  briefly,  Mr.  Chairman,  at  the  expense  of 
soundmg  like  a  broken  record,  my  concern  is  that  a  long-term  plan, 
without  a  full  understanding  of  the  human  needs,  may  result  in 
balancing  the  books  on  the  backs  of  the  wrong  people  and  in  the 
process  doing  exactly  what  we  don't  want  to  do;  creating  a  city 
where  more  and  more  people  will  have  to  leave  because  of  a  lack 
of  services  and  a  situation  where  those  folks  hurt,  and  others  don't 
want  to  be  around  them. 
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If  that  other  city  we  kept  mentioning  did  something  right  during 
that  time  it  was  that  it  set  out  to  straighten  out  some  things.  For 
instance,  the  school  system  got  more  money  during  that  period  of 
time  than  it  had  before.  And  they  set  out  to  straighten  out  the  sub- 
way system  so  it  could  transport  3.54  million  people  a  day  through- 
out the  system. 

Now,  at  the  same  time,  we  lost  a  number  of  our  after-school  pro- 
grams. The  days  of  Bobby  Bonilla,  Martinez,  and  Randy  Ramirez 
may  be  long  gone.  Ramirez  is  an  exception  to  the  case  because  we 
won't  have  baseball  fields  in  New  York  City.  Basketball  is  another 
story.  People  are  always  playing  on  a  street  corner.  Those  pro- 
grams went  out  the  window.  The  PAL,  Police  Athletic  League,  went 
out  the  window.  And  I  remember  those  were  decisions  that  were 
made. 

That  has  a  constituency,  this  does  not.  And  the  constituency  that 
the  other  programs  had  that  stayed  in  place,  by  the  way,  was  the 
constituency  of  the  banking  community — and  I  am  not  knocking 
them — who  were  dealing  with  numbers  only. 

And  I  don't  see  yet  the  kind  of  plan  that  says,  'Tes,  we  intend 
at  the  end  of  X  period  to  balance  the  books  and  to  balance  a  budget 
and  not  to  have  a  deficit,  but  at  the  same  time  we  are  going  to  in- 
vest here,  here  and  here,  and  confuse  some  people  by  actually 
spending  more  in  this  area  than  we  ever  have  before  during  a  pe- 
riod of  cutting  back  just  to  make  that  investment  and  make  sure 
we  don't  fall  apart  in  other  areas."  Otherwise  what  you  may  have 
is  a  balanced  budget  that  serves  no  one. 

LIMITED  FUNDS  REQUIRES  SETTING  PRIORITIES 

Mr.  HOLLOWAY.  I  have  to  be  an  optimist  and  hope,  but  I  would 
share  with  you,  and  if  I  underscored  nothing  else  here,  it  would 
be — I  think  it  would  be  tragic  to  merely  balance  a  budget  and  to 
ignore  all  of  those  other  social  issues,  because  particularly  having 
come  from  the  background  that  I  do,  which  is  not  one  of  wealth  or 
other  things,  I  certainly  appreciate  the  value  of  those  kinds  of 
things  to  me  in  growing  up  and  how  they  helped  shape  me.  So  I 
certainly  can  relate  to  that,  but  unfortunately  the  difficulty  of  all 
of  this  is  that  you  can't  continue  to  do  everything. 

I  don't  know  what  the  right  things  are,  I  don't  know  what  the 
right  breaks  are,  but  I  think  when  there  is  only  a  limited  amount 
of  funds  to  deal  with,  you  have  got  to  make  adjustments  and  set 
priorities. 

I  think  you  are  right;  to  make  those  adjustments  without  careful 
consideration  and  deliberation  of  the  impact  of  the  many  things 
you  have  spoken  to  would  be  tragic,  and  I  would  hope  when  we 
look  back  at  D.C.,  we  would  be  able  to  say  we  did  both.  And  the 
optimist  in  me  says  you  can  do  both;  that  is,  through  careful  con- 
sideration, through  cutting  out  fat  where  it  is  not  needed,  and  that 
is  through  being  mindful  of  those  other  goals  as  you  move  through 
the  numbers. 

Yes,  I  am  an  accountant,  but  I  am  a  person,  too,  and  both  of 
those  matter  to  me,  and  I  think  they  are  both  equally  critical. 
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CITIES  EVERYWHERE  ARE  SETTING  PRIORITIES  BECAUSE  OF  LIMITED 

FUNDS 

Mr.  Walsh.  The  fact  of  the  matter  is  that  cities  all  over  the 
country  and  all  over  the  world  are  doing  it  every  day.  As  a  matter 
of  fact,  there  are  just  a  few  that  aren't.  We  just  happen  to  be  in- 
volved with  one  that  isn't  doing  it  right  now,  and  I  think  we  can. 

MAYOR  SHARON  DIXON  HAD  SAME  PROBLEM  4  YEARS  AGO 

But  I  would  remind  everybody  that  5  years  ago  when  Mayor 
Sharon  Pratt  Dixon  came  in,  she  was  looking  for  $320  million.  She 
said,  "Let  us  make  this  one-time  short-term  borrowing,  give  us  an 
additional  Federal  payment,  and  all  the  problems  will  be  solved." 

MAYOR  BARRY  COMES  AGAIN  WITH  THE  SAME  PROBLEM 

Four  year  later  Mayor  Barry  comes  in,  and  he  says,  '*We  have 
a  $722  million  hole  in  this  budget,  and  we  are  going  to  put  this 
miracle  budget  together." 

CONGRESS  SAID:  YOU  ARE  NOT  GOING  TO  OVERSPEND 

This  Committee  and  the  Congress  said,  "You  are  not  going  to 
overspend,  you  are  not  going  to  overspend,  you  are  not  going  to 
overspend." 

NEED  TO  BALANCE  THE  BUDGET  QUICKLY 

That  $722  million  hole  went  down  over  $650  million  just  by  ex- 
hibiting some  discipline  from  us,  from  the  Mayor,  from  the  City 
Council,  and  we  are  going  to  be  right  back  where  we  started  4 
years  ago  if  we  don't  make  the  hard  decisions  and  get  this  budget 
balanced  as  quickly  as  possible.  I  don't  know  how  quickly  it  is  pos- 
sible to  do  it.  Maybe  we  do  have  to  do  some  borrowing.  I  certainly 
don't  advocate  that,  but  I  am  a  realist,  and  this  process,  if  nothing 
else,  is  real. 

CANNOT  BORROW  OUR  WAY  TO  PROSPERITY 

But  we  cannot  continue  to  borrow  our  way  to  prosperity.  It 
doesn't  work.  We  shouldn't  do  it. 

Mr.  HOLLOWAY.  I  would  100  percent  agree  with  you. 

Mr.  Walsh.  I  know  you  do,  and  I  appreciate  what  you  said  be- 
cause it  is  important  what  you  said,  and  I  think  it  makes  the  case 
that  we  really  have  to  make  the  hard  decisions  now,  because  I  be- 
lieve that  if  we  do  it  now,  the  sooner  the  city  gets  a  balanced  budg- 
et, the  sooner  it  begins  to  be  creative  and  progressive  and  thought- 
ful again  about  planning  its  future  for  its  constituents  and  its  peo- 
ple. You  are  never  going  to  be  able  to  plan  ahead  until  the  books 
are  balanced  and  you  have  a  plan  in  place,  and  everybody  knows 
what  the  game  plan  is. 

And  I  will  go  back  to  the  street  replacement  cycle,  sewer  replace- 
ment cycle,  water  line  replacement  cycle,  all  of  those  things  in  the 
life  of  the  city,  those  are  the  arteries.  That  is  what  makes  it  func- 
tion, and  you  have  to  fix  them  and  keep  them  in  good  repair,  and 
you  can't  if  we  don't  get  this  problem  resolved. 
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So  thank  you  very  much  for  your  testimony  and  all  of  the  hard 
work  you  did. 

CORRECTION  TO  GAO  TESTIMONY/CONTROL  BOARD  BORROWING 

AUTHORITY 

Mr.  HOLLOWAY.  I  have  one  parting  comment.  One  of  the  things 
I  wanted  to  correct  is  on  page  28  of  the  testimony.  There  is  a  state- 
ment in  there  that  says,  "However,  the  Authority  could  borrow 
funds  immediately  and  does  not  have  any  legislative  restraints  on 
its  borrowing  authority."  That  is  not  correct.  They,  in  fact,  do,  and 
they  are  comparable  to  those  of  the  District.  I  say  that  only  to  ac- 
knowledge my  one  mistake  of  this  year.  I  promise  not  to  make  an- 
other. I  would  like  to  note  that  for  the  record. 

Mr.  Walsh.  We  will  note  that  and  make  sure  it  is  corrected  for 
the  record. 

CONCLUSION  OF  HEARING 

I  want  to  congratulate  the  subcommittee  for  finishing  ahead  of 
time  for  the  first  time  since  I  have  been  chairman. 

SUBCOMMITTEE  MARKUP  SCHEDULE 

Our  subcommittee  is  to  mark  up  the  bill  Thursday,  July  11th, 
after  a  number  of  preliminary  meetings  tomorrow;  go  to  the  full 
committee  the  following  Thursday,  on  July  18th;  and  the  House 
Floor  on  Tuesday,  July  23rd.  We  don't  have  a  time  set  for  our 
Thursday  markup  because  of  other  committee  business  and  other 
House  Floor  activity  on  our  appropriations  bill.  We  should  know  by 
tomorrow  and  we  will  call  all  the  Members'  offices  with  the  sched- 
uled time.  The  subcommittee  is  adjourned  subject  to  the  call  of  the 
Chair. 


859 
[See  "CLERICS  NOTE"  on  page  759,  this  volume.) 

[See  "Clerk's  Note"  on  page  (3  of  TSCPT).] 


UVWWTON.  tOWAWA.  ClirMMlll 


(Tongrtss  of  the  Bnital  States 

lunut  of  KeprcBcntadocB 
£flinniitttt  on  Sppropriations 
Washington,  BC  20515-6015 

April  25,  1996 


Honoredsle  Charles  A.  Bowsher 
Comptroller  General 
U.S.  General  Accounting  Office 
441  G  Street, -N.W. 
Washington,  D.C.  20548 

Dear  Mr.  Bowsher: 

Our  Committee  plans  to  conduct  several  hearings  soon  on  th# 
financial  condition  of  the  District  of  Columbia  government.  W« 
would  like  the  assistance  of  GAG  in  providing  information  regarding 
a  variety  of  issues.  These  issues  are  listed,  along  with  the 
detailed  information  required,  in  the  attached  appendices. 

As  you  know,  the  newly  created  D.C.  Finamcial  Authority  will  be  a 
key  contributor  to  our  efforts  to  resolve  the  financial  «md 
management  problems  facing  the  District  government.  We  are 
rec[uesting,  as  part  of  the  attached  list,  that  GAO  review  and 
evaluate  the  plans  and  progress  of  the  Authority  since  its 
inception.  The  Congress  and  the  Authority,  amd  I  am  sure  GAG  as 
well,  wauit  the  Authority  to  succeed  in  its  efforts  to  remedy  the 
District's  fiscal  crisis  as  quickly  as  possible.  Accordingly,  we 
would  like  GAO  to  appraise  how  the  Authority  is  on  course  to 
achieve  that  objective. 

Time  is  a  precious  coamodity  that  is  costing  the  people  of  this 
District  a  great  deal  of  money  amd  an  improved  quality  of  life.  We 
have  no  tioMi  Co  afford  in  making  any  false  starts  in  our  efforts  to 
in^rove  th*- conditions  in  this  City.  We  expect  that  each  one  of  us 
must  provide  whatever  assistance  vre  can  to  bring  financial 
responsibility  and  management  accountability  to  the  Nation's 
Capital  so  that  this  great  City  can  b«  the  gem  it  ought  to  be. 
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Honorable  Charles  A.  Bowsher 
April  26,  1996 
Page  2 

Please  contact  me  or  Migo  Miconi  of  my  staff  with  any  questions  you 
may  have  regarding  this  request . 

Sipcprely,  . 


Jam&a-T.    Walsh 
Chairman 

Stujcommittee  on  District  of 
Columbia  Appropriations 


Enclosures 
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Appendix  A  Appendix  A 

Raquas 1 1  Review  and  evaluate  the  performance  of  the  D.C.  Finanria^ 
Reaponaibilitv  and  Management  Assistance  Authority  ainrg 
its  inception.  April  17.  1995 

As  part  of  GAO's  complete  independent  review  and  evaluation  process 
of  the  Authority,  please  also  include  the  following: 

1.  An  evaluation  of  the  responses  made  October  23,  1995  by  the 
Authority  to  the  Committee's  "Questions  for  the  Record"  (see 
attachment  A) . 

2.  A  comparison  of  the  D.C.  Authority  with  other  Authorities  or 
Control  Boards  with  regard  to,  among  other  things: 

a)  a  strategic  plan  with  measurable  goals  and  expected  dates 
of  completion  of  "must",  "should"  and  "ought  to  do" 
items; 

b)  eui  orgamization  chart; 

c)  size  of  staff; 

d)  job  descriptions  of  all  personnel; 

e)  written  policies  auid  procedures  with  regard  to  personnel 
and  organizational  structure,  operating  procedures  and 
accounting  procedures,  especially  written  procedures 
pertaining  to  monies  entrusted  to  the  Authority  for 
express  purposes,  such  as  payments  to  vendors,  escrows 
for  specific  purposes,  etc.  Were  separate  accounts 
created  for  the  separate  express  purposes  of  the  funds? 
Were  the  accounts  interest -bearing?  Who  has  check 
writing  authority?  Up  to  what  amounts? 

f)  the  use  of  express  powers,  such  as  drafting  recommended 
legislation  to  enforce  recommendations  of  the  Authority, 
e.g.  suspension  of  personnel  laws  to  facilitate  hiring 
and/or  firing  of  selected  personnel  to  expedite 
resolution  of  the  financial  and  management  crisis  in  the 
respective  cities;  voiding  existing  contracts;  and 
renegotiating  labor  contracts,  etc.  What  actions  were 
taJcen  by  the  respective  Authorities  and  Boards? 

g)  the  time  period  the  Authorities  or  Control  Boards  were  in 
control  (the  "control  period")  to  remedy  the  financial 
auid  management  problems; 

h)  how  soon  after  the  Authority  or  Board  was  created  did  it 
get  involved  in  a  true  control  function  or  capacity,  i.e. 
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reduce  the  number  of  personnel,  renegotiate  labor 
contracts,  improve  basic  services  such  as  trash  or  snow 
removal,  restructure  the  education  system,  redeploy 
police  and  fire  fighters,  etc. 

i)  how  long  did  it  take  to  balance  the  budgets,  and  the 
mcwiner  in  which  they  did  it,  i.e.  did  they  increase 
revenue  and/or  reduce  expenditures?  (Please  provide  the 
proportions  of  each  technique  used.) 

j )  how  soon  after  the  Authorities  euid  Boards  were  created 
did  they  borrow  money  for  the  troubled  entity?  What 
sources  were  used  to  obtain  the  finamcing  -  financial 
markets,  pension  funds,  other?  How  much  was  borrowed 
(amount,  as  well  as  percentage  of  general  fund  operating 
budget) ;  for  what  purpose;  and  for  what  period  of  time? 

k)  the  actions  taken  when  recommendations  to  the  troubled 
entity  were  not  implemented?  How  long  a  period  of  time 
elapsed  for  implementation  actions  before  action  was 
taken  to  insure  implementation? 

1)  the  use  of  recommendations  of  other  groups  that  had 
previously  studied  the  troubled  entity  s  problems?  Did 
the  other  Authorities  or  Boards  use  solely  their  own 
recommendations  based  on  their  own  studies?  Please 
compare  the  D.C.  Authority's  recommendations  with  those 
from  other  numerous  studies  that  have  been  conducted  over 
recent  years,  e.g.  Rivlin  Commission  Report,  Mayor's 
Transition  Team  report.  City  Auditor  and  Inspector 
General  reports,  etc.  Please  obtain  detailed 
explanations  from  the  D.C.  Authority  as  to  why  any  of  the 
other  groups'  recommendations  were  not  carried  forward  in 
the  Authority' s  recommendations  as  a  means  toward 
resolving  the  District's  financial  and  management 
problems. 

m)  the  use  of  outside  consultants  as  a  swat  team  approach 
toward  resolving  problems  on  eui  immediate  basis,  such  as 
police  and  fire  fighter  deployment,  trash  and  snow 
removal,  education  reform,  etc. 

n)  the  reaction  toward  demonstrators  when  recommendations 
were  challenged  publicly; 

o)  enforcement  procedures  established  amd  carried  out  v/hen 
violations  were  noted,  especially  amti-def iciency 
violations  under  the  troubled  entity's  local 
jurisdiction; 

p)  at  what  point  in  time  were  better,  more  reliable  numbers 
were  availaJsle  to  make  better  memagement  decisions? 


863 


q)    at  what  point  in  time  was  a  new  financial  management 

system  (FMS)  purchased  (if  at  all)  and  installed  to  aid 

in   the   resolution  of   the  entity's   financial   and 
management  problems? 

r)  at  what  point  in  time  were  improvements  noted  in  the 
entity's  finamcial  management  and  delivery  of  services 
after  creation  of  the  Authorities  or  Boards? 

s)  how  much,  proportionally  speaking,  did  the  Authorities  or 
Boards  cut  expenditures  verses  increasing  revenues  in  an 
attempt  to  balance  the  entity's  budget? 

t)  whether  or  not  and  when  the  entity  was  put  into 
receivership,  either  in  its  entirety  or  just  portions  of 
the  entity's  operations; 

v)  when,  how  and  by  how  much  per  capita  costs  of  services 
were,  reduced,  if  at  all; 

w)  what,  how  amd  in  what  time  frame  were  services 
privatized; 

x)  how  cuid  when  the  Authorities  ouid  Boards  were  measured 
regarding  their  performamce  and  effectiveness;  provide 
examples  if  available; 

y)  how  and  when  the  Authorities  or  Boards  helped  bring  back 
businesses  to  the  troubled  entity's  jurisdiction; 

z)  the  extent  to  which  the  Authorities  or  Boards  performed 
as  a: 

-  line  function  within  the  entity's  jurisdiction 

-  legislative  body 

-  assistant  to  the  Mayor/City  Manager/CFO 

aa)  the  extent  to  which  the  Authorities  became  involved  with 
the  local  coonnunity  through  "Town  Meetings,"  attending 
local  civic  organization  meetings,  etc. 

bb)  the  extent  to  which  certain  operations  of  the  troubled 
entity  were  under  Court  orders;  and 

cc)  chatnges  made  to  the  enabling  legislation  of  the 
Authorities  or  Boards. 

Assess  the  time  it  took  to  complete  the  accounts  payable 
baseline  study  requested  by  Congress  (see  attachment  B) . 
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4.  Assess  the  lost  opportunities  the  Authority  had  available  to 
help  the  District  in  a  time  of  financial  or  service  crisis, 
e.g.  at  the  time  of  the  1996  blizzard  could  the  Authority  have 
made  a  public  announcement  to  the  reluctant  vendors  who  could 
have  helped  the  District  plow  ouc  from  under  the  snow  that  the 
Authority  would  pay  the  vendors  who  were  owed  for  back 
services  and  would  pay  them  on  a  current  basis  when  the 
vendors  plowed  the  snow  for  the  District?  Could  the  Authority 
have  paid  the  vendors  out  of  funds  the  Authority  held  for 
vendors  at  that  time  or  from  other  funds  available  to  the 
Authority? 

5.  Assess  the  work  being  done,  if  any,  on  separating  state  and 
city  functions  which  the  District  government  performs,  and 
plans  to  federalize  selected  state  functions. 

6 .  Please  provide  whatever  guidance  GAO  can  to  Congress  regarding 
what  the  priorities  of  the  Authority  ought  to  be  and  related 
timetables  for  completion,  i.e.  immediately,  near  term  and 
long  term. 
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[CLERK'S  NOTE.— See  question  No.  1  on  page  861,  this  volume] 

Attachment  A 

DISTRICT  OF  COLUMBIA 
FINANCIAL  RESPONSIBILITY  AND 
MANAGEMENT  ASSISTANCE  AUTHORITY 

One  Thomai  CIrcJe,  NW  Suite  900 
Washington,  DC  20005 

FAX      COVER      SHEET 

DATE:         October  23.  1995  time:  3.51  PM 

TO:  MegO  PHONE:       PAX: 

FROM:         MarkGoMstein  PHONE:       202-512-3400 

FAX:  202-512-3431 

RC:       Responses  for  the  Record 

CC; 

Number  of  pages  including  cover  sheet 

Sorry  these  are  late.  Call  me  if  you  have  any  questions.  Thanks. 
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RESPONSES  FOR  THE  RECORD 

From  Or.  Andrew  F.  Brimmer,  Chairman 

Oiatrict  of  Columbia  Financial  Raaponaibility 

and  Manag«m«nt  Asals<ane«  Auttiority 

Hearing  Before  the  Subcommittee  on  the  District  of  Columbia 

Commrttee  on  Appropnations,  US  House  of  Representatives 

July  19,  1995 

Do  you  have  an  organization  chart  of  the  Board's  stafP  Pfeasa  provide  a  copy  for 
the  record. 

The  Executive  Director  has  not  established  a  formal  organization  chart  of  the  staff 
and  does  not  believe  such  a  chart  would  adequately  reflect  the  Authonty's  working  . 
environment.  The  Authority  has  four  broad  operational  functions,  including  legal, 
financial,  management,  and  administrative  area*.  Sp«afic  duties  and  projects  will 
be  handled  by  a  variety  of  staff  in  all  of  these  bnsad  general  areas.  The  Authority 
intends  that  most  issues  will  be  addressed  by  multWisciplinary  teams  providing  a 
holistic  approach  to  problem-solving. 

Do  you  have  job  descriptions  of  each  staff  position  with  sa/ary  ranges?  Pteas^ 
provide  a  copy  for  the  record. 

We  do  not  have  specific  job  descriptions  for  positions,  nor  do  we  plan  to  have  such 
descriptions   The  Authority  seeks  employaes  with  skills  in  critlcaJ  thinking,  analytical 
ability  and  the  capacity  to  maintain  successful  professionaj  .-elationships.  These 
individuals  also  need  to  have  a  strong  commitment  to  improving  the  District 

We  t)elieve  the  Boaniv^  given  considerabh  power  inPfk:  1^10^^ 

enabling  legrsiabon  of  the  Authority.  1^ ''''*«^»«' '^^ '**''*,*';;^^ 
Mayor  andC/fy  Council  and  enact  Us  own  legislation  with  the  consent  ofCongress 
(Z.  207(c))   Are  you  prepared  to  use  it?  Do  you  envision  that  a^T^^f^^" 
^^yhaJtous0it?lfyes.onwhat>ssue{s)?  ^  ««'"^'  <^  ^fr^SS.  !l.no 
,s»ie*.  mmg  (and  hiring)  certain  personnel.  <=o^^^>^';;^J^^^^ 
some  Of  wanasingnKn  control  over  the  day-to^ylfns;ncial  operations  of  the 

Distriix  ptrticulartyifno  Chief  Financial  Officer  (CFO)  is  m  place. 

At  this  point  in  time,  it «  premature  to  d^"'^*«:j[:*^ 

•xercisTrts  authority  under  S«*on  207(c).  In  recent  '-^^^ jj^  ^^^ 

extremely  active  on  a  variety  of  fronts  including  recommended  reductions  .n  Dmtna 
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personnel,  working  with  the  Distnct  to  address  its  cash  needs,  and  questroning 
leases  for  office  space.  The  Authontys  hope  is  that  all  actions  and 
recomm^ationa  wM  be  implemented  by  the  District.  Decisions  on  how  and  whwi 
to  use  the  powera  m  Section  207(c)  will  be  made  on  a  case-by-case  basis. 

How  much  tim«wtHyoube  allowmg  the  District  govwnimnt  to  remedy  tfierr  financial 
and  management  problems  ttefbre  you  get  invotved? 

The  Authority  is  already  involved,  as  noted  in  the  response  to  Question  4. 

What  do  you  plan  to  do  if  the  District  does  not  act  to  reduce  the  fiscal  year  7996 
budget  by  5. 600  FTBs.  or  achieve  the  $70  milUon  of  management  initiatives?  What 
do  you  plan  to  do  if  they  do  not  comply  wtth  the  other  recommendations  you  made 
with  the  budget  you  sut)mitted  to  them  a  few  days  ago?  Please  be  as  specHfc  as 
you  can. 

The  Board  made  12  recommendations  to  the  District  government  reganXng  Us  fiscat 
year  1996  budget:  do  tttese  1 2  recommendaUona  represent  the  fuU  extent  of  the 
Districfs budget probiems.  andvriRthese  12raGommendalionaputthemontheromd 
to  a  fully  b^anced  budget  by  I999f  If  no,  then  wfMf  are  ttta  other 
recommendations,  and  why  were  they  not  inckjded  wHh  the  other  12?  If  yea,  do  you 
beliave  the  Congress  may  have  overstated  the  problems  fadng  the  Disbict,  andmay 
have  over  reacted  in  passing  the  Control  Board  legislation? 

As  we  started  in  our  response  to  Quetttort  4,  we  hope  that  the  District  implements 
our  recommendations.  As  the  Subcommittee  noted  in  Question  4.  the  Authority  has 
sut>stanti«l  power  to  take  actions  to  address  unmet  recommendetions.  It  is 
premature  at  this  time  to  ouUne  the  specific  instances  in  which  the  Authority  wiO 
take  direct  action. 

The  Authority's  raconwnertdatiorM  are  just  the  beginning  of  a  long  process  for 
strengthening  financial  staMXy  artd  service  delivery  in  the  DistricL  A  number  of  the 
Authority's  racommandalions  are  desigrwd  to  eBcit  additional  information  needed 
for  analysis  and  proMam  identifcstion.  In  addition,  the  Authority  plans  to  ««ork  vMth 
the  District  to  dawelap  the  Rnancial  Plan  and  Budget.  These  documents  wM 
provide  a  stralagic  MuapfM  for  improving  the  Oistricrs  financial  and  program 
managamant  capaoty. 

What  do  you  pl^  to  do  to  get  better  numbers  ffomiheDlstriet  government. 
espedafyfanindapendarftCFOisnotinplaceforsomotime?  \MK  you  contract 
out  special  teema  of  aeeountanta  to  gather  bettor  numbers? 
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Are  you  familiar  mth  the  Apnl  30.  1995  baseline  dosing  of  the  distnct's  cash 
balance,  accounts  payable,  obligations,  and  fund  balances  that  I  and  Senator 
Jeffords  requested?  To  our  knowledge,  the  closing  still  has  not  been  done.  The 
purpose  of  the  request  was  to  obtain  better  numbers  from  the  District  government  so 
that  we  could  better  evaluate  the  budget  requests  submitted  by  the  District  and 
better  appraise  the  District's  financial  condition    The  closing  would  also  have  helped 
the  U  S  Treasury  determine  just  how  much  money  the  District  really  needs  and  how 
the  DIstnct  would  be  able  to  pay  it  back.  Do  you  know  on  what  basis  the  U  S 
Treasury  did  lend  money  to  the  District  without  knowing  what  the  District's  real  cash 
position  is,  and  how  much  the  District  really  owes.  ie.  how  did  Treasury  know  how 
much  cash  the  District  government  really  needed?  Can  you  shed  some  light  on  this 
for  us? 

A  number  of  the  recommendations  we  made  regarding  the  District's  budget  invo<ved 
the  need  for  more  information.  We  plan  to  work  with  the  District  to  help  develop  this 
data.  We  are  also  helping  the  District  to  contract  for  a  baseline  closing.  A  Request 
for  Proposal  (RFP)  was  prepared,  notice  of  the  work  was  printed  in  the  Washington 
Post,  and  proposals  were  received.  This  work  will  be  done  by  the  sarrw  firm  thaS 
audits  the  District's  fiscal  year  1995  financial  statements. 

The  Genera)  Accounting  Office  (GAO)  worked  with  th«  District  and  the  U.S. 
Department  of  the  Treasury  on  this  toan.  GAO's  methodology  was  outlined  in  its 
statement  before  the  Subcommittee  on  June  21,1  ^S. 

7       Is  the  fiscal  year  budget  realist?  What  changes  did  you  make  to  the  budget? 

Did  the  budget  include  nonappropriated  as  well  as  appropriated  revenue?  The 
$335.4  millnn  FY  1994  audited  defkat  consists  of  $1 16.8  millkin  in  the  appropriated 
category  and  $218. 6  million  or  almost  twkxi  es  much  in  me  nonsppr^priated 
category.  (P.L  104-8,  sec.  301  (a)(1)(A)  redefines  District  revenues  to  include  all 
funds  derived  from  taxes,  fees,  charges,  miscellaneous  receipts,  etc.  which 
heretofore  had  been  excluded  from  me  Districts  budget  submitted  to  Congress.) 

Because  of  the  lack  of  infbrmation.  particuiarly  regarding  the  assumptions  used  in 
formulating  the  budget,  the  Authority  cannot  adequately  determine  whether  or  not 
the  District's  fiscal  year  1 996  budget  is  realistic.  The  recommendations  we  made  to 
the  budg«l  incJuded  a<^ustiT»ents  to  FTE's  with  resulting  dollar  changes,  and 
adjustments  made  because  of  undefined  management  initiatNes.  Thwe 
adjustments  are  explains!  in  our  report  on  the  budget  that  we  submi^  to  the 
Subcommittee  on  August  15.  1995.  The  Districfs  fiscal  year  ^ 98®  budget  does 
include  expenditures  from  all  funds,  but  it  does  not  include  a  breakdown  of  these 
expenditures  by  object  class. 
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8. 


Win  (he  Board  concentrate  on  the  revenue  side  of  the  financial  cnsis  equation  or  the 
expenditure  side?  Or  both''  Which  will  receive  the  most  pnonty  and  resources^ 
Will  increasing  taxes  be  a  near  term  revenue  consideration? 

The  Authority  will  look  at  all  facets  of  the  District's  financial  condition.  Initially  we  will 
focus  on  expenditures,  but  we  also  plan  to  assess  the  level  and  source  of  revenues 

9         Do  you  envision  the  Board  issuing  bonds  in  the  near  future?  If  yes.  when,  why  and 
how  much? 

Not  at  this  time. 

10.  Do  you  think  that  the  District  would  ever  de  put  into  receivership?  If  yes. 
under  what  conditions  do  you  think  that  would  happen? 

The  Authority  plans  to  continue  to  work  with  the  District  to  address  its  problems.  We 
do  not  anticipate  that  the  entire  Disthct  would  be  placed  into  a  receivership. 

11.  Do  you  have  a  strategic  plan,  with  a  misskjn  statement,  specific  measurable 
objectives,  strategies  to  be  folkjwed  to  achieve  tttose  ob/ectives,  with  timetables  for 
completion,  and  procedures  to  measure  the  performance  of  the  Board's  Executive 
staff  and  Director?  May  we  have  a  copy? 

The  Authonty  is  cunwitly  developing  a  strategic  plan  that  has  measurable 
objectives.  We  expect  to  periodically  report  on  the  status  of  our  progress  in  meeting 
our  objectives.  We  wiH  provide  ttie  subcommittee  with  a  copy  of  the  plan  when  it  is 
completed. 

12.  What  do  you  see  as  your  mission,  and  wtten  do  you  anticipate  achieving  that 
missmn?  Are  there  things  you  wiH  want  to  achieve  immediately,  some  in  the  near 
tenn,  while  others  may  b9  accomplished  in  the  longer  term?  Do  you  have  a  list  of 
"must',  'shouki',  and  'nice  to  do'  type  issues  devehped  yet?  What  are  some  of 
those  items  and  what  is  the  timetable  for  each  of  ttmm?  Are  they  in  any  particular 
priority  ordar  within  each  grouping? 

The  miuion  of  th«  Authonty  is  stipulated  in  Public  Law  104-8.  As  noted  in  the 
response  to  Question  12,  we  are  currently  developing  a  strategic  plan  that  will 
pnoritize  our  goals  and  objectives.  After  wortdng  with  the  District  and  the  Congress 
on  the  fiscal  year  1996  budget  the  Authority  s  principal  task  is  to  assist  the  Distnct 
in  developing  its  four-year  financial  plan  and  budget,  which  must  be  completed  by 
February  1,  1996 
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13.  Do  you  have  a  plan  to  improve  the  services  of  the  District,  e.g.  trash  collection 
police  protection,  recycling,  foster  case,  housing,  and  education'^  According  to  P  L 
104-8,  S9C  207(a),  the  Authority  may  submit  recommendations  to  promote  service 
delivery  efficiency  of  the  District  government.  Is  there  a  plan  and  a  timetable  to 
study  and  make  meaningful  recommendations  in  these  important  areas? 

The  Authority  has  already  begun  to  address  the  issue  of  improved  services  to 
Distnct  crtizens    Not  only  is  this  a  cntical  part  of  our  mission,  as  stipulated  in  PL. 
1 04-8,  but  Members  of  the  Authority  see  this  a  key  indicator  of  ttie  Authority's 
success    In  our  July  15  recommendations  to  the  District,  we  inciuded  a 
recommendation  for  the  Distnct  to  develop  pilot  performance  management  projects 
in  the  Departments  of  Public  Works  and  Administrative  Services,  and  in  the  Office  of 
Personnel.  The  Distnct  has  already  initiated  some  restilts-ofiented  management 
projects  in  these  offices.  We  plan  to  recomnnend  expansion  of  results-oriented 
management  pnnciples  to  other  District  agencies  and  departments.  AddittonaKy,  we 
plan  to  recoinmend  that  the  District  include  key  results-oriented  outcomes  and 
outputs  in  its  four-year  financial  plan  ar«j  budget 

14.  Have  you  contacted  anyone  in  the  District  regarding  how  City  management 
will  take  some  actksns  to  improve  the  attitude  and  disdpHne  City  emptoyees 
for  them  to  be  responsible,  accountable,  courtecas  and  responsive?  Will  you 
have  any  hand  in  the  improvement  (^personnel  trairmg  and  profhiency,  the 
adjustment  of  staffing  levels,  and  the  Improvement  of  training  and 
performance  of  management  and  supervisory  personnel?'  {PER  P.L  104-9, 
sec.  207(a)(10))  If  yes.  how  end  when? 

We  plan  to  monitor  and  recodvnend  appropriate  actions  in  a  variety  of  personnel 
areas.  For  example,  we  will  nrtonitor  implementatk)n  of  our  personnel  reduction 
recommendations.  !n  addition,  a  key  part  of  our  responsibilitiee  involvee  assessing 
and  approving  all  labor  corttracts.  We  are  devetoping  a  strategy  for  assessing  not 
only  Indivklual  labor  contracts,  but  also  the  District's  entire  Mwr  management 
process.  Although  a  key  to  good  customer  servkx  is  the  att&udo  of  the  emphsyees, 
frequently  the  processes  atoo  impede  good  service.   As  we  noted  in  our  August  1 5. 
1 995  rgport  to  Congress,  the  District  has  many  qualified  efTipk)yees  who  are  woriung 
hard  eveiy  day  to  deflver  services  to  District  resklente.  However,  many  of  the 
processes  for  carrying  out  these  programs  are  ineffective  and  service  delivery 
suffers  no  matter  how  hard  employees  work. 

1 5.  What  do  you  envision  will  6e  different  in  the  District  a  year  from  today,  i  e.  what 
difference  will  the  Bo«rd  make? 
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The  Authonty  has  already  made  a  difference.  The  Authonty  has  recommended 
personnel  reductions,  helped  the  Distnct  obtain  needed  cash,  and  has  questioned  a 
key  proposed  lease   Authonty  staff  are  working  every  day  with  staff  of  the  executive 
and  legislative  parts  of  the  District  govemrnent  to  address  the  0«trict's  finanoal  and 
management  problems. 

1 6.       How  and  when  will  you  be  taking  action  regarding  the  Distncfs  high  per  capita  costs 
of  the  ser/ices  it  provides? 

As  we  noted  in  our  response  to  Question  14,  we  have  recommended  that  the 
District  develop  pilot  perforniance  management  projects  in  order  to  deliver  more 
effective  services    A  key  part  of  this  process  will  be  the  identification  of  berKhmarks 
based  on  ttie  experiences  of  other  jurisdictions.  Costs  will  be  systematically 
assessed  as  a  part  of  this  process. 

1 7       \M78t  do  you  expect  to  do  to  foster  privatization  of  service  activities  in  the 
District? 

In  response  to  our  recommendations  to  reduce  personnel,  the  District  has  proposed 
a  number  of  privatization  initiatives,  including  one  proposal  involving  nearly  900 
employees  in  the  Public  Schools  in  food  services  and  security.  The  Authority 
cautions  that  pnvatization  simply  to  transfer  personnel  off  the  District  payroll  may  not 
be  wise.  Privatization  initiatives  must  make  business  sense  before  they  are 
pursued.  The  Authority  will  work  with  the  District  to  identify  appropriate  initiatives. 

18.  \Miat  do  you  think  ought  to  be  done  about  tfte  state  functions  whhh  the 
Distnct  now  provides?  If  you  believe  some  ought  to  be  turned  over  to  the 
federal  govemmenf,  which  ones  are  they?  Have  you  give  any  thought  on 
how  and  when  this  wouki  be  done? 

This  analysis  is  central  to  the  four-year  financial  plan  and  budget  due  on  February 
1 ,  1 996.  The  Authority  will  examine  a  variety  of  proposals  and  recommend  those 
that  make  financial  sense  and  result  in  improved  servioes. 

1 9.  What  ai9  your  goals  and  objectives  for  the  Board,  and  how  (and  wtten)  wiH 
you  (and  we)  know  when  you  have  achieved  them,  i.e.  how  wiU  you  (and  we) 
know  if  and  when  the  legislation  enacted  this  year  is  being  suceesshil? 
Please  limit  your  response  to  quantifiable  and  measurable  goals,  ig.  per 
capita  costs  of  all  District  services  overall  wiH  have  been  reduced  25%  or  are 
no  greater  than  20%  of  other  tocal  junsdKtkins,  the  cost  of  senoces  privatized 
have  been  reduced  by  25%,  customer  surveys  say  tfiaf  75%  of  the  customers 
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an  satisfied  wtth  such  services  as  trash  collection,  police  protection,  safety  m 
the  schools,  etc 

See  response  to  Question  12. 

20  What  performance  measures  will  the  Board  be  setting  for  City  employees  as 
part  of  the  Board's  responsibility  to  provide  'Management  Assistance'  to  the 
Distnct'> 

The  Authonty  will  look  at  performance  measures  in  several  ways.  Two  examples 
are    ( 1 )  the  deveiopnfient  of  performance  management  pilot  projects  may  include 
Individual  performance  measures  that  relate  to  organi^atioriai  performance 
measures,  and:  (2)  as  a  part  of  our  review  of  labor  contracts,  we  will  assess  Vne 
feasibility  of  including  productivity  indicators  in  labor  contracts. 

21  How  will  the  Board  tie  helping  the  District  improve  its  schools,  crime  on  the 
streets  (dnigs,  etc.).  and  bring  middle  dass  families  and  businesses  beck  into 
the  District''  How  will  the  Board  affect  foster  care  services  and  aid  for 
dependent  children? 

The  Authonty's  mission  wiH  not  be  fulfilled  If  we  simpFy  balance  the  budget  and 
improve  the  District's  fiscal  condition.  A  critical  part  oX  the  Authority's  responsibilitiee 
is  to  improve  the  delivery  of  services. 

22.  Which  of  the  fdilowing  roles  do  you  perceive  the  Board  wHI  play  in  its  dealings 
will  the  District  government: 

0  line  function? 

o  assistarKe  to  the  Mayor? 

0  legislative? 

0  other ? 

0  all  or  none  of  the  above? 

We  wilt  assist,  oversee,  and,  if  necessary,  direct  the  OMhct  government  to  improve 
its  fiscal  (»ndition  and  management.  To  do  this,  we  plan  to  work  with  both  the 
executive  and  legislative  branches  of  the  District  government  the  Congress  and  all 
other  relevant  organizations. 

23.  What  oontaet  ia  pfannad  by  the  Board  with  the  local  community  to  research, 
study  and  recommend  improvements  in  services  to  the  crfnens  and  visitors  of 
theDistrict?  WU  you  accompany  Hoasa  Speaker  hiawt  Gingrich  to  town 
meetings'  he  may  be  attmnding? 
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Stnce  Its  creation,  the  Authority  has  received  considerable  input  from  Distnct  citizens 
and  organizations,  both  at  public  nneetings  and  through  letters,  faxes,  and  phone 
calls.  In  addition,  Authority  Members,  the  Executive  Director,  and  Authonty  staff 
regularty  meet  with  numerous  community  organizations  to  discuss  the  Authority's 
mission  and  activities.  We  plan  to  continue  to  solicit  this  important  input  from  all 
citizens  of  the  Distnct. 

24.  What  level  of  matenality  will  you  be  using  when  deciding  to  get  involved  with 
a  particular  problem,  like  salary  negotiations,  expenditures  on  positions? 

The  Authority  has  broad  responsibilities  to  review  ail  legislation  with  a  financial 
implication,  as  well  as  all  contracts,  leases,  and  other  Otstrict  activities.  The  criteria 
to  review  specific  actions  will  not  be  based  only  on  a  dollar  threshold,  but  also  on 
other  factors  that  may  make  the  activity  important.  Our  strategic  plan  will  outline  our 
approach  to  carrying  out  these  responsibilities. 

25.  TTie  City's  problems  are  more  widespread  than  merely  a  huge  budget  deficit. 
We  believe  the  cause  of  the  finarKial  crisis  to  be  one  of  gross 
mismanagement.  What  is  your  view? 

The  City's  problems  have  been  caused  by  a  myriad  of  problema-managemerrt 
weaknesses  are  part  of  the  problem. 

26.  What  is  the  Authorit/s  position  relative  to  Mayor  Barry's  recent  order  to 
overspend  on  Medicaid,  AFDC,  and  child  welfare  expenses  without  regard  to 
appropriated  amounts? 

The  Authority  does  not  believe  that  the  District  shouW  spend  beyond  the 
congressionally-approved  authorized  budget. 

27.  As  the  Courts  put  morv  department  and  agency  actMties  into  receivership,  what  will 
be  the  Authority's  mie  in  dealing  with  the  powers  of  the  Courts?  WiH  the  situation 
become  one  ofthetaH  wagging  the  dog"? 

The  Auttwrity  ia  concerned  about  the  large  number  of  District  programs  that  are 
impactad  by  court  orders.  Wa  noted  in  our  August  1 5. 1 995  report  to  Congress  that 
a  subatantial  portion  of  ttie  District's  operations  are  subject  to  court  orders  and 
consent  decrees.  In  effect,  these  judKial  mandates  are  establishing  polkaes  and 
directing  significant  segments  of  the  District's  operations  and  programs. 
Considenng  the  scope  of  these  order*  and  decrees,  the  District  and  the  Authonty 
need  to  establish  an  effective  working  relatwrwhip  with  the  courts  to  help  return 
programs  to  the  District  and  to  avoid  future  court  orders  and  consent  decrees.  The 
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Authority  has  recommended  that  the  District  assess  programs  operating  under  court 
orders  to  determine  compliance  and  resource  constraints.  The  District  should  also 
identify  costs  expended  that  would  not  be  incurred  in  the  absence  of  the  court  order 
This  information  could  provide  a  basis  for  discussions  with  the  appropriate  court 
officials  in  resolving  what  can  t>e  realistically  accomplished  in  light  of  the  current 
financial  cnsis    The  District  should  also  assess  the  vulnerability  of  all  other  District 
programs  and  operations  to  obviate  the  need  for  future  action  by  the  courts. 

28       What  is  being  done  to  monitor  ttie  progress  the  Board  is  to  make  toward 
achieving  the  purposes  of  PL.  104-8  which  is  stated  in  Sec.  2(b)?  Please 
provide  to  this  Subcommittee  ttie  monitoring  system  proposed  and  the 
updates  to  that  system  on  a  quarterly  basts  beginning  with  the  quarter  ending 
Septemtter  30.  1995  (the  updates  should  be  submitted  15  days  after  each 
quarter). 

As  stated  in  our  response  to  earlier  questions,  we  plan  to  establish  a  strategic  plan 
for  carrying  out  the  responsibilities  of  the  Authority.  This  plan  will  contain 
measurable  objectives  that  can  be  used  to  iudge  the  success  of  the  Authority's 
actions.  Section  2(b)  of  PL.  104-8  contains  the  basic  purpose  of  the  Act  and  these 
will  be  a  part  of  our  standards  that  we  expect  to  be  judged  against  The  Authority 
will  periodically  report  our  progress  toward  meeting  our  obiectKes. 

29.      Do  you  have  any  suggestions  or  needs  to  change  P.L.  104-8  which  we  may 
be  able  to  include  in  our  appropriations  t)iU?  For  example,  should  tfie 
appointment  of  office  heaiis  by  the  Mayor  be  changed? 

Authority  staff  is  continuing  to  meet  with  the  Subcommittee  regarding  potential 
changes.  AdditionaUy,  we  will  in  the  (liture  continue  to  consider  other  changes  as 
necessary 

ADDITIOf^AL  QUESTIONS  FROM  CONGRESSMAN  DURBIN 

1.  Is  the  Control  Board  investigating  ways  its  budgetary  actioft  canimprove  and  make 
producUve  economically  distressed  areas  in  the  District? 

At  this  time,  we  have  not  spedficaJly  identified  all  of  the  activities  and  issues  that  we 
will  asaeM,  but  an  impottant  part  of  the  District's  future  viabUlty  rests  with  helping  to 
improve  the  city's  most  distressed  areas. 

2.  Are  you  investigating  ways  to  enhance  neighbort)ood  tax  bases  by  kxating 
government  of^ces  in  distressed  areas? 
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See  response  to  Question  1 

Does  this  budget  take  a  proactive  position  in  creating  new  jobs  through  economK 
stimulus  programs  such  as  community  redevelopment  assistance? 

We  have  not  specifically  analyzed  the  fiscal  year  1996  District  budget  to  determine 
Its  impact  on  creating  jobs. 

Do  you  thinii,  or  does  the  Control  Boani  think,  that  the  private  sector  could/should 
play  more  of  a  role  in  providing  job  training  to  underskilled  workers? 

The  Authority  wouki  encourage  the  private  sector  to  help  train  artd  hire  District 
workers,  including  those  District  Govemnnent  employees  who  may  lose  their  jobs 
because  of  downsizing. 

How  will  this  budget  impact  efforts  (such  as  enterprise  zones)  to  rebuiU  depressed 
areas? 

Wto  have  not  spedflcaily  analyzed  the  District's  fiscal  year  1996  budget  in  terms  of 
development  of  depressed  areas  of  the  District  As  wa  work  with  the  District  to 
devetop  its  long-ranga  finandai  plan  and  budget,  wa  wM  considar  this  fiKtor  as  a 
critical  component  of  the  plan. 
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[CLERK'S  NOTE.— See  Question  No.  3  on  page  863,  this  volume  and  "Baseline 
Audit"  material  on  pages  1462-1496,  this  volume.] 


•«c.-w».  ..;(.i! 


Congress  of  the  Hnitcil  States 

tiOMc  of  Kcpratnanocs 


CommuKt  on  3flpropnanons         *«-.4    ^riit.~nT; 
._ tDashington.  B€  ;ini5-6i)i5  ^^^^^""^ 

|l»atTl   fVOLJI   rm.«B^  l>!£^ 


April  7,  1995    )  '"->»«•  «..o«***~ 


HonorabI*  Marion  Barry,  Jr. 
Mayor 

Th«  Diatrlcc  of  Columbia 

Maahington,  D.C.   20001  i--'  -   . 

Daar  Mayor  Barry: 

Recant  hearings  on  the  Oiscricc  government 'a  fiscal  criiia 
indicate  chat  there  is  serious  concern  about  the  accuracy  of  the 
financial  data  used  by  District  officials  to  (1)  manage  the 
District's  fiscal  affairs  and  (2)  report  to  Congress  and  to  the 
public  on  the  city's  financial  status.  Our  Conmittees  believe 
that  the  District  needs  to  specifically  identify  its  total 
liabilities,  particularly  obligations  incurred  and  accounts 
payable,  and  the  status  of  appropriated  and  non-appropriated 
funds  for  fiscal  year  1995. 

Accordingly,  the  Committees  would  like  the  District  government  to 
coordinate  with  the  General  Accounting  Office  and  arrange  for  an 
interim  closing  at  April  30,  1995,  to  establish  a  base-line  for 
the  cash  position  and  related  obligations,  accounts  payable  and 
all  other  liabilities  as  well  as  the  status  of  the  fiscal  year 
1995  funds.   GAO  has  agreed  to  coordinate  and  manage  this  effort 
by  the  District,  including  monitoring  any  contractors  involved  m 
working  for  the  District  to  validate  the  accuracy  of  the  amounts 
reported,  or  OAO  would  arrange  for  contractors  under  their 
contractiog  process  with  reimbursement  from  the  District.   The 
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CoimnictM*  b«li«v«  it  is  •»»enti«l  to  corralat*  th«  amouni.- 
escabliihad  a.  th«  bawlin.  for  ch«  District  aa  n.!r  «^  * 
to  tha  aacond  quart.r  financial  .t.tui  r^JIrtltS"  a?!  5"""»^ 
Congraa.  on  April  17,  199S,  and  to  tha  h.irinSa  that  w!n  L  >,.ih 
on  tha  District's  budgat  for  fiscal  yaar  199«  *  ***^'* 

Tha  Committaas  raquast  that  tha  District  arranga  for  tha  baa.. 
Una  to  b«  astablishad  as  of  April  30,  1995,  aS  thlt  a  atatui 
raport  of  tha  actions  taJcan  to  comply  with  this  rmst  ba 
providad  by  April  21,  1995.  x-»vw»t  oa 


W«  look  forward  to  your  raspons* 


i/i/M. 


JjOws  T.   Malsh 
Aairman 

OFistrlet  of  Columbia  Subcoonite 
Coonittaa  on  Appropriations 
U.S.  Hous*  of  Rapraaaatativas 


U.S.  Saaata 


Subeo«Balttaa 
propriation* 
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Peat  Marwick  llp 


200t  M  Street  ^i  w 
Wasnington  OC  20038 


Indcp«nd«nt  AccounUnU'   Rtport  on  Applying  Agrt«d>Upoa  Proctdurt* 


Distria  of  Columbia  Financul  Respoiuibility 
and  Mana(«mem  Assistance  Auitionty: 

We  bave  petfonned  ibe  prooedues  emonaaied  below,  wbtds  ncre  ttreed  to  by  tbe  Ouoia  of  Columbia  Finaaal 
RespoosibUity  ued  Masa|emetu  Auistaace  Ambarity  (DCFflA).  widy  lo  aiiut  you  witb  respea  to  ibe  ewmabco 
of  veador  accouoo  payable  of  the  Ouihn  of  Columbia's  (ibe  Dinrto)  Gennl  Fund  u  of  September  30.  1993. 
Tbis  en|a|eme«  io  apply  apesd^ipcii  prooedwes  was  petfomed  in  utrvriKrr  wiib  sistdadt  estabUsbed  by  tb« 
American  tostitme  of  Ceturied  Public  Acoounianu. 

Tbe  suOkieacy  of  lbs  pnxedues  is  solely  tbe  respooubiUty  of  ibe  DCFRA.  Coasequenily,  we  make  em 
tepn-aemadflB  fegartiag  die  suflkaeaey  of  the  prooeduie*  deathbed  betoaeaber  for  ttiepurpoM  for  wbicb  ibis  icpot 
bM  been  requeued  or  for  any  odsar  p«spo«a. 

Tbe  pnxedures  tod  results  «eR  as  foUowc 

nooedwel  MaUopeaaccouisspajnMecoafiniiaiioQstoaeoeHiatiKicalssa^rieofmaicrveadonndotber 

vendon  of  tbe  Distria  aa  of  Sfptimhw  30. 1995.  As  open  coaflnnadoa  nquesa  (be  veiKlor  to 
provide  infonnaiioo  as  to  all  lapaid  invoices  at  litt  specified  dale.  M^or  veadon  aie  dedoed  as 
dxMe  coomercial  vendon  wbo  reoa>«d  over  S300  (bouansd  Gram  die  Distria  in  tbe  Cim 
11  months  of  fisral  year  199J.  Specifically,  drawing  £rom  a  Haaociat  Vfanagemem  System 
(FMS)  disbvsemesiO  daa  flie  pR|i«ed  by  the  District's  Oflke  of  Fbiaocial  Isfonnaean 
Systems  (ORSX  ideotifjr  dte  fltms  that  provided  |oodi  aid  servica  »  die  Distria  dinis  1993. 
and  dien  identify  73  ma)or  m6  34  other  veadan.  Mail  Uiese  109  vendon  open  conOoiafians 
tequesiins  die  veador  id  list  all  of  its  unpaid  Invoices  lo  die  Distria  as  of  September  30.  1993. 
Identify  an  addidonal  nimber  of  vendon  (29)  with  potential  aooounts  payable  (hrtwgh  a  levcw 
of  attdes  ia  77U  Washington  Post  aod  mail  opea  confitmatioas  to  d»ie  vendon. 

Investiiaee  rwpowet  te  detemine  wbedter  the  unpaid  invoices  ideadfled  by  the  vendon  ««r 
recorded  as  aocooBa  payable  by  die  DissicL 

Results  1  Of  the  satiiple  of  138  vodors,  78  veadon  replied,  providing  (be  iaformatioa  retiuested.  Fburaea 

of  Uw  78  coo&maioat  provided  only  infonnation  concennif  aocotmts  payable  of  tbe  Capital 
Pni^eos.  Enterprise,  or  Component  Unit  Funds  which  is  outside  die  scope  of  Uiese  piooediaes 
mA  dieRfia«  was  not  included  in  the  madimwiioil  calculadon  in  Piocedvi  4.  We  thus 
investi|iied  64  cooflnnations.  As  depiciBd  in  Table  1.  tbe  resulo  of  these  prooeducs  mdicaie 
poicBiiaUy  lagBconted  accounts  payable  of  S3  nuUion  out  of  confirmed  aasouns  payable  of  S33 
miUioa.  This  yields  an  error  rate  of  9  percent. 

Piocedure2  Selea  a  siaiisdcal  sample  of  vendor  acoouus  payable  leconled  in  dte  General  Fund  x 

September  30.  1993.  and  confirm  dioae  sample  veador  accounts  payabte  invoices  wiOi  tbe 
selected  vendon.  Speofk:ally.  use  a  matenaUty  tbieabold  of  S3.000.000.  a  doirad  ooo&lencc 
level  of  95  percent  plus  or  minus  3  percent,  and  an  expeond  loteabte  enor  of  $1,600,000. 
which  results  in  a  swiple  of  289  invoices.  Dnw  die  sample  from  an  FMS  data  file  of  all 
vendor  acoxmis  payable  as  of  September  30.  1993.  induding  those  mvoices  received  through 
October  13. 1993  diat  bave  been  recorded  as  or  September  30.  1993 
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Results  2 

Pnxe<lifle3 

Resulu  3 
PRx«(lure4 

Resulu4 


As  depiaed  in  Table  2.  (he  resulu  of  ibeae  frnxOum  indicate  an  ovenuiemac  erf  acman 
p^y^  of  J297  Utousud  bued  on  (he  sample  of  $74  8  oiiUion.  This  yteUs  ao  am  nmo(A 

Obtain  from  evety  Disma  a««aey  a  sitoed  wnuea  accounts  payable  represcniMiaa  leoa  simite 
10  (He  one  inciuded  in  the  Disma*  1995  closug  package  mstnicucns  and  Table  4  of  thu  lepoa 

As  indicated  in  Tabic  3.  out  of  62  Disiria  a|eocies.  62  have  provided  us  wiib  ibis  letter. 

Using  the  enxx  rates  cited  in  results  t  and  2.  petfonn  a  outbeinatical  calculatioa  of  tbe  tswe  of 
vendor  accounts  payable  at  September  3a  1995.  Specifically,  beginmag  widi  recorded  accouna 
payable,  consider  tbe  ovmnieneat  enw  to  anWe  at  die  low  end  of  tbe  ratge  ad  the 
iBdeniatemem  enor  to  atrivc  at  die  upper  end  of  die  mge. 

Tbe  range  is  machrmatirally  calculated  u  foUowi  (S  in  milUoot): 

Year-end  acooune  payable  balaooe  $232       S232 

Overstatement  enor  rate  (  004)  x  .996 

Low  end  of  range  g23l     ^ 

Uwlefstatementen«riaie(.09)  i  iqq 

Upper  end  of  iMige  S233 

This  calculation  indicainibat  die  Otaikx'sGeoenI  Fund  vendor  accoonn  payable  bataooe  as  cf 
September  30.  1995.  is  in  dw  mge  of  S23I  million  to  S249  million.  However.  Oui  lange 
may  not  be  tdiaMe  becauK  tbe  matVmaticat  calculation  is  not  bMcd  on  statistically  valid 
metbodologies. 

We  were  not  engaged  to.  and  did  not.  perfoim  an  audit  tbe  objective  of  which  would  be  die  exprestaoo  of  in  opinion 
ondieOistna'sGeneralFuadvendoraoBotntspayablebalanceasof  September  30,  1995.  Accordingly,  we  do  not 
express  such  an  opinion.  Had  we  perfonned  additional  pncaduiea,  other  matien  might  have  come  to  our  im^wf^" 
(bat  would  have  been  tepooed  to  you. 

This  report  is  intended  solely  for  the  uie  of  die  DCTKA  and  should  not  be  used  by  tboae  wix>  have  not  agned  to  the 
procedures  and  taken  responsibility  for  (he  sufflcincy  of  die  prooediies  for  dieir  pucpoaea. 


M'^^^'t^jKV— ^^'^ 


MOTE:   The  House  and  Senate  oversight  subcommittees 
received  this  renort  on  February  14,  1996. 
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Appendix  B  Appendix  B 


i2n 


R«qu««tt   ;UialYZe  ni  strict '3  nroDosprf  n>»>.d  Co  hnr^-nw  S65Q  mill 

The  District  of  Columbia's  current  financial  crisis  persists  and 
there  is  discussion  by  Mayor  Marion  Barry  and  the  D.C.  Financial 
Authority  that  $650  million  may  need  to  be  borrowed  from  the  U.S. 
Treasury  very  soon.  GAO' s  assistance  is  requested  to  determine,' 
among  other  things:  (1)  what  exactly  the  borrowed  funds  will  be 
used  for,  whether  for  current  needs  or  to  fund  past  accumulated 
deficits  to  enhance  the  District's  bond  rating,  or  to  fund 
projected  future  deficits,  (2)  whether  this  is  the  amount  the 
District  actually  needs,  and  (3)  whether  there  are  alternatives  to 
borrowing,  such  as  sales  of  assets,  privatization  of  certain 
operations  to  reduce  costs,  securitization  of  tax  liens,  etc. 
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Appendix  C  Appendix  c 

R«qu««t:   gather and CSESit informacion   on   rhe   hiarn^. 

?aPftbl.ii,i:ie9  and  status  of  ^hP  Oistrirr  nf  Colurnh^y: 
Financial  ManaQt»ment  Svacem  (FMSi  w^-^^-^t^  i 

The  Subcommittee  on  D.  C.  Appropriations  will  be  conducting 
hearings  this  year  on  the  finances  of  the  District  of  Columbia  and 
one  area  of  interest  that  has  been  raised  by  many  people  is  the 
need  for  a  new  Financial  Management  System  (FMS) .  The  Subcommittee 
would  like  to  include  this  topic  as  one  of  many  subjects  to  be 
discussed  at  the  hearings.  To  be  prepared  to  discuss  this  topic 
the  Subcommittee  would  like  the  General  Accounting  Office  to  report 
information  which  will  delineate  the  history,  capabilities  and 
operational  status  of  the  FMS  that  was  installed  within  the 
District  government  during  the  early  1980s. 

Information  the  .Subcommittee  would  like  researched  and  reported 
includes,  among  other  things: 

(1)  The  system's  specific  budgetary,  accounting  and  financial 
management  capabilities,  including  encumbrance  accounting, 
funds  control,  grants  management  and  cash  management; 

(2)  The  system's  capability  to  record,  age  amd  report  accounts 
receivable  and  payable; 

(3)  The  system's  capaJsility  to  report  management  information  to 
program  managers,  as  well  as  financial  managers; 

(4)  The  system's  capability  to  prepare  budget  forecasts  and  cash 
management  reports; 

(5)  The  ease  or  difficulty  of  inputting  data  and  generating 
reports  of  various  kinds,  as  well  as  the  system's  input  and 
output  volume  capabilities; 

(6)  The  training  that  was  provided  to  operate  the  system  both  from 
a  user  and  computer  operations  point  of  view,  over  what  period 
of  time,  and  cui  evaluation  of  that  training,  if  at  all 
possible; 

(7)  The  total  cost  of  the  installed  system,  including  hardware, 
software,  training  and  any  other  peripheral  costs,  as  well  as 
the  time  period  over  which  the  complete  installation  took 
place; 

(8)  An  assessment  from  both  the  system  provider  and  a  sample  of 
users,  particularly  the  Courts  System,  aa  to  the  degree  of 
satisfaction  that  the  system  was  installed  as  specified,  with 
all  the  functioning  modules  clearly  specified  as  fully 
operational  at  that  time,  and  that  the  system  met  the  users' 
expectations;  and 
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(9)  How  many  other  governmencal  municipalities,  either  state, 
local  or  federal,  are  presently  using  or  have  used  this  same 
or  modified  system,  and  a  status  of  how  well  pleased  or  not 
they  are  with  the  system.  {Identifying  those  entities  would 
be  helpful . ) 

Both  the  system  provider  and  users  contributing  to  the  report 
should  have  their  comments  included  where  deemed  appropriate. 
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Appendix  D 


Appendix  D 


Request t 


Analyze  the  DiatricCa  Fiscal  Year  199s  Comprehenaivff 
Annual  Financial  Reoorc  (CAFR) 


Analyze  che  financial  condition  of  the  District  from  the 
information  provided  in  the  FY  1995  CAFR  and  present  the  results  to 
the  Subcommittee  on  D.C.  Appropriations  at  a  hearing,  along  with 
recommendations  for  actions  the  Subcommittee  should  consider  to 
improve  the  financial  condition  of  the  District. 
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Appendix  E 


Appendix  E 


^•^•■•='   submit  r^inonagS  CO  •'On^^^inn.    fnr  rhe  R>rnrH- 

The  Subcommittee  on  D.C.  Appropriations  submitted  "Questions  for 
Che  Record"  to  GAO  last  June  30,  1995  which  were  questions  pr«arld 
for  the  June  21,  1995  hearing  at  which  Mr.  Steinhoff  teStifted 
The  Subcommittee  requested  GAO  to  respond  to  those  quest iona  at 
that  time  but  the  Subcommittee  was  infomed  that  the  persons  at  g^5 
who  would  be  in  the  best  position  to  answer  the  .Aiestions  were 
terminating  their  employment  at  GAO  and  joining  the  staff  of  the 
newly  formed  D.C.  Financial  Responsibility  and  Management 
Assistance  Authority.  GAO  requested  at  the  time  that  the  inquiries 
and  responses  be  delayed  until  the  newly  formed  Authority  and  its 
staff  had  time  to  set  themselves  up.  The  Subcommittee  agreed  Now 
that  the  Authority  and  its  staff  are  settled  into  their  respective 
duties  and  functions  the  Subcommittee  requests  the  responses  to  the 
questions  so  the  hearing  record  can  be  printed.  Similar  questions 
were  asked  of  Coopers  &  Lybrand  around  the  same  time  in  1995  and 
the  Subcommittee  has  already  received  those  responses. 
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Appendix  F 


Appendix  F 


Request:   Study  and  aecarate  Citv  vs.  state  functions  Derfonni.d  hy 
the  District  of  Columbia  government 


Study  and  report  on  each  department  and  agency  function  of  the 
District  government  as  to  its  status  when  compared  with  functions 
performed  by  other  cities  and  states,  i.e.  determine  whether  each 
functional  unit,  e.g.  the  Department  of  Motor  Vehicles,  should  be 
classified  as  a  city  or  state  function  and  thereby  funded  or 
operated  by  the  District  of  Columbia  or  the  Federal  government. 
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Appendix  G  Appendix  G 

R«qu««t»   Recommend  specific  coat  njrrina  ateoa  thg  ni strict  eoulH 
take  in  the  next  3  fiscal  y^^^a 

From  the  experience  GAO  has  obtained  from  its  analysis  of  the 
District's  operations  in  the  past  few  years,  prepare  specific 
recommendations  to  cut  the  District's  operating  costs  over  the  next 
3  fiscal  years  1997,  1998  and  1999. 
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Appendix  H  . 

Appendix  H 

Requesti   Peearmin^  nhe  amount  of  ro^^f,  ^f  op^^arino  rh»   n -^ 

study  and  report  on  costs  incurred  by  other  parties,  either 
government  or  private,  on  behalf  of  the  District  of  Columbia  to  ail 
in  Its  normal  operational  functions,  such  as  operating  the  public 
schools,  repairing  roads  etc.  These  are  sometimes  referred  to  as 
soft  costs."  For  example,  the  U.S.  Department  of  Justice  details 
attorneys  to  aid  the  District  with  certain  legal  case  matters  and 
does  not  charge  tne  District,  so  that  the  District  has,  in  effect 
?h^*!^„.,^^w^"  ^®^*^  ^**^  "  perform  its  legal  case  functions! 
Through  these  occurrences  the  cost  of  operating  the  District  is 
actually  much  higher  than  the  amount  reported  in  the  District's 
Comprehensive  Annual  Financial  Report  (CAFR) .  Thus,  the  true  oer 
capita  costs  of  operations  may  be  higher  than  what  is  currently 
being  reported.  **owi.xy 
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ConsTcss  of  the  Bnitd  States 

House  of  KfpraentatiDts      ,^„,^,„  ,^^  ^. 
Commimc  on  ^propnanons 
Washington,  B£  20515-6015 

;^ril  25,  1996 


Dr.  Andrew  Brimmer 
Chairman 

D.C.  Financial  Responsibility  and 
Management  Assistance  Authority 
One  Thomas  Circle 
Washington,  O.C.   2000S 

Dear  Dr.  Brimmer: 

This  letter  is  to  inform  you  o£  some  of  the  hearings  our  Committee 
plans  to  conduct  during  the  remainder  of  the  second  session  of  the 
104th  Congress.  Soon  we  will  b«  requesting  that  you  and  other 
members  of  the  Authority  testify  on  a  variety  of  topics  regarding 
the  District  of  Columbia's  financial  condition  for  fiscal  year  1996 
and  its  fiscal  year  1997  budget  and  four  year  plans,  with  regard 
to  plans,  we  will  also  be  requesting  that  you  testify  on  the  status 
of  the  Authority's  plams  and  progress  in  resolving  the  District's 
financial  problems  and  poor  delivery  of  services. 

We  will  also  be  requesting  the  U.S.  General  Accounting  Office  (GAO) 
to  begin  a  number  of  tasks  designed  to  assist  us  in  evaluating  the 
financial  condition  and  operational  effectiveness  of  the  District 
government .  One  of  those  tasks  will  be  to  review  and  evaluate  the 
performance  of  the  Authority  since  its  inception  last  spring.  We 
know  you  will  cooperate  fully  with  GAO  so  that  a  complete, 
objective  and  timely  report  will  be  prepared  by  them  which  will  be 
the  subject  of  the  aforementioned  hearing. 

It  has  always  been  a  pleasure,  dealing  with  you  on  issues  relating 
to  the  District  of  Columbia  amd  we  appreciate  your  efforts  to 
restore  this  City's  greatness.  Please  contact  ma  or  Migo  Miconi  if 
you  should  have  any  questions  regarding  the  above. 

Sinborely, 


JamMwT.    Walsh 
Chaurman 

Subcommittee  on  District  of 
Columbia  Appropriations 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 


May  1,  1996 

James  T  Walsh 
Chairman 

Subcommittee  on  the  Distnct  of  Columbia 
Appropriations 
US  House  of  Representatives 
Washington,  DC  20515-6015 

Dear  Chairman  Walsh: 

Thank  you  for  your  letter  of  April  25,  1996,  informing  me  of  proposed  hearings 
your  Committee  plans  to  conduct  The  Members  of  the  Authority  and  I  look  forward  to 
testifymg  and  sharing  with  you  our  views  on  the  District  of  Columbia's  financial  condition. 

We  welcome  the  US  General  Accounting  Office's  assistance  in  evaluating  the 
financial  condition  and  operational  eflFectiveness  of  the  District  government.  The 
Authority's  staff  will  be  pleased  to  provide  whatever  assistance  is  required. 

Sincerely  yours, 

OUJ/^^  ^'  O^ -< — 

Andrew  F  Brimmer 
Chairman 


One  Thomai  Circle.  N.W.    •    Suitt  900    •    Waihington.  D.C  20005    •    (202)504-3400 
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United  State* 

General  Accoantiitft  Office 

WMhington,  O.C.  20548 


Accoontinic  and  laformatioB 
Manajemeat  Plviatoa 


June  4,  1996 


Mr.  John  Sinunons 

Staff  Director 

Subcommittee  on  Appropriations 

for  the  District  of  Ck)iumbia 
Committee  on  Appropriations 

Dear  Mr.  Sinunons: 


As  of  June  4,  1996,  We  have  not  received  any  information  firom  the  District's 
Financial  Responsibility  and  Management  Assistance  Authority  (Authority).   We  sent 
a  letter  to  the  Authority  requestiixg  pertinent  information  ami  requested  ttiat  the 
information  be  provided  to  us  no  iater  than  May  24,  1996. 

Today,  I  spoke  with  Mr.  John  Hill,  Executive  Director  of  the  Authority,  and  he 
informed  me  that  the  information  has  not  yet  been  compleled. 

In  order  to  complete  our  work  in  time  for  the  heatings,  it  would  be  helpful  for  you 
to  contact  the  Authority  and  express  to  them  the  criOcality  and  urgency  of  our 
information  needs. 

Thank  you  for  assistance. 


Sincerely  yours, 


Gregory  M.(IioUoway 

Director,  Govemmentwide  Audits 
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*"*""  JUN 191996 

Or.  Andrew  P.  Brimmer,  Cbetmisn 
IMstiict  of  Cohnnbls  Flnuidal  Seqjonsfbiltty 

and  Manigament  Anlstsnc«  Aotliority 
On«  tbomMs  Qnit,  NW 
WaaWngton,  D.C  20006 

Dear  Dr.  Brtnoncr 

We  have  zeoetved  the  Infbnnattan  aent  by  the  Diotilct  csf  Coiumbia  Flnandal 
HaspooMMayandMaBagemamAagtotaneeAmfaoirMyCAutfaadiyJonJuneiZ.  1896 
and  havg  pertoaned  an  taventoiy  of  tfila  infonaaacHL  Ota- May  17  letto' de^iied  & 
to^of  24  deuOed  tntamafion  nQoesia.  B&wew,  the  tnfonnadon  recesch' 
I^o^^lded  by  ttm  Auttnttty  anawerad  oztly  two  of  the  24  itena  raqaaated  and  partlaUy 
n»weredttmeafthe24it8nia.  bi  a  iettif  da£ed  Jime  3,  we  alao  nsQoested  an 
*''<**^°"*t  14  tofamstton  reqpeata.  We  bam  received  pattt^  aaawera  to  2  of  these 
14  itena. 

In  addition,  the  Hoqae  Coiainlttee  on  Appn^HlaaQna' Subooounlttae  on  the  Dtotdct 
of  ColumUa  (SubcBnunlttee)  reqoaated  aa  to  obtain  from  you  the  statoa  of  the  28 
*Coiniamee  Conoecns  ftetared  1\)  Authoctty*  wMch  an  indttded  In  the  Dlaiiict  0^ 
Gobuntta  Approfulatiana  am,  ISSft-Seport  104-204.  Tlma,  we  wooid  Hke  you  to 
provide  tfala  fnfhnnaflon  to  na  aa  wriL 

"Riank  yon  fbf  Oie  Inflonnatlon  provided  to  date.  However,  In  order  to  pofbnn  our 
work  wtthtD  the  time  conatrateta  catabUahed  by  the  Sabcomndttee,  we  would  Uke 
the  reqneatad  teftamadoo  tnm  yon  no  later  than  Wday,  Jtoe  21, 1996.  If  you 
caiwot  provide  thla  Infbnnation  by  tUa  date,  pleaae  provide  In  dstafl  the  mecttlc 
daie  vrtien  each  Item  wfQ  be  provided. 

If  you  have  any  (joesttaaa,  pleaae  contact  me  at  (202)  6124)610  or  Hodge  Heny  at 
(202)  612<e46e. 

Sincerely  yoon, 

Gngory  ti.  BoHoway  / 

Director,  Govenmientwide  Audits 


MATERIAL  AND  INFORMATION  FOR  THE  RECORD 

Each  year  the  Committee  requests  material  and  information  for  the  record,  and  we  will 
place  that  information  at  this  point  in  the  record. 

COMPARATIVE  TAX  RATES  IN  METROPOLITAN  AREA 

First,  please  update  the  information  concerning  the  comparison  of  tax  rates  and 
burdens  in  the  Washington  metropolitan  area  which  appears  on  pages  1225  through  1292  of 
fiscal  year  1995  hearings. 

[The  information  follows:] 


A  COMPARISON  OF  TAX  RATES  AND  BURDENS 

IN  THE 

WASHINGTON  METROPOLITAN  AREA 


MARYLAND 

•  Charles  Co. 

•  Montgomery  Co. 

•  Prince  George's  Co. 


DISTRICT  OF  COLUMBIA 


VIRGINIA 

•  Alexandria 

•  Arlington  Co. 

•  Fairfax  City 

•  Fairfax  Co. 

•  Falls  Church 

•  Loudoun  Co. 

•  Prince  William  Co. 


GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 

MARION  BARRY  JR.,  MAYOR 

JUNE  1996 
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EXECUTIVE  SUMMARY 


This  publication  contains  two  studies:  (I)  the  Washington,  D.C.  Metropolitan  Area  Tax 
burden  comparison,  and  (II)  the  Washington,  D.C.  Metropolitan  Area  comparison  of  tax  rates. 

Hypothetical  state  and  local  tax  burdens  on  a  family  of  four,  at  four  income  levels,  are 
presented  in  Part  I  of  this  publication.  These  burdens  reflect  individual  income,  real  property, 
sales,  and  automotive  taxes  in  the  District  of  Columbia  and  selected  jurisdictions  in  the 
Washington  metropolitan  area. 

The  hypothetical  tax  burdens  vary  substantially  from  jurisdiction  to  jurisdiction.  The 
highest  overall  tax  burden  at  the  $25,000  income  level  is  found  in  the  District  of  Columbia.  The 
District's  tax  burden  of  $2,204  is  $239  greater  than  the  lowest  tax  burden  of  $1,965  in  Arlington, 
Virginia,  and  $124  above  the  $2,080  average  tax  for  the  metropolitan  area.  At  $100,000,  the 
District  burden  of  $10,829  exceeds  the  $10,054  area  average  by  $775;  this  is  $1,428  higher  than 
the  lowest  tax  burden  of  $9,401  in  Arlington  County,  Virginia. 

The  comparison  of  metropolitan  area  tax  burdens  indicates  that  the  District  of  Columbia 
tax  burden  becomes  progressively  higher  as  income  levels  rise.  Compared  to  neighboring 
jurisdictions,  the  District's  overall  tax  burden  ranks  first  at  the  $25,000  income  level;  third  at  the 
$50,000;  second  at  the  $75,000  level;  and  first  at  the  $100,000  income  levels. 

The  overall  tax  burden  in  the  District  at  the  income  levels  analyzed  is  progressive,  with 
the  $25,000  household  paying  8.8  percent  of  income  in  tax  and  the  $100,000  household  paying 
10.8  percent.  A  tax  burden  is  considered  progressive  when  the  share  of  income  paid  for  taxes  is 
higher  at  higher  income  levels.  The  major  reasons  for  progressivity  in  the  District's  tax  burden 
include  a  $30,000  homestead  exemption  for  residential  owner-occupied  property,  an  individual 
income  tax  with  a  graduated  rate  structure,  and  a  sales  tax  that  exempts  groceries  and  prescription 
drugs. 

For  metropolitan  Washington  families  earning  $25,000,  the  overall  average  burden  for  the 
four  major  taxes  as  a  percent  of  income  is  8.3  percent.  At  the  $50,000  income  level,  the 
percentage  increases  to  9.1  percent.  The  average  tax  burden  increases  to  10.1  percent  at  the 
$75,000  income  level  and  then  declines  to  10.0  percent  at  the  $100,00  income  level.  Taxes  borne 
by  the  District  of  Columbia  residents  exceed  these  averages  at  all  of  the  income  levels. 
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Please  bear  in  mind  that  the  tax  burdens  are  for  a  hypothetical  family  of  four  and  that  the 
calculations  reflect  one  specific  set  of  assumptions.  The  income  levels  and  housing  values  used 
do  not  necessarily  represent  an  "average"  family  within  each  jurisdiction. 

Part  II  presents  a  comparison  of  tax  rates  for  the  District  of  Columbia  and  selected  area 
jurisdictions  effective  as  of  January  1.  1996,  Tax  rates  are  the  tax  levied  per  unit  of  value  for 
example  the  amount  of  tax  levied  against  each  $100  of  real  property  value  or  the  percent  of  tax 
levied  on  each  $1  of  sales.  The  tax  rates  in  the  District  of  Columbia,  as  shown  in  Part  II  rank 
higher  than  those  in  the  states  of  Maryland  and  Virginia  in  seven  tax  categories  (individual 
income,  cigarette,  corporate  income,  sales  and  use,  motor  vehicle  excise,  motor  vehicle 
registration  fees,  and  deed  recordation  and  transfer  taxes).  However,  some  Maryland  and 
Virgima  area  jurisdictions  levy  a  county  or  city  tax  in  addition  to  the  state  rate.  In  these  cases 
the  rates  for  some  tax  categories  are  higher  than  the  District  of  Columbia  rates.  For  instance' 
Prince  George's  County,  Maryland,  imposes  a  sales  tax  of  10  percent  on  transient 
accommodations;  this  is  levied  in  addition  to  the  state  sales  tax  rate  of  5  percent  for  a  total  of  15 
percent.  The  District  imposes  a  13  percent  sales  tax  on  transient  accommodations. 


Paul  L.  Wright 

Administrator 

Department  of  Finance  and  Revenue 

June  1996 
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OVERVIEW 


This  study  compares  the  state  and  local  tax  burdens  on  a  hypothetical  family  of  four  in  six 
major  metropolitan  Washington  area  jurisdictions:  the  District  of  Columbia;  the  Maryland 
counties  of  Montgomery  and  Prince  George's;  the  Virginia  counties  of  Arlington  and  Fairfax;  and 
the  City  of  Alexandria*  in  Virginia.  Although  each  jurisdiction  provides  its  own  level  of  services 
and  imposes  various  taxes  to  raise  funds  to  pay  for  those  services,  the  study  does  not  attempt  to 
compare  the  level  of  services  provided  by  each  jurisdiction. 

The  hypothetical  family  in  this  study  consists  of  two  wage-earning  spouses  and  two  school- 
age  children.  Families  with  annual  gross  income  levels  of  $25,000,  $50,000,  $75,000  and 
$100,000  for  each  jurisdiction  are  analyzed.  Families  at  the  $25,000  and  $50,000  income  levels 
are  assumed  to  own  their  own  home  and  one  automobile.  Families  with  annual  incomes  of 
$75,000  and  $100,000  are  assumed  to  own  their  own  home  and  two  automobiles.  This  study 
compares  the  tax  burden  in  each  jurisdiction  for  the  hypothetical  family  for  four  major  tax 
categories:   individual  income  tax,  sales  tax,  real  estate  tax  and  the  automobile-related  taxes. 

The  methodology  used  to  derive  the  estimated  tax  burden  for  each  tax  is  presented  in  the 
section  pertaining  to  that  tax.  It  should  be  emphasized  that  the  use  of  different  assumptions  and 
the  use  of  different  tax  categories  will,  of  course,  result  in  different  tax  burdens  at  each  income 
level  for  each  jurisdiction. 

This  study  is  not  intended  to  measure  the  overall  level  of  taxation  in  a  jurisdiction. 
rather  it  attempts  to  measure  a  hypothetical  tax  burden  for  a  family  given  the  assumptions 
noted.  There  is  no  single  "best"  way  of  measuring  tax  burdens.  To  estimate  tax  payments,  the 
study  makes  critical  assumptions  about  typical  households,  their  sources  of  income  and 
consumption  patterns.  Property  tax  liabilities  prove  particularly  difficult  to  measure  accurately 
because  of  varying  assessment  practices,  property  characteristics  and  relief  mechanisms. 

The  individual  income  tax  rates,  exemptions  and  deductions  in  effect  for  calendar  year 
1995  in  the  District  of  Columbia,  Maryland,  and  Virginia  are  shown  in  Table  1  on  page  4.  Table 
2,  page  10,  presents  detailed  data  on  state  and  local  tax  burdens  for 


*  Tax  rates  specific  to  the  city  of  Alexandria  are  for  1994  rather  than  1995,  due  to  constraints  in 
obtaining  the  most  current  information.  All  tax  data  for  the  State  of  Virginia,  Arlington  County, 
and  Fairfax  County  are  for  1995. 
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each  type  of  tax  by  income  level  for  each  selected  metropolitan  area  jurisdiction.  The  District's 
tax  burden  is  compared  with  the  average  for  the  metropolitan  area  at  each  income  level  for  the 
four  tax  categories,  separately  and  combined  in  Table  3,  page  11. 

Factors  used  in  the  housing  value  assumptions  and  the  assumed  housing  values  by  income  level 
for  each  jurisdiction  are  shown  in  Table  4,  page  12.  The  assumptions  used  to  derive  the 
automobile  tax  burdens  are  contained  in  Table  5,  page  13.  Table  6  on  page  14  shows  the 
progressivity/regressivity  indices.  Finally,  selected  state  and  local  tax  rates  in  the  Washington 
metropolitan  area  for  fiscal  year  1995  -  1996  are  outlined  in  Table  7,  page  15. 
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INDIVIDUAL  INCOME  TAX  BURDENS 

The  income  tax  burden  of  a  hypothetical  family  is  estimated  using  the  actual  income  tax 
system  in  each  jurisdiction  and  assumptions  about  the  sources  of  income  for  families  at  different 
income  levels,  the  features  of  the  individual  income  tax  systems  used  in  the  Washington,  D.C. 
Metropolitan  Area  are  presented  in  Table  1  (page  4). 

The  assumed  components  of  income  for  the  four  different  income  levels  in  this  study  are 
as  follows: 


INCOME 
LEVEL 

WAGES, 
SALARIES  U 

INTEREST 

LONG-TERM  CAPITAL 
GAIN  (3  YEARS) 

TOTAL 

25,000 

17,200 
7,400 

200 
200 

0 
0 

17,400 
7.600 

50,000 

34,000 
15,000 

500 
500 

0 
0 

34,500 
15,500 

75,000 

49,000 
21,000 

1,000 
1,000 

1,SOO 
1,500 

51,500 
23,500 

100,000 

65,000 
28,000 

1,500 
1.500 

2.000 
2.000 

68,500 
31,500 

Total  itemized  deductions  assumed  in  this  study  include  medical  v,  taxes  3/,  interest  *i,  and 
contributions. 


GROSS 
INCOME 


TTFMIZED  DEDUCTION  ASSUMPTIONS 
MEDICAL  TAXES  INTEREST  CONTRIBUTIONS 


TOTALS/ 


25,000 
50.000 
75,000 
100,000 


2,000 
4,100 
5,600 
7,000 


700 
1,500 
2,200 
3,000 


2.700 
S.tiOO 
7.800 

10,000 


1/  Rqwesenu  an  approumaie  70-30  spin  between  two  wage  earning  spouses    CWier  incoinc  items  are  assunied  to  be  split  evenly 

V  Medical  dettuetion  amoun  represenu  net  deduction  after  subtraction  of  7.S  percent  of  adjusted  gross  income. 

3/  Tax  deductions,  where  applicable,  are  based  on  property  lax  burdens  computed  in  this  study  and  averaged  for  the  Maryland  and  Virginia  jurisdictions. 

4/  Interest  deduction  amount  represents  mortgage  interest. 

5/  Total  does  no)  include  amount  for  state  and  local  tax  deductions. 
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Based  upon  these  assumptions,  the  individual  income  tax  is  the  major  component  of  the 
overall  area  average  tax  burden.  At  the  $25,000  income  level,  the  metropolitan  area  average 
individual  income  tax  burden  represents  3.12  percent  of  family  income;  the  percentage  burden  is 
4.62  percent  at  $50,000;  and  increases  to  5.12  percent  at  $75,000  and  5.43  percent  at  $100,000. 
The  District's  individual  income  tax  burden  exceeds  the  metropolitan  average  at  every  income 
level.  The  Maryland  jurisdictions'  individual  income  tax  burdens  also  exceed  the  metropolitan 
average  at  all  income  levels  (see  Table  3,  page  11). 

Although  the  overall  average  individual  income  tax  burden  in  the  metropolitan  area 
increases  as  the  income  level  increases,  the  tax  systems  used  by  the  individual  jurisdictions  vary 
in  their  degree  of  progressivity,  with  a  burden  of  4.81  percent  of  income  at  the  $25,000  income 
level,  and  6.84  percent  at  the  $100,000  income  level.  For  the  Virginia  area  jurisdictions,  the 
individual  income  tax  burden  is  2.32  percent  at  the  $25,000  level,  and  4.34  percent  at  the 
$100,000  income  level.  In  Maryland,  the  burden  is  3.48  percent  at  $25,000  income,  and  6.45 
percent  at  the  $100,000  income  level. 

The  Maryland  individual  income  tax  tends  to  be  less  progressive  at  incomes  under 
$100,000  because  the  maximum  rate  of  9.0  percent,  including  the  30  to  60  percent  local 
piggyback  tax,  only  applies  at  incomes  above  $100,000  (these  incomes  are  not  included  in  this 
study.)  For  taxpayers  below  $100,000,  the  Maryland  individual  income  tax  is  less  progressive 
because  the  second  highest  combined  state  and  local  rate  of  6.0  to  8.0  percent  is  reached  at  a 
taxable  income  level  of  $3,000.  In  contrast,  Virginia's  maximum  5.75  percent  tax  rate  is  not 
reached  until  taxable  income  exceeds  $17,000,  and  the  District's  maximum  rate  of  9.5  percent  is 
not  reached  until  the  $20,000  taxable  income  level  is  exceeded. 


SALES  TAX  BURDENS 

The  sales  tax  burdens  differ  among  the  jurisdictions  because  different  items  are  included 
under  the  general  sales  tax  and  because  the  District  has  special  rates  for  restaurant  meals  and 
alcoholic  beverages.  Sales  tax  rates  for  the  metropolitan  area  are  presented  on  the  following 
page. 
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GENERAL  RESTAURANT      ALCOHOLIC 

RATE  GROCERIES  MEALS  BEVERAGES 


D.C.  1/ 

Maryland 

Virginia 


5.75% 

Exempt 

10% 

8%/10% 

5% 

Exempt 

5% 

5% 

4.5% 

4.5% 

4.5%-8.5%2/ 

4.5% 

1/    General  rait  was  increased  from  6%  lo7%.  June  1.  1994.  and  pennanemly  reduced  to  5  75%.  effeclive  Oclober  1.  1994. 

Restauranl  meals  rale  increased  from  9%  lo  10%.  effeclive  Oclober  1.  1994 

Alcoholic  beverages  purchased  in  stores  taxable  at  8%.  alcoholic  beverages  purchased  for  immediate  consumption  taxable  at  10%. 
II    The  rate  is  7.5%  in  the  City  of  Alexandria  and  8  5%  in  Arlington  County 

The  estimated  sales  tax  burdens  for  hypothetical  households  at  each  of  the  four  income 
levels  are  reported  in  Table  2,  page  10.  These  burdens  are  derived  from  data  supplied  by  the 
District  of  Columbia,  Maryland  and  Virginia.  Tax  officials  in  each  area  completed  a  survey 
detailing  the  taxable  status  and  the  applicable  sales  tax  rate  of  a  listing  of  expenditure  items. 
These  items  represent  average  consumption  expenditures  as  determined  by  the  U.S.  Department 
of  Labor. 

The  general  sales  tax  rate  in  the  District  of  Columbia  is  5.75  percent;  however,  because 
of  the  multiple  rate  system,  the  total  tax  burden  is  more  than  6  percent  of  total  taxable  sales  - 
District  residents  pay  higher  rates  on  restaurant  meals  and  alcohol.  Also  sales  of  commercial 
parking  services  in  the  District  are  subject  to  a  12  percent  sales  tax. 

Unlike  the  District  and  Virginia,  residential  usage  of  utilities  is  not  in  the  general  sales  and 
use  tax  base  in  Maryland.  However,  Montgomery  and  Prince  George's  counties  do  tax  the 
residential  use  of  utilities.  While  Montgomery  County's  energy  tax  is  levied  upon  the  distributor, 
its  cost  is  effectively  borne  by  the  customer.  Prince  George's  County  rate  is  structured  to 
approximate  a  5  percent  sales  and  use  tax  on  energy  consumption  by  the  customer. 

The  District  has  the  highest  combination  of  sales  tax  rates  in  the  area,  with  its  5.75  percent 
general  rate  and  higher  rates  for  alcoholic  beverages,  restaurant  meals,  and  parking.  The  District, 
like  Maryland,  exempts  all  non-snack  food  purchased  in  grocery  stores  from  the  general  sales  tax. 
Maryland's  5  percent  general  rate  is  the  second  highest  in  the  area,  followed  by  the  4.5  percent 
combined  state  and  local  rate  in  Virginia  jurisdictions.  Virginia  does  levy  a  4.5  percent  sales  tax 
on  all  food  purchased  in  grocery  stores. 
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REAL  PROPERTY  TAX  BURDENS 


Real  property  tax  burdens  vary  substantially  across  the  Washington  area  jurisdictions,  as 
measured  by  this  study.  This  study  illustrates  the  property  tax  burden  for  a  family  with  income 
of  $50,000  living  in  a  house  valued  at  2.5  times  their  income;  the  burden  for  a  family  with 
$75,000  income  is  also  illustrated  for  a  home  valued  at  2.5  times  income.  The  $25,000  family 
is  assumed  to  live  in  housing  valued  at  2.75  times  income  and  a  $100,000  family  is  assumed  to 
own  housing  valued  at  2.25  times  income.  Table  4  (page  12)  presents  the  housing  values  for 
families  at  these  income  levels  living  in  owner-occupied  homes  of  corresponding  values  in  each 
jurisdiction.  NOTE:  The  housing  values  derived  dfi  OSL  represent  typical  or  average  values  for 
a  particular  jurisdiction. 

Real  property  tax  burdens  for  District  of  Columbia  residents  fall  below  the  area  wide 
averages  at  all  income  levels.  The  real  property  tax  burdens  reflect  differences  among  the 
metropolitan  area  jurisdictions  in  both  real  property  tax  rates  and  property  tax  relief  provisions. 
The  metropolitan  area  average  burden  for  the  real  property  tax  is  2.56  percent  of  income  at  the 
$25,000  level;  2.41  percent  at  $50,000;  2.44  percent  at  $75,000;  and  2.21  percent  at  $100,000. 

Effective  real  property  tax  rates  are  derived  by  multiplying  the  nominal  real  property  tax 
rate  for  each  jurisdiction  by  its  statutorily  prescribed  assessment  level.  The  effective  property  tax 
rates  are  then  multiplied  by  the  housing  values  to  determine  the  real  property  tax  due  at  each 
income  level  for  each  jurisdiction. 

For  the  District  of  Columbia,  the  effective  tax  rate  of  $0.96  is  applied  to  the  assessed 
market  value  of  the  home  less  $30,000.  $30,000  is  deducted  from  each  of  the  housing  values 
before  calculating  occupied  residential  homeowners.  Therefore,  the  owner/occupant,  with 
$75,000  in  income,  the  homeowner  would  pay  tax  on  $157,500  of  value  ($75,000  x  2.5  - 
$30,000). 

Because  Virginia's  property  tax  relief  program  is  targeted  toward  the  elderly  (age  65  or 
older),  and  to  persons  permanently  and  totally  disabled  whose  incomes  do  not  exceed  $40,000, 
no  adjustments  are  made  in  the  property  tax  biurdens  for  the  hypothetical  family  of  four  in  the 
Virginia  jurisdictions. 

In  calculating  Montgomery  County's  real  property  tax  burden,  the  tax  rate  used  is  $2,127, 
which  includes  the  average  special  area  rates  used  by  Montgomery  County,  plus  the  state  rate. 
For  Prince  George's  Coimty  the  rate  of  $2.64  is  used.  This  includes  the  simi  of  the  general  state 
and  county  rate  and  the  average  special  area  rates. 
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AUTOMOBILE  TAX  BURDENS 

The  taxes  related  to  ownership  of  automobiles  include  the  gasoline  tax,  motor  vehicle 
registration  fees,  and,  where  applicable,  personal  property  taxes.  The  assumptions  used  to 
calculate  the  automobile  tax  burdens  are  shown  in  Table  5  (page  13). 

Virginia  area  jurisdictions  have  the  highest  tax  burden  on  automobiles  at  all  income  levels. 
This  is  due  to  the  imposition  of  a  personal  property  tax  on  automobiles.  Virginia  localities  are 
the  only  area  jurisdictions  that  levy  a  personal  property  tax  on  automobiles.  These  personal 
property  tax  rates  for  the  three  Virginia  jurisdictions  included  in  this  study  vary  from  $4.40  to 
$4.75  per  $100  of  value.  The  basis  for  assessing  the  tax  also  differs  among  the  Virginia  area 
jurisdictions.  Alexandria  and  Fairfax  County  use  the  average  trade-in  value;  the  average  loan 
value  is  used  in  Arlington  County.  For  both  methods,  however,  values  are  obtained  from  the 
January  1995  National  Automobile  Dealers  Association  Used  Car  Pricing  Guide.  (The 
calculations  for  Alexandria  are  based  on  1994  tax  rates  provided  by  local  tax  officials.) 

At  the  $25,000  and  $100,000  income  levels,  the  lowest  automobile  tax  burdens  are  found 
in  the  Maryland  jurisdictions.  As  in  the  District,  Maryland  jurisdictions  do  not  levy  a  personal 
property  tax  on  automobiles,  and  unlike  the  Virginia  localities,  automobiles  are  not  subject  to 
annual  local  registration  fees. 

The  combined  state  and  local  registration  fees  in  Virginia  are  comparable  to  the  sole  state 
rate  in  Maryland.  The  highest  registration  fees  in  the  metropolitan  area  for  a  vehicle  weight  of 
3,499  pounds  or  less  are  imposed  in  the  Virginia  cities  of  Alexandria  and  Falls  Church.  For  a 
vehicle  weight  of  3,500  pounds  or  more,  the  District  of  Columbia  imposes  the  highest  fee  of 
$88.00. 

The  District  of  Columbia  gasoline  tax  rate  of  20  cents  at  the  end  of  1995  was  the  area's 
second  highest.  The  highest  area  gasoline  tax  rate  for  1995  was  in  Maryland,  which  was  23.5 
cents  per  gallon.  The  rate  in  some  localities  of  Virginia  may  have  been  higher  in  1995  than  the 
state  gasoline  tax  rate  of  17.5  cents  per  gallon,  because  a  2  percent  sales  tax  was  levied  by  all  the 
Northern  Virginia  jurisdictions  except  the  counties  of  Prince  William  and  Loudoun. 


PROGRESSIVITY/REGRESSIVITY  OF  TAX  BURDENS 

A  tax  or  tax  system  is  considered  progressive  if  the  tax  burden,  as  a  percentage  of  income, 
increases  as  the  level  of  income  increases.  The  degree  of  progressivity  or  regressivity  can  be 
measured  by  the  ratio  of  the  tax  burden  at  the  lowest  income  level  to  the  tax  burden  at  the  highest 
income  level.  A  progressive  tax  system  would  be  indicated  by  an  index  number  of  less  than  one. 
connoting  that  the  percentage  tax  burden  increases  as  income  increases.  A  proportional  tax  system 
would  have  an  index  number  on  one,  meaning  that  the  percentage  of  tax  paid  remained  the  same 
from  the  lowest  income  level  to  the  highest  income  level.  A  regressive  tax  system  would  show 
an  index  value  of  greater  than  one,  indicating  that  the  percentage  tax  burden  decreased  as  the 
income  level  increased. 
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Based  upon  the  assumptions  used  in  this  study,  the  most  progressive  tax  system  in  the 
metropolitan  area  is  in  Montgomery  County  with  a  progressivity  index  of  0.7975.  (See  Table  6, 
page  14.) 

District  of  Columbia  families  earning  $25,000  paid  8.82  percent  of  their  income  in  major 
taxes;  those  earning  $100,000  paid  10.83  percent  of  their  income  in  major  taxes.  In  comparison, 
the  jurisdiction  with  the  least  progressive  tax  system  is  Fairfax  County.  With  an  index  of  0.8573, 
Fairfax  County  families  at  the  $25,000  income  level  dedicated  8.38  percent  of  tlieir  income  to 
major  taxes,  while  those  earning  $100,000  paid  9.78  percent. 

Overall,  the  Washington  Metropolitan  Area  tax  systems  are  generally  progressive,  with  an 
average  of  8.32  percent  of  income  paid  for  major  taxes  at  the  $25,000  income  level  and  an 
average  of  10.05  percent  of  income  paid  at  the  $100,000  income  level. 

The  progressivity  indices  in  Table  6  reflect  the  assumptions  used.  Different  assumptions 
concerning  housing  values,  family  income  levels  and  other  data  would  result  in  different  values 
and  rankings.  This  study  should  be  examined  in  the  context  of  the  assumptions  and  methodology 
used  in  its  construction.  Every  attempt  has  been  made  to  use  assumptions  and  methodology  that 
are  consistent  for  all  jurisdictions. 
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TABLE  6 

PROGRESSIVITY-REGRESSIVITY  INDICES  FOR 

WASHINGTON  METROPOLITAN  AREA  JURISDICTIONS 

1995 


JURISDICTION 


$25,000 


PROGRESSIVITY 

$100,000  INDEX   1/  RANK 


DISTRICT  OF  COLUMBIA 


10.82% 


(1) 


MARYLAND 


Montgomery  County 
Prince  George's  County 


8.09% 
8.59% 


10.14% 
10.50% 


0.7975 
0.8184 


(2) 
(3) 


Alexandria* 
Arlington  County 
Fairfax  County 


8.18% 

967% 

0.8452 

(5) 

7.86% 

9.40% 

0.8361 

(4) 

8.38% 

9.78% 

0.8573 

(6) 

AREA  AVERAGE 


8.25% 


1/     A  progressive  lax  system  is  indicated  by  an  index  of  less  than  one    A  proponional  tax  system  is  indicated  by  an  index  number  equaled  to  one     A  regressive 
tax  system  is  indicated  by  an  index  number  greater  than  one 


*  Based  on  1994  tax  rates  provided  by  local  tax  officials. 
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Part  II 

A  COMPARISON  OF  TAX  RATES 

IN  THE 

WASHINGTON  METROPOLITAN  AREA  AS 

OF  JANUARY  1,  1996 
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ALCOHOLIC  BEVERAGE  TAX 


District  of  Columbia 

The  tax  is  imposed  on  all  alcoholic  beverages  manufactured  by  a  holder  of  a  manufacturer's 
license  and  on  all  alcoholic  beverages  brought  into  the  District  by  the  holder  of  a  wholesaler's  or 
retailer's  license. 


Maryland 

The  tax  is  imposed  on  all  alcoholic  beverages  sold  by  manufacturers  and  wholesalers  to  retail 
dealers  and  sold  by  out-of-state  dealers  to  wholesalers.  The  tax  also  applies  to  seized  liquors. 


Virginia 

The  tax  is  imposed  on  the  sale  of  all  alcoholic  beverages  in  Virginia.   Persons  who  have  a 
mixed  beverage  carrier  license  are  subject  to  tax  on  mixed  drinks  sold. 


ITEMS 

DISTRICT  OF 
COLUMBIA 

MARYLAND 

VIRGINIA  1/ 

Beer  (per  barrel) 

$2.79 

$2.79 

$7.95 

Spirits  (per  gallon) 

1.50 

1.50 

20%  of  retail  price 

Wine  (per  gallon) 

14%  or  less  alcohol 
More  than  14%  alcohol 

.30 
.40 

.40 
.40 

.402/ 
.402/ 

Champagne  and  Sparkling 
Wine  (per  gallon) 

.45 

.40 

1.512/ 

1/  Effcciivc  July  I.  1992,  sales  ai  ABC  Siores  arc  subject  to  the  4.5%  sales  tax  rale  in  addition  to  the  rale  below 
2/  Additionally,  a  state  tax  of  4  percent  of  the  price  charged  is  in^>osed  on  wine  soW  to  persons  other  than  1: 
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CIGARETTE  TAX 

District  of  Columbia 

The  District's  cigarette  tax  is  imposed  on  the  sale  or  possession  of  all  cigarettes  in  the  District. 
Exemptions  from  the  tax  are  as  follows:  (1)  cigarette  sales  to  or  by  the  federal  or  District 
governments;  (2)  possession  of  cigarettes  by  licensed  wholesalers  for  sale  outside  the  District  or  to 
licensed  wholesalers;  (3)  possession  of  cigarettes  bearing  stamps  of  other  jurisdictions  by  vending 
machine  operators  who  are  licensed  in  the  other  jurisdictions;  (4)  possession  by  a  consumer  of  up  to 
200  cigarettes  which  were  transported  into  or  manufactured  in  the  District  by  the  consumer;  and  (5) 
possession  of  cigarettes  being  transported  under  conditions  such  that  the  cigarettes  are  not  deemed  to 
be  contraband. 

Maryland 

The  Maryland  tax  is  imposed  on  all  cigarettes  possessed  or  held  in  the  state  by  any  person. 
Cigarettes  for  sale  to  Army,  Air  Force,  Navy  or  Coast  Guard  exchanges  or  commissaries  are  exempt. 

Virginia 

The  Virginia  tax  is  imposed  upon  the  sale,  storage  or  receipt  of  cigarettes  for  purposes  of 
distribution  within  the  state.  In  addition  to  the  state  tax,  certain  Virginia  localities  impose  a  cigarette 
tax.  An  exemption  from  taxation  is  provided  for  the  free  distribution  of  sample  cigarettes  in  packages 
containing  five  or  fewer  cigarettes  and  for  cigarettes  customarily  donated  by  manufacturers  to 
cigarette  factory  employees  (where  such  cigarettes  are  not  subject  to  federal  taxation). 


RATE  PER  20  CIGARETTES 

STATE 

LOCAL 

COMBINED  RATE 

District  of  Columbia  1/ 

65C 

„_ 

65C 

Maryland 

36C 

— 

36C 

Virginia  2  5c 

— 

— 

Alexandria 

20C 

22.5C 

Arlington  County 

5C 

7.5C 

Fairfax 

IOC 

12.5C 

Fairfax  County 

5e 

7.5C 

Falls  Church 

20C 

22.5C 

1/  Rau  increased  lo  65  cenu.  July  1.  1993. 

17 


920 

FINANCIAL  INSTITUTION  TAXES 

District  of  Columbia 

Financial  institutions  are  subject  to  the  corporate  franchise  tax.  The  tax  is  imposed  at  a  rate 
of  9.5  percent  of  taxable  income.  In  addition,  there  is  a  surtax  of  5  percent,  for  a  total  effective  rate 
of  9.975  percent.    Financial  institutions  also  are  subject  to  both  the  personal  and  real  property  taxes. 

Maryland 

Maryland  imposes  a  franchise  tax  on  the  net  earnings  of  financial  institutions  in  lieu  of  the 
Maryland  Corporate  Income  Tax.  The  rate  is  7  percent  of  allowable  net  earnings.  Financial 
institutions  are  not  subject  to  personal  property  taxes  except  on  property  leased  to  others . 

In  addition,  all  savings  banks  and  savings  and  loan  associations  pay  an  additional  franchise  tax 
of  130/10,000  of  1  percent  of  the  total  withdrawal  value  of  the  deposits  held  in  Maryland  on 
December  31st  of  each  year. 

The  rate  on  commercial  banks;  safe  deposit  and  trust  companies;  and  finance  companies  is  7 
percent  of  allocable  net  earnings.  A  franchise  tax  is  imposed  on  federal,  domestic  and  foreign  savings 
and  loan;  building  and  loan;  and  homestead  associations  at  the  rate  of  130/10,000  of  1  percent. 

Virginia 

The  Commonwealth  of  Virginia  imposes  a  tax  on  the  net  taxable  capital  of  banks  and  trust 
companies  at  the  rate  of  $1  per  $100  of  net  capital.  Net  capital  is  determined  by  first  adding  the 
capital,  surplus  and  undivided  profits  of  the  institution.  Subtracted  from  this  amount  are  the  assessed 
value  of  real  estate,  the  book  value  of  tangible  personal  property,  the  pro  rata  share  of  government 
obligations,  the  capital  accounts  of  any  bank  subsidiaries,  the  amount  of  any  reserve  for  loan  losses 
allowed  by  the  Internal  Revenue  Service  for  income  tax  purposes  (which  amount  is  included  in  the 
definition  of  capital,  surplus  and  undivided  profits),  and  the  amount  of  any  reserve  for  marketable 
securities  valuation  that  is  included  in  capital,  surplus  and  undivided  profits  to  the  extent  that  such 
reserve  reflects  the  difference  between  the  book  value  and  the  market  value  of  such  marketable 
securities. 
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Virginia  has  authorized  its  cities  and  counties  to  levy  a  tax  not  to  exceed  80  percent  of  the  state 
rate.  The  counties  of  Arlington,  Fairfax,  Loudoun  and  Prince  William,  and  the  cities  of  Alexandria, 
Fairfax  and  Falls  Church  levy  the  maximum  of  80  cents  per  $100  of  net  capital.  The  local  tax  is  not 
in  addition  to  the  state  tax,  but  rather  creates  a  redistribution  of  80  percent  of  the  state  tax  to  the 
localities. 
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INCOME  TAXES 

CORPORATE  FRANCHISE 

District  of  Columbia 

Foreign  and  domestic  corporations  and  financial  institutions  engaging  in  a  trade  or  business 
within  the  District  or  receiving  income  from  District  sources  are  subject  to  tax  at  a  rate  of  9.5  percent 
on  their  taxable  income.  In  addition,  a  surtax  of  5.0  percent  is  charged,  for  a  total  effective  rate  of 
9.975  percent.  The  minimum  franchise  tax  is  $100. 

Businesses  that  do  not  operate  entirely  within  the  District  and/or  receive  income  from  sources 
not  entirely  within  the  District  must  allocate  or  apportion  their  income  in  accordance  with  general 
allocation  or  apportionment  rules  and  regulations.  Apportionment  is  based  upon  an  equally  weighted 
three-factor  formula  (sales,  payroll  and  property).  Special  formulas  are  applied  to  businesses  where 
the  three-factor  formula  does  not  fairly  represent  the  corporation's  business  within  the  District. 

Federal  conformity  is  maintained  pursuant  to  the  "D.C.  Act  10-226,  the  "Second  Onmibus 
Budget  Support  Emergency  Act  of  1994".  Prior  to  1994,  conformity  was  maintained  through  the 
"District  of  Columbia  Income  and  Franchise  Tax  Conformity  Act  and  Revision  Amendment  Act  of 
1987"  (D.C.  Law  7-51)  and  the  "District  of  Columbia  Income  and  Franchise  Tax  Conformity  Act  and 
Revision  Amendment  Act  of  1988"  (D.C.  Law  7-141). 

Maryland 

In  Maryland  a  tax  is  imposed  upon  the  net  income  of  corporations  except  financial  instimtions 
at  the  rate  of  7  percent. 

The  net  income  of  a  corporation  is  allocated  as  detailed  in  state  rules  and  regulations,  and  that 
portion  of  the  business  income  of  the  corporation  allocable  to  Maryland  is  determined  in  accordance 
with  a  three-factor  formula  based  on  property,  payroll  and  double-weighted  sales. 
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Virginia 


A  tax  of  6  percent  is  imposed  on  the  Virginia  taxable  income  of  corporations.  Professional 
corporations  are  also  subject  to  the  tax.  Corporations  having  income  from  business  activities  taxable 
both  within  and  outside  of  Virginia  must  allocate  and  apportion  their  Virginia  taxable  income  as 
detailed  by  state  rules  and  regulations.  Multi-State  corporate  income  is  apportioned  to  Virginia  by 
an  equally  weighted  formula  based  on  property,  payroll,  and  sales. 
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INCOME  TAXES 
INDIVIDUAL  INCOME 


Individuals  who  maintain  a  permanent  home  in  the  District  at  any  time  during  the  taxable  year, 
or  who  maintain  a  place  of  residence  for  an  accumulative  total  of  183  days  or  more,  are  subject  to  the 
individual  income  tax.   Nonresidents  who  are  employed  in  the  District  are  not  liable  for  the  tax. 

Because  the  District  of  Columbia  selectively  conforms  to  federal  provisions,  legislative  action 
is  required  whenever  federal  law  changes  with  respect  to  federal  individual  income  taxation.  The 
latest  conformity  legislation  is  DC.  Act  10-226,  the  'Second  Omnibus  Budget  Support  Emergency 
Act  of  1994".  It  maintains  the  District's  limited  conformity  with  the  Internal  Revenue  Code  (IRC) 
of  1986  as  amended  through  August  10,  1993. 

A  credit  to  relieve  property  tax  burdens  is  provided  under  the  D.C.  income  tax  law.  This 
credit  authorizes  qualified  homeowners  and  renters  to  claim  a  credit  against  their  income  tax  liability, 
or  a  refund  if  no  tax  is  due,  for  a  portion  of  property  taxes  or  rent  paid  when  these  payments  exceed 
a  certain  percentage  of  household  income.  Renters  use  15  percent  of  rent  paid  as  a  property  tax 
equivalency  figure.  To  qualify  for  the  credit  or  refund,  the  homeowner  or  renter  must  have  lived  in 
the  District  during  the  entire  taxable  year,  and  the  household  income  cannot  exceed  $20,000.  The 
maximum  real  property  tax  credit  is  $750.  Table  8  on  page  25  presents  the  percentage  at  specified 
income  levels  for  determining  these  credits. 

Other  personal  income  tax  credits  are  those  for  (1)  individual  income  taxes  required  to  be  paid 
to  another  state  on  income  derived  from  sources  outside  the  District;  and  (2)  child  and  dependent  care 
(32  percent  of  federal  credit  for  full-year  residents,  or  qualified  expenses  divided  by  number  of 
months  on  returns  filed  for  less  than  calendar  year  or  fiscal  year). 

The  District  exempts  all  income  of  U.S.  Senators,  Representatives,  Presidential  Appointees 
and  Supreme  Court  Justices,  provided  such  officials  are  not  domiciled  in  the  District.  Also  exempted 
is  the  income  of  personal  staff  and  employees  of  members  of  Congress  who  remain  bona  fidfi  residents 
of  the  congressperson's  home  state.  Presidential  appointees,  to  be  exempt,  must  be  subject  to 
approval  by  the  Senate  and  serve  at  the  pleasure  of  the  President.  However,  appointees  are  not 
exempt  if  they  live  in  the  District  on  the  last  day  of  the  taxable  year,  even  though  they  meet  the  other 
conditions.  Congressional  staff  members  are  not  exempt  if  their  salaries  are  paid  from  committee 
funds. 
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Maryland 

Persons  who  are  Maryland  residents  on  the  last  day  of  the  tax  year,  or  who  have  lived  in  the 
state  for  at  least  six  months,  are  subject  to  the  individual  income  tax.  In  addition,  nonresidents  are 
taxed  on  income  earned  in  Maryland.  Maryland's  income  tax  law  with  regard  to  income  and 
deductions  conforms  closely  to  that  of  the  federal  govenunent. 

Individuals  carrying  on  business  in  a  partnership  are  responsible  for  the  tax  only  in  their 
individual  positions,  that  is,  no  tax  is  assessed  on  the  partnership  entity. 

In  addition  to  the  state  individual  income  tax,  Charles,  Montgomery,  Prince  George's  and 
other  Maryland  counties  inq>ose  a  local  income  (piggyback)  tax  that  ranges  from  30  percent  to  60 
percent  of  the  state  rate,  effective  for  calendar  year  1993.  For  calendar  year  1995,  the  local  income 
tax  rate  may  not  exceed  60  percent  on  income  taxed  at  the  6  percent  state  rate. 


Virginia 

Virginia  residents  are  subject  to  the  individual  income  tax.  In  addition,  nonresidents  are  taxed 
on  income  earned  in  Virginia,  but  a  credit  is  allowed  for  taxes  paid  to  their  home  states.  Members 
of  the  armed  forces  are  not  subject  to  the  tax  on  their  active  duty  military  income  when  stationed  in 
Virginia,  if  they  had  no  place  of  domicile  in  the  state.  However,  the  incomes  of  partners  are  taxable 
on  their  share  of  the  partnership  income.  Virginia's  local  jurisdictions  do  not  levy  an  income  tax. 

Virginia's  income  tax  law  conforms  very  closely  to  that  of  the  federal  government.  The  tax 
is  based  on  an  individual's  federal  adjusted  gross  income  with  modifications,  if  applicable,  personal 
exemptions  and  standard  or  itemized  deductions.  In  Virginia  as  in  the  District  of  Columbia,  if 
taxpayers  use  itemized  deductions  on  their  federal  return,  they  must  itemize  on  their  state  return.  If 
they  use  the  standard  deduction  for  federal  purposes,  then  they  must  use  it  for  state  purposes. 

Virginia  generally  allows  the  same  itemized  deductions  as  the  federal  government.  However, 
no  deduction  is  allowed  for  income  taxes  imposed  by  the  state  or  any  other  taxing  jurisdiction  in 
determining  the  amoimt  of  the  taxpayer's  income  subject  to  tax.  Instead  of  allowing  a  credit  for  child 
and  dependent  care  expenses  (necessary  for  gainful  employment),  Virginia  provides  for  a  deduction 
equal  to  the  amount  allowed  under  federal  law  in  computing  the  federal  child  and  dependent  care 
credit. 
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Individuals  receive  the  same  income  tax  credit  that  corporations  do  for  renewable  energy 
source  expenditures.  The  Urban  Enterprise  Zone  and  the  Neighborhood  Assistance  Act  credits  also 
are  applicable  to  individuals. 

Table  8  (page  25)  compares  tax  rates,  personal  exemption  amounts  and  deduction  amounts  for 
the  District,  Maryland  and  Virginia  in  calendar  year  1996. 
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PERSONAL  EXEMPTIONS 
(CREDITS) 


TABLES 

INDIVIDUAL  INCOME  TAX  RATES.  EXEMPTIONS  AND  DEDUCTIONS 

CALENDAR  YEAR  1996 

TAXABLE  INCOME 


DlgnUCT  OF  COLUMBIA 


Single 

$1,370 

Manied  Filing  Separate 

SI. 370 

Married  Filing  Jointly 

J2.740 

Head  of  Household 

$2,740 

Dependent  (additional) 

$1,370 

Blind  (additional) 

$1,370 

Age  65  and  over  (additional) 

$1,370 

Standard 

1/ 

Single 

$1,200 

Married  Filing  Separately 

$1,200 

Married  Filing  Jointly 

$2,400 

Head  of  Household 

$1,200 

Dependent  (additional) 

$1,200 

Blind  (additional) 

$1,200 

Age  65  and  over  (additional) 

$1,200 

Standard 

2/ 

$      0-$10.000 
$10.00l-$20.000 
Over  no.OOO 


$  600 

$1,400 


6.0% 
'  8.0%ofc<ce$s  >  $10,000 
■  9.5%ofejicess  >  $20,000 


$      0-$  1.000 

$1,001-$  2.000 

$  2.001-$  3.000 

Over  $  3.000 


2.0% 

3.0%  of  excess  >$  1.000 

4  0%  of  excess  >$  2.000 

5.0%  of  excess  >$  3.000 


VIRGINIA 


Single 

$  800 

Married  Filing  Separately 

$  800 

Married  Filing  Jointly 

$1,600 

Head  of  Household 

$  800 

Dependent  (additional) 

$  800 

Blind  (additional) 

$  800 

Age  65  and  over  (additional) 

$  800 

Sundard 

3/ 

$      O-S  3.000 
$  3.001-$  5.000 
$  5.001-$17.000 
Over  $17,000 


$  60 

$120 
$720 


20% 
I-  3  0%  of  excess  >$  3,000 
y  5.0%  of  excess  >$  5.000 
I-  5.75%  of  excess  >  $17,000 


1/  Married  persons  Tiling  separately  -  $1,000:  all  others  -  $2,000 

2/   15%  of  AGI  not  to  exceed  $2,000  (S4.000  for  joint  and  head  of  household  renims  and  those  filing  as  qualifying  widow(cr)  with  dependent  child)     The 

minimum  is  $1,500  for  single,  married  filing  combined  separate  returns,  married  filing  separately  and  dependent  taxpayers.    All  others  arc  allowed  a 

minimum  of  $3,000 
3/  Single  -  $3,000;  married  persons  filing  separately  -  $2,500;  and  married  persons  filing  jointly  or  combined  separate  -  $5,000 
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INCOME  TAXES 
UNINCORPORATED  BUSINESS  FRANCfflSE 

District  of  Columbia 

The  District's  franchise  tax  on  unincorporated  businesses  is  imposed  on  enterprises  with  gross 
incomes  over  $12,000.  The  rate  is  9.5  percent  on  the  taxable  income  derived  from  sources  within 
the  District.  In  addition,  a  surtax  of  5.0  percent  is  charged,  for  a  total  rate  of  9.975  percent.  The 
minimum  tax  is  $100.  The  tax  is  payable  by  the  person  or  persons  joinUy  or  severally  conducting  the 
unincorporated  business. 

Unincorporated  businesses  pay  the  franchise  tax  on  70  percent  of  net  profits,  less  a  $5,000 
exemption.  Owners  who  participate  in  the  operation  of  the  business  are  allowed  30  percent  of  the  net 
profit  as  a  salary  deduction.  When  80  percent  or  more  of  income  is  derived  from  services,  the 
unincorporated  business  income  is  taxed  under  the  individual  income  tax. 

Maryland 

Unincorporated  business  income  is  taxed  under  the  individual  income  tax. 

Virginia 

Unincorporated  business  income  is  taxed  under  the  individual  income  tax. 

Several  Virginia  jurisdictions  also  levy  a  license  tax  on  the  gross  receipts  derived  from  various 
businesses.  Table  9  (page  27)  details  the  business  license  tax  rates  for  metropolitan  area  jurisdictions 
imposed  per  $100  on  several  occupations. 
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INHERITANCE  AND  ESTATE  TAXES 

INHERITANCE  TAX 

District  of  Columbia 

Effective  for  deaths  occurring  after  April  1,  1987,  the  District  of  Columbia's  inheritance 
tax  is  abolished. 

Maryland 

Maryland  uses  two  rates  that  are  applied  to  each  of  the  two  classes  of  beneficiaries.  The 
rate  of  1  percent  applies  to  parents,  spouse,  children  and  lineal  descendants.  The  rate  of  10 
percent  applies  to  all  others.  There  are  no  exemptions  imless  the  share  received  is  less  than  $150, 
in  which  case  the  entire  share  is  tax  free.  Also,  when  the  property  of  a  decedent  is  $20,000  or 
less,  no  inheritance  taxes  are  payable  on  any  distribution  from  that  estate. 

Effective  July  1,  1989,  the  tax  on  commissions  of  executors  and  administrators  of  the 
estates  of  those  dying  on  or  after  July  1,  1989,  is  repealed. 

Virginia 

Virginia  does  not  levy  an  inheritance  tax.  However,  Virginia  does  levy  a  tax  on  the 
probate  of  wills  and  grants  of  administration,  equal  to  10  cents  per  $100  of  the  value  of  the  estate 
in  excess  of  $5,000. 


ESTATE  TAX 

An  estate  tax  is  imposed  in  the  District,  Maryland  and  Virginia  to  absorb  the  maximum 
credit  allowed  under  the  federal  estate  tax  law  for  taxes  paid  to  states.  For  Maryland,  the  estate 
tax  is  payable  when  the  total  inheritance  tax  liability  does  not  exceed  the  federal  credit.  The  estate 
tax  is  equal  to  the  difference  between  the  inheritance  tax  paid  and  the  amount  of  the  federal  credit. 
No  estate  tax  is  due  when  inheritance  taxes  exceed  the  federal  tax  credit. 
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INSURANCE  PREMIUMS  TAX 

District  of  Columbia 

All  domestic  and  foreign  insurance  companies,  except  those  specified  below,  pay  tax  on 
the  premiums  received  in  lieu  of  all  other  taxes,  except  taxes  upon  real  property.  The  basis  of  this 
tax  is  gross  premiums  received  less  the  following  items:  dividends  paid  to  policyholders, 
premiums  received  for  reinsurance  assumed  and  returned  premiums. 

Noiyjrofit  relief  associations  composed  solely  of  members  of  the  armed  services  or 
employees  of  the  United  States,  District  of  Colimibia,  or  of  any  individual  company,  as  well  as 
fraternal  organizations  that  issue  contracts  of  insiurance  exclusively  to  their  own  members,  are 
exempt  from  the  tax. 

Maryland 

All  insurance  companies  except  nonprofit  hospital  service  plan  corporations,  firatemal 
beneficiary  associations  and  domestic  mutual  fire  insurance  companies  pay  an  annual  tax  on  gross 
direct  premiums.  The  tax  is  based  on  all  new  and  renewal  gross  premiums  allocable  to  Maryland. 
Deductions  are  allowed  for  remmed  premiums,  dividends  paid  to  policyholders  and  refunds  made 
to  policyholders. 

Virginia 

A  tax  is  imposed  on  all  insurance  companies  transacting  insurance  business  in  Virginia, 
except  local  mutual  fu-e  insurance  and  fraternal  beneficiary  companies.  The  tax  replaces  all  other 
taxes,  except  the  tax  on  real  estate  and  tangible  personal  property.  No  tax  is  imposed  on 
premiums  received  by  an  insurer  to  provide  group  insurance  for  its  employees.  The  basis  of  the 
tax  is  gross  premiums  from  business  in  Virginia,  except  premiums  received  for  reinsurance 
assumed  from  licensed  insurance  companies.  The  basis  is  reduced  for  premiums  returned  upon 
canceled  or  reduced  policies;  however,  deduction  for  dividends  paid  or  deduction  for  any  other 
account  is  not  allowed. 
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Life  Insurance 
Companies 

Life  Insurance 
Special  Benefits 

Domestic  Mutual 
Companies 

Industrial  Sick 
Benefit  Companies 

Workmen's 
Compensation 

Legal  Service 
Insurance  Companies 

Other    2.25% 


TABLE  10 

INSURANCE  PREMIUMS  TAX  RATES 


2.25% 


MARYLAND 


2.00%  4/ 


2.00% 
2.00% 
2.00% 
2.00% 
2.00% 

2.25% 


2.25%  3/ 


2.75% 


1.00% 


2.25% 


1/  The  District  levies  an  additional  fee  of  0.30  percent  to  ofTsel  the  adminiscralive  costs  of  regulation, 

II  To  offset  the  administrative  cost  of  regulating  each  line  of  insurance,  an  additional  fee  up  to  .375  percent  for 

providers  of  workmen's  compensation  insurance  and  0  1  percent  for  other  insurers  may  be  levied. 
3/  2  75  percent  on  premiums  paid  for  special  or  additional  benefits 
4/   3  percent  on  unauthorized  insurer?.  I  percent  on  auto  liability  insurers. 
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MOTOR  VEHICLE  TAXES 

Motor  Vehicle  Excise 

All  three  jurisdictions  impose  fees  on  cars,  trucks,  buses  and  trailers  based  on  weight. 

District  of  Columbia 

The  District  imposes  a  titling  tax  based  on  vehicle  weight  at  the  time  the  title  is  issued  at 
the  following  rates:  up  to  3,499  pounds  -  6  percent  of  fair  market  value;  and  3,500  pounds  or 
more  -  7  percent  of  fair  market  value. 


Maryland 

Maryland  imposes  an  excise  tax  of  5  percent  of  fair  market  value  on  each  motor  vehicle 
at  the  time  the  title  is  issued. 


Virginia 

Virginia  taxes  motor  vehicles  at  the  time  of  sale  at  3  percent. 

Motor  Vehicle  Registration 

Annual  registration  fees  for  the  District  of  Columbia,  Maryland  and  Virginia  are  presented 
in  Table  11  (page  32). 
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TABLE  n 
ANNUAL  REGISTRATION  FEES  FOR  PASSENGER  CARS 


District  of  Columbia  1/2/ 

Maryland 

Virginia  (State) 

Alexandria 
Arlington  County  4/ 
Fairfax  City 

Fairfax  County  6/7/8/ 

Falls  Church 
Loudoun  County 
Prince  William  Co  7/ 
+  In  addition  to  state  rate. 


0  to  3,499  pounds 
3,500  pounds  or  more 

3,700  pounds  or  less 
Over  3,700  pounds 

4,000  pounds  or  less 
Over  4,000  pounds 


Motorcycles 


Motorcycles 

4,000  pounds  or  less 
Over  4,000  pounds 
Motorcycles 

All  passenger  vehicles 
Passenger  vehicles 
used  for  compensation 
Motorcycles 


Motorcycles 

5/ 
Motorcycles 

5/ 
Motorcycles 


$55.00 
$88.00 

$35.00 
$40.50 

$26.00 
$30.00 

+  $25.00 
+$15.00 

+  $5.00 
+$5.00 

+  $20.00 
+$25.00 
+$8.00 

+$25.00 

+  $23.00 
+$18.00 

+$25.00 
+$15.00 

+  $24.00 
+  $15.00 

+  $24.00 
+  $12.00 


1/  The  fee  for  motorized  bicycles  is  $21.00. 

2/ An  additional  fee  of  $15  00  is  charged  for  vehicle  inspection.  ^      ,.    ,              ,       .,onn.    «m  nn 

3/  Rat  rate  applied  regardless  of  weigh.,  ejcept  for  leased  vehicles  which  are  based  on  weight  Fees  on  leased  vehicles  range  from  $18  00  to  $50,00. 

1/  For  the  first  year  of  registration  the  fee  is  $5  00  for  all  vehicles.  There  is  no  local  renewal  fee  Renewal  <kaii  «e  issued  upon  payment  of  the  local  vehicle 

personal  property  tax. 

5/  Flat  rate  applied  regardless  of  weight.  ^               ...        .    ,.        ,  .  ^  c-;.*,- 
6/  Business^  and  citizens  residing  m  the  towns  of  Vienna.  Hemdon  and  aifton  pay  vehicle  registration  fees  set  by  those  jurisdicuons  in  lieu  of  the  Fairfax 

7/  T*i^ay'l;^who  satisfy  certain  household  gross  income  and  net  worth  limiutions  (these  requirements  are  the  same  as  those  applicable  to  the  county's  real 
propenyiai  relief  program;  see  page  39)  may  ewmpt  one  vehicle  from  the  annual  regatralionfee^  .....  ^^  ^.^  ,^  ,g^. 

8/  In  D«ember  1993.  the  Board  of  Supervisors  changed  the  due  date  on  vehicle  licenses  from  May  1  to  October  5  M  a  result  two  decals  wH' b*  »W  '^IW, 
the  May  decal  will  cost  $15  per  vehicle  and  $1 1  per  motorcycle.  Beginning  with  the  October  decal,  the  license  fee  returns  to  the  level  indicated  above. 
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MOTOR  VEHICLE  FUEL  TAX 


District  of  Columbia 


This  tax  is  imposed  on  every  importer  or  user  of  motor  vehicle  fuels,  including  gasoline, 
diesel  fuel,  benzol,  benzene,  naphtha,  kerosene,  heating  oils,  all  liquefied  petroleum  gases  and 
all  combustible  gases  and  liquids  suitable  for  the  generation  of  power  for  motor  vehicles.  Fuel 
exported  from  the  District  is  exempt. 


Maryland 

Every  dealer  pays  a  tax  on  all  motor  vehicle  fuels  sold  or  used  in  Maryland.  Motor 
carriers  with  commercial  vehicles  having  seats  for  more  than  nine  passengers  or  having  more  than 
two  axles  are  subject  to  a  tax  on  the  amount  of  motor  fuel  used  in  their  operations  in  Maryland. 
Credit  is  allowed  for  taxes  paid  on  all  motor  fuel  purchased  in  Maryland. 


Virginia 

A  motor  fiiel  tax  is  imposed  on  all  dealers  and  other  persons  selling  motor  fuel  in  the 
Commonwealth. 

A  2  percent  sales  tax  is  imposed  on  retail  sales  of  fuels  sold  within  a  city  or  county  that 
is  a  member  of  any  transportation  district  in  which  a  commuter  mass  transportation  system  is 
operated.  Effective  January  1,  1992,  the  average  retail  gasoline  price  used  is  $1,235  per  gallon. 


Rate  Per  Gallon 

District  Maryland  Virginia 

20  cents  i/  23.5  cents  17.5  cents 2/ 


1/  District  of  Columbia  motor  fuel  tax  was  tetnporahly  increased  from  20  to  22.5  cents  per  gallon  for  the  period  June  1  .  September  30.  1994. 

2/   Additional  2  percent  local  tax  applied  in  the  Noithem  Virginia  jurisdictions  of  Alexandria.  Arlington  County.  Fairfax,  Fairfax  County,  Falls  Church, 

Manassas,  Loudoun  County,  Prince  William  County  ajid  Stafford  County. 
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PROPERTY  TAXES 

REAL  PROPERTY 

District  of  Columbia 

All  real  and  personal  property  is  subject  to  taxation  unless  expressly  exempt  by  statute. 
The  District  of  Columbia  real  property  tax,  as  of  July  1,  1995,  is  based  on  five  classifications: 

(a)  Class  One  Property  -  improved  residential  real  property  that  is  owner-occupied 
and  contains  five  or  fewer  dwelling  units  (whether  as  a  row,  detached,  or 
semi-detached  structure),  or  a  single  dwelling  unit  owned  as  a  condominium  and 
used  exclusively  for  non-transient  owner-occupied  residential  dwelling  purposes. 
Improved  residential  real  property  owned  by  a  cooperative  housing  association  also 
shall  be  classified  as  Class  One  Property,  provided  that  at  least  50  percent  of  the 
dwelling  units  are  occupied  by  the  shareholders  or  members  of  the  cooperative 
housing  association. 

Unimproved  (vacant)  property  that  abuts  and  has  identical  ownership  with  a  Class 
One  Property  also  shall  be  considered  Class  One  Property. 

(b)  Class  Two  Property  -  improved  residential  real  property  that  is  not  occupied 
by  the  owner  or  has  more  than  five  dwelling  units.  Improved  residential  real 
property  that  is  owned  by  a  cooperative  housing  association  shall  also  be  classified 
as  Class  Two  Property,  if  fewer  than  50  percent  of  the  dwelling  units  are  occupied 
by  the  shareholders  or  members  of  such  cooperative  housing  associations. 

Unimproved  (vacant)  property  that  abuts  and  has  identical  ownership  with  a  Class 
Two  Property  also  shall  be  considered  Class  Two  Property. 

(c)  Class  Three  Property  -  improved  commercial  property  that  houses  transients.  . 
Hotels,  motels,  and  inns  are  included  in  this  class. 

(d)  Class  Four  Property  -  all  improved  commercial  properties  generally  not 
included  in  Class  One,  Two  or  Three.  Class  Four  Property  remains  Class  Four 
if  it  cannot  be  built  upon  as  a  matter  of  right,  it  is  used  as  an  approved  parking  lot, 
a  building  permit  is  in  effect  or  it  was  classified  as  Class  Four  Property  as  of  the 
end  of  the  previous  real  property  tax  year  and  does  not  qualify  as  Class  One,  Two 
or  Three  Property. 
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Vacant  real  property,  that  is  next  to  and  has  common  ownership  with  property 
classified  as  Class  Four  Property,  shall  also  be  classified  as  Class  Four  Property. 

(e)  Class  Five  Property  -  all  unimproved  real  property 

that  is  not  included  in  Class  One,  Two,  Three  or  Four  Property. 

All  real  property  must  be  assessed  annually  at  100  percent  of  estimated  market  value.  Real 
property  tax  rates  are  set  in  October  by  the  Council  of  the  District  of  Columbia. 


Maryland 

The  state  property  tax  rate  of  21  cents  per  $100  of  assessed  market  value  applies  to  real 
property  only.  It  is  imposed  annually  on  all  taxable  land  and  improvements.  The  tax  is  applied 
to  an  assessed  value  equal  to  the  estimated  market  value  adjusted  by  the  "growth  factor"  (40%). 

Assessments  are  made  by  the  State  Department  of  Assessments  and  Taxation.  Real 
property  for  state  and  county  tax  purposes  is  assessed  according  to  a  three-year  assessment 
schedule.  A  physical  review  of  each  property  is  made  every  three  years.  Reassessments  are 
updated  on  the  basis  of  an  analysis  of  sales,  cost  and  rental  data  in  the  area.  The  amount  of  the 
increase  in  the  established  market  value  of  the  one-third  of  the  properties  reassessed  each  year  is 
phased  in  over  a  three-year  period.  The  percentage  of  assessed  value  to  market  value,  referred 
to  as  the  "growth  factor,"  is  40  percent  of  market  value  on  a  state-wide  basis. 

Residential  property  owners  are  entitled  to  an  assessment  limitation  tax  credit.  For  state 
tax  purposes,  this  is  a  credit  against  property  taxes  equal  to  the  tax  rate,  times  that  part  of  the 
1993-94  total  assessment  greater  than  110  percent  of  the  1992-93  assessment.  County  and 
municipal  governments  may  choose  a  percentage  amount  lower  than  11 0  percent  of  assessment. 


Virginia 

The  Commonwealth  of  Virginia  does  not  levy  a  real  property  tax.    However,  local 
jurisdictions  are  required  to  tax  real  property  at  100  percent  of  estimated  market  value. 

Tax  rates  for  the  jurisdictions  of  the  Washington  Metropolitan  Statistical  Area  are 
presented  in  Table  12  (page  36). 
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TABLE  12 

REAL  PROPERTY  TAX  RATES 

PROPERTY  TAX  YEAR  1995  -  1996  lai 


ASSESSMENT  LEVEL 
NOMINAL  RATE 


(%  OF  MARKET  VALUE)       EFFECTIVE  RATE 


DISTRICT  OF 

COLUMPIA 


Class  One 

$0.96 

100% 

Class  Two 

$1.54 

100% 

Class  Three 

$1.85 

100% 

Class  Four 

$2.15 

100% 

Class  Five 

$5.00 

100% 

$0.96  V 

$1.54 

$1.85 

$2.15 

$5.00 


MARYLAND  4/ 


Charles  County 

$2.65($0.10-$0.80^% 

Montgomery 

County 

$2.127($0.08-$1.757) 

Prince  George's 

County 

$2,643  ($0.65-$0.81)  5/ 

VIRGINIA 

Alexandria 

$1.07 

Arlington  County 

$0.94 

Fairfax 

$0.84 

Fairfax  County 

$1.16  6/7/8/ 

Falls  Church 

$1.07 

Loudoun  County 

$0.99  7/9/10/ 

Pr  William  County 

$1.36  11/ 

$1.06 


40% 


100% 
100% 
100% 
100% 
100% 
100% 
100% 


($0.04-$0.32) 

$0,851 
($0.032-$0.703) 

$1.06 
($0.26-$0.32) 

$1.07 
$0.94 
$0.84 
$1.16 
$1.07 
$0.99 
$1.36  11/ 


1/    The  real  propeny  tax  year  in  the  Virginia  area  jurisdictions  is  on  a  calendar  year  basis.    Because  the  new  real  property  tax  rates,  which  are  r 

January  I.  1995  were  not  set  until  the  spring  of  1995  (March-May),  the  rates  submitted  by  these  jurisdictions  for  this  repon  are  those  applicable  to  calendar 

year  1994.   In  the  District  of  Columbia  the  1994-1995  real  propeny  tax  year  is  October  1.  1994  -  September  30.  1995    For  the  Maryland  area  jurisdictions. 

the  1994-1995  real  propeny  tax  year  is  July  1.  1994  to  June  30.  1995.   The  rates  presented  are  those  in  effect  for  that  time  period. 
2/    Rate  per  SlOO  of  value.   Special  area  rates  in  effect  are  shown  in  parentheses. 
3/    Does  not  include  the  effect  of  $30,000  homestead  deduction. 
4/    Local  rates  shown  include  the  state  rale  of  $0.21  per  $100  of  assessed  value. 
5/   County  and  state  rate  in  non-incorporated  areas  is  $2  643.  County  and  state  rates  in  incorporated  areas  ranges  from  $2,203  to  $2. 523.  The  S2.643  rate 

includes  the  State's  $0.21  levy.  Special  area  rales  arc  included  in  parentheses 
6/    Relatively  few  residential  properties  in  three  areas  pay  an  additional  2  0  cents,  2  7  cents  and  6  cents  per  $100  of  assessed  value  for  community  centers. 

Those  in  tax  districts  with  a  special  assessment  for  leaf  collection  pay  an  additional  2  cents 

per  $100  of  assessed  value.   Those  County  residents  in  tax  districts  with  a  special  assessment  for  gypsy  moth  control  are  assessed  a  fee  of  0014  cents  per 

SlOO  of  real  propeny  valuation. 
7/    Loudoun  County  and  Fairfax  County  have  a  Route  28  taxing  district.    Residents  of  this  district  are  subject  to  an  additional  20  cents  per  $100  of  assessed 

value. 
8/   There  is  a  flat  $270  refuse  collection  fee  on  some  properties. 

9/    Loudoun  County  also  has  a  Broad  Run  service  district    Residents  of  this  district  are  subject  to  an  additional  .  14  cents  per  $100  at  assessed  value. 
10/  Loudoun  County  also  has  an  Aldie  service  district,  residents  of  this  district  are  subject  to  an  additional  $.27  per  $100  of  assessed  value 
1 1/  Rates  ranging  from  0.33  cents  to  20  cents  are  applied  in  special  tax  distncts  for  fire,  rescue,  recreation,  roads  and  gypsy  moth  control 
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PROPERTY  TAX  RELIEF  PROGRAMS 


District  of  Columbia 

Class  One  (owner-occupied  residential)  property  owners  may  obtain  a  homestead 
deduction.  D.C.  Law  4-129,  effective  July  24,  1982,  requires  the  filing  of  the  homestead 
deduction  application  once  every  five  years.  This  deduction  eliminates  property  taxes  on  the  first 
$30,000  of  assessed  value  for  homeowners.  In  addition  to  the  homestead  deduction,  senior 
citizens  age  65  or  older,  with  total  household  adjusted  gross  income  below  $100,000,  may  have 
their  real  property  tax  payments  cut  in  half. 

The  District  provides  two  "circuit-breaker"  property  tax  relief  programs  for  qualified 
homeowners  and  renters  who  live  in  the  District  during  the  entire  taxable  year.  A  credit  can  be 
claimed  against  their  individual  income  tax  liability  (a  refund  if  the  credit  exceeds  any  tax  due), 
for  a  portion  of  the  property  taxes  paid  or  rent  paid  constituting  property  taxes  that  exceeds  a 
stated  percentage  of  household  income.  The  specific  percentages  are  presented  on  page  39. 

In  addition,  the  District  has  a  tax  deferral  program.  All  owner-occupied  residential 
property  taxpayers  may  apply  to  defer  real  property  taxes  that  exceed  1 10  percent  of  the  previous 
year's  liability.  Deferred  real  property  taxes  may  not  exceed  25  percent  of  the  current  year's 
assessed  value. 

First-time  homeowners  whose  income  does  not  exceed  120  percent  of  the  lower  income 
guidelines  (under  section  8  of  the  United  States  Housing  Act  of  1937  for  the  Washington 
Metropolitan  Statistical  Area)  may  be  eligible  for  abatement  of  real  property  taxes  for  a  5  year 
period  beginning  October  1  following  the  recordation  of  the  homeowner's  deed  as  well  as 
abatement  of  deed  recordation  and  transfer  taxes.  Application  must  be  made  at  the  time  the  deed 
conveying  the  real  property  involved  is  offered  for  recordation  with  the  Recorder  of  Deeds. 

The  District  also  has  a  special  tax  relief  program  for  qualified  historic  properties  approved 
by  the  Joint  Committee  on  Landmarks  of  the  National  Capital.  Owners  of  the  property  must  be 
willing  to  enter  into  an  agreement  with  the  D.C.  government  to  preserve  the  building  as  historic 
property  for  at  least  20  years. 
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Maryland 

The  Maryland  homeowner's  property  tax  credit  program  is  designed  to  provide  relief  for 
property  tax  burdens  in  excess  of  a  certain  percentage  of  income  (see  Table  13,  page  39).  The 
maximum  assessment  that  can  be  used  to  calculate  the  credit  is  $60,000.  Applications  must  be 
filed  by  September  1 ,  of  each  year. 

The  state  of  Maryland  also  makes  available  a  refimdable  renter's  tax  credit  of  up  to  $600 
a  year  for  renters,  who  are  age  60  and  over,  or  are  permanently  and  totally  disabled  and  will 
qualify  on  the  basis  of  income.  The  applicant's  entitlement  to  the  credit  is  tied  to  a  flexible  scale 
that  relates  the  annual  rent  paid  to  the  applicant's  annual  gross  income.  In  comparing  the 
applicant's  gross  income  to  his  annual  rent  paid,  an  allowance  is  made  for  utilities  paid  by  the 
renter.  For  example,  if  the  renter  pays  for  gas  only,  it  is  assumed  that  6  percent  of  his  gross 
income  is  dedicated  to  that  item.  By  way  of  contrast,  if  the  renter  must  pay  for  his  heat,  gas,  and 
electricity,  it  is  assumed  that  18  percent  of  his  income  is  devoted  to  these  items. 

The  Renter's  Tax  Credit  Program  is  independent  of  the  state  individual  income  tax. 
Applications  must  be  filed  by  September  1  of  each  year.  The  applicant  must,  however,  submit 
a  copy  of  their  most  recent  Federal  Form  1040  and  all  the  accompanying  forms  with  the  1993 
renter's  tax  credit  application. 


'Virginia 

Counties  and  cities  bordering  Fairfax  County  may  provide  exemption  from,  or  deferral  of, 
real  property  taxes  on  dwellings  owned  and  occupied  by  persons  who  are  age  65  or  older,  or  who 
are  permanently  and  totally  disabled  and  whose  income  is  not  more  than  $40,000.  Jurisdictions 
may  exclude  $7,500  of  any  income  received  by  an  applicant  who  is  permanently  and  totally 
disabled.  Household  gross  income  includes  the  income  of  all  relatives  residing  therein.  From  this 
amount,  the  homeowner  excludes  the  first  $6,500  of  income  for  each  relative  residing  in  the 
household  other  than  the  spouse  of  the  owner.  The  combined  financial  net  worth  of  the  owner 
and  spouse  cannot  exceed  $150,000,  excluding  the  value  of  the  home  and  up  to  one  acre  of  land. 
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TABLE  13 


PROPERTY  TAX  RELIEF  PROGRAMS, 
PROPERTY  TAX  YEAR  1995 


District  of  Columbia 


Under  Age  62  Circuit-Breaker  Relief 


Household 


Tax  Credit  Equals:  i/ 


$  0  -  $  2,999 
$  3,000  -  $  4,999 
$5,000 -$6,999 
$  7.000  -  $  9,999 
$10,000  -  $14,999 
$15,000  -  $19,999 


95%  of  property  tax  exceeding  1.5%  of  household  income 
75%  of  property  tax  exceeding  2.0%  of  household  income 
75%  of  property  tax  exceeding  2.5%  of  household  income 
75%  of  property  tax  exceeding  3.0%  of  household  income 
75%  of  property  tax  exceeding  3.5%  of  household  income 
75%  of  property  tax  exceeding  4.0%  of  household  income 


Mm\m4 


Ape  62  and  Over.  Blind  or  Disabled  Circuit-Breaker  Relief 


Household 
Gross  Income 


Tax  Credit  Equals  Amount  of  Property  Taxes  Paid 
or  Rent  Constituting  Property  Taxes  in  Excess  of:  1/ 


$      0  -  $  4.999 
$5,000    $9,999 
$10,000  -  $14,999 
$15,000  -  $19,999 


1.0%  of  household  gross  income 
1.5%  of  household  gross  income 
2.0%  of  household  gross  income 
2.5%  of  household  gross  income 


Charles  County 
Montgomery  County 
Prince  George's  County 


Regular  Rates 

Household 

Gross  Income 

Net  Worth 

Relief 

Less  Than: 

Less  Than: 

Amount:  v 

Tax  Limit:  3/ 

$30,000 

$200,000 

$1,500 

$1,920 

$30,000 

$200,000 

$2,000 

$1,920 

$30,000 

$200,000 

$1,500 

$1,920 

1/     Renters  use  15  perceni  of  rent  paid  as  a  propeny  ax  equivalency 

2/     The  maximum  lai  credit  for  the  first  $60,000  of  the  assessed  value  of  the  propeny. 

3/     For  each  additional  SI  .000  of  income,  add  $90  to  $1 ,920  to  find  the  amount  that  the  lax  must  exceed. 
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TABLE  13-  Continued 


PROPERTY  TAX  RELIEF  PROGRAMS  FOR  ELDERLY  AND  DISABLED 
PROPERTY  TAX  YEAR  1995 


Virginia 


Alexandria  4/ 
Arlington  County  5/ 
Fairfax  7/8/ 
Fairfax  County  7/8/ 
Falls  Church 
Loudoun  County  7/8/ 
Pr.  William  County  7/ 


R^gtilar  Raws 
Household  Gross 
Income 
Less  Than: 

Net  Worth 
Less  Than: 

$20,000 

$150,000 

$40,000 

$150,000 

$40,000 

$150,000 

$40,000 

$150,000 

$40,000 

$150,000 

$40,000 

$150,000 

12/ 

$150,000 

Relief  Amount: 
$1,500 

61 


All  tax  over  2%  of 
income  is  exempt.  13/ 


4/ 
5/ 
6/ 
7/ 

8/ 
9/ 
10/ 


13/ 


Deferral  amount  of  $25,000;  $10,000  full  exemption;  $20,000  partial  exemption. 

Deferral  amount  of  $40,000;  $20,000  exemption. 

Amounts  are  determined  every  year;  networth  of  $75,000  for  exemption. 

Excludes  up  to  $7,500  of  disability  income  and  the  first  $6,500  of  income  of  each  relative  other  than  a  spouse  residing 

in  the  household. 

Excludes  home  and  one  acre  of  land  In  net  worth  calculation. 

Maximum  exemption  for  incomes  of  $30,000  and  below  is  100%;  declines  on  a  sliding  scale  to  25%  at  $40,000. 

Residents  65  years  and  older  or  100  percent  disabled  with  gross  income  up  to  $30,000  for  100  percent  tax  exemption; 

$30,001  to  $35,000  for  50  percent  tax  exemption;  and  $35,001  to  $40,000  for  25  percent  tax  exemption  on  real 

property  tax  levy. 

Incomes  up  to  $30,000  receive  $800  relief  amount  with  a  full  deferral  of  the  balance;  $30,001  up  to  $35,000  receive 

$640  relief  and  one  half  deferral;  and  $35,001  up  to  $40,000  receive  $480  and  no  deferral. 

Gross  household  income  less  than  $22,000  is  exempt.  A  sliding  scale  of  deferrals  applies  to  incomes  above  $22,000 

up  to  the  HUD  low  income  limit. 

If  deferral  plan  is  taken  up  to  100%  of  tax  may  be  deferred.  Deferred  taxes  are  payable  upon  death  or  sale. 
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PROPERTY  TAXES 
TANGIBLE  PERSONAL  PROPERTY 

District  of  Columbia 

The  tax  is  imposed  on  all  tangible  personal  property,  except  inventories,  used  in  a  trade  or 
business.  Such  property  includes  machinery,  equipment,  furniture,  fixtures  and  supplies. 
Tangible  personal  property  leased  to  another  business  or  individual  located  in  the  District  of 
Columbia  is  taxable  to  the  owner.  Tangible  personal  property  must  be  assessed  at  full  and  true 
value.  Renters  under  a  "lease  purchase"  or  a  "security  purchase"  agreement  who  are  obligated 
to  become  the  owner  must  report  the  property  on  the  personal  property  tax  return. 


Maryland 

The  coimty  rates  of  tax  on  tangible  personal  property  are  the  same  as  those  for  real  property. 
The  state  rate  is  not  levied  on  personal  property.  A  county  rate  may  apply  to  commercial  and 
manufacmring  inventories.  The  state  is  responsible  for  the  assessment,  at  full  cash  value,  of 
corporate  tangible  personal  property. 


Virginia 

The  tax  on  tangible  personal  property  is  a  local  tax  in  Virginia.  The  rates  shown  on  the 
following  page  are  nominal.  Counties  and  cities  impose  different  rates  on  tangible  personal 
property  and  classify  certain  items  separately  from  other  tangible  personal  properties. 

Virginia  jurisdictions  are  the  only  ones  in  the  Washington  Metropolitan  Area  that  tax 
automobiles  (as  well  as  recreational  vehicles,  boats,  airplanes  and  trailers)  under  the  tangible 
personal  property  tax.  Mobile  homes  are  taxed  at  the  real  property  tax  rate.  Motor  vehicles  must 
be  listed  separately  and  are  assessed  at  average  trade-in  value  according  to  the  January  1  (of  each 
year)  National  Automobile  Dealers  Association  handbook  in  Alexandria,  Falls  Church,  Fairfax 
City,  Fairfax  County,  and  Prince  William  County.  The  average  loan  value  is  the  basis  used  in 
Arlington  County  and  Loudoun  County.  All  Northern  Virginia  jurisdictions,  included  in  the 
report,  have  adopted  proration  of  vehicle  personal  property  taxes. 
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Fairfax  and  Prince  William  Counties  also  allow  an  exemption  from  personal  property  taxes 
on  one  automobile  per  household  for  the  low-income  elderly  and  the  permanently  and  totally 
disabled. 

Lxjudoun  County  adopted  a  personal  property  tax  relief  program  for  1992.  Using  the  same 
standards  as  for  the  real  property  exemption,  a  separate  tax  rate  is  established  annually  by  the 
Board  of  Supervisors.  The  1993  rate  is  $2.10  per  $100.00  assessed  value  for  qualified  applicants. 

Falls  church  allow  an  exemption  of  up  to  the  first  $25.00  of  personal  property  taxes  on  one 
automobile  per  household  for  the  low-income  elderly  and  the  permanently  and  totally  disabled. 
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TABLE  14 
TANGIBLE  PERSONAL  PROPERTY 
PROPERTY  TAX  YEAR  1995  -  1996  1/ 

RATE  PER  $100  OF  VALUE 


ni.STRICT  OF  COLUMBIA  $3.40  2/ 
MARYLAND 

Charles  County  $2.28 

MontgomeryCounty  $1,917 

Prince  George's  County  $2,433  3/ 
VIRGINIA 

Alexandria  $4.75  ($4.50)  ($3.55)  4/ 

Arlington  County  $4.40 

Fairfax  $2.99 

Fairfax  County  $4.57  5/ ($1.16)6/ ($0.01)7/ 

Falls  Church  $4.71  5/ 

Loudoun  County  $4.20  5/  ($2.75)  8/  ($4.00)  w 

Prince  William  County  $3.70  ($2.00)  5/  ($1.36)  10/  ($.70)  ii/ 

($1.30)  12/ ($0.35)  13/ 


1/    The  personal  property  tax  year  in  the  Virginia  area  jurisdictions  is  on  a  calendar  year  basis.  The  rates  submiiicd  by  Virginia  jurisdictions  for  this  report 

are  applicable  to  calendar  year  1993    In  the  Disuict  of  Coluinbia  and  the  Maryland  area  jurisdictions,  the  1994  personal  property  tai  year  is  July  1,  1993 

to  June  30.  1994    The  rates  presented  are  those  in  effect  for  those  periods 
2/    Effective  July  1.  1992.  the  rate  increased  to  $3.40 
3/    Rale  applies  to  non-town  businesses.   The  county  rate  for  incorporated  lown  businesses  ranges  from  $1998  to  $2,318.   Maryland  property  laj  rale  is  not 

levied  against  personal  property. 
4/    Machinery  and  tools  arc  assessed  at  a  rale  of  $4.50  per  $100  of  value.    Vehicles  with  special  equipment  designed  to  aid  the  handicapped  are  assessed  at 

a  rate  of  $3  55  per  $100  of  value 
5/    Rate  applied  to  regular  individual  personal  property,  and  business  tangible  personal  property. 
6/    Rate  applied  to  mobile  homes  and  public  service  corporation  non-vehicular  personal  property. 
It    Rate  applied  to  special  subclass  of  vehicles. 
8/    Machinery  and  tools  rate  ($2.75). 
9/    Rate  applied  to  heavy  equipmetu. 
10/   Rale  applied  to  mobile  homes. 
11/  Rate  applied  to  farm  machinery  and  tools. 
12/  Rate  applied  to  aircraft. 
13/   Rale  applied  to  special  classes  of  property 
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PUBLIC  UnLITIES  TAX 


District  of  Columbia 

The  tax  is  imposed  on  the  gross  receipts  of  regulated  gas,  electric,  telephone  and 
telecommunications  companies  from  the  sale  of  public  utility  and  regulated  telecommunications 


Maryland 

The  tax  applies  to  any  company  engaged  in  a  telegraph,  telephone,  oil  pipeline,  electric  or 
gas  business  in  the  state.  The  tax  is  based  on  gross  receipts  for  the  preceding  calendar  year.  The 
rate  is  2  percent  and  receipts  subject  to  this  tax  are  not  subject  to  state  income  tax  except  for  long 
distance  phone  companies  which  surcharge  the  tax  to  their  customers. 

In  addition,  retail  sales  of  natural  or  artificial  gas,  oil,  electricity,  coal,  nuclear  fuel 
assemblies  and  steam  for  nonresidential  use  are  also  taxed  by  several  local  subdivisions. 


Virginia 

Electric  and  gas;  water  or  heat;  light  and  power  companies;  and  telegraph  and  telephone 
companies  are  subject  to  the  tax  at  different  rates.  Telephone  and  telegraph  taxes  are  based  on 
mileage  of  poles  or  conduits,  including  mileage  of  buried  cable;  an  additional  charge  is  applicable 
to  gross  receipts  from  intrastate  business. 

A  special  tax  not  to  exceed  2/10  of  1  percent  is  imposed  on  gross  receipts  for  business  done 
in  Virginia. 

Virginia  exempts  consumers  from  tax  for  the  use  or  consumption  of  gas,  electricity  and 
water  delivered  through  mains,  lines  or  pipes.  However,  some  Virginia  localities  do  tax 
consumers  for  these  services  at  different  rates. 
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TABLE  16 


PUBLIC  UTILITIES  TAX  TO  SUPPLIERS 
JA>fUARY  1.  1996 


UTILITIES 
SUBJECT  TO  TAX 


BASIS 


District  Qi 
Columbia 


Gas,  electric  lighting, 


Telecommunications 


10.0% 


Gross  Receipts 
Gross  Charges 


Maryland 


Telegraph,  telephone, 
oil  pipeline,  electric, 
or  gas  companies 


2.0% 


Gross  Receipts 


Virginia 


Railway  companies 


Corporate 
Income  tax 


Electric,  gas,  heat,  light 
power  and  water 
Up  to  $100,000 
Over  $100,000 


1.125% 


Gross  Receipts 


Pipeline  transmission 
Up  to  $100,000 
Over  $100,000 


Gross  Receipts 


Telecommunications 


1.0% 


Gross  Receipts 


Telephone 


1/  $1,125  plus  2.3%  of  gross  receipis  in  excess  of  J 100, 000 
2/  Telephone  companies  arc  subject  to  the  corporate  income  t 

the  Utility  gross  receipts  taji. 
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RECORDATION  AND  TRANSFER  TAXES 

District  of  Columbia 

A  tax  of  1 . 1  percent  of  the  consideration  is  imposed  on  each  deed  when  it  is  submitted  for 
recording.   The  minimum  recordation  tax  is  $1 .00. 

Another  tax  of  1 . 1  percent  of  the  consideration  paid  is  imposed  on  each  transferor  for  each 
transfer  and  is  payable  at  the  time  the  deed  is  submitted  for  recording.  The  minimum  transfer  tax 
is  $1.00. 

Effective  October  1,  1989,  transfers  of  economic  interests  in  the  District  of  Colimibia  are 
subject  to  a  2.2  percent  tax,  based  on  consideration  paid. 

Maryland 

Instruments  conveying  title  to  real  and  personal  property  in  Maryland  are  taxed  at  0. 1 1 
percent  of  actual  consideration  paid.  Instruments  securing  a  debt  are  taxed  at  0. 11  percent  of  the 
principal  amount  of  the  debt  secured. 

The  Maryland  state  realty  transfer  tax  is  0.5  percent  of  the  consideration  (the  first  $30,000 
of  consideration  paid  for  owner-occupied  real  properties  is  exempt). 


Charles  County 

The  recordation  tax  in  Charles  County  is  1 .00  percent. 

Montgomery  County 

Montgomery  County's  recordation  tax  is  imposed  at  the  rate  of  0.44  percent. 

The  covmty  transfer  tax  rate  depends  upon  the  type  of  real  property  involved.  The  tax  is 
1  percent  of  consideration  on  transfers  of  all  unimproved  realty;  1  percent  on  improved  residential 
and  commercial  realty  of  $70,000  or  more;  0.5  percent  on  transfers  of  improved  residential  realty 
valued  between  $40,000  and  $70,000  and  0.25  percent  on  residential  property  valued  under 
$40,000;  1/2  percent  on  improved  commercial  realty  between  $20,000 
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and  $70,000  in  value;  from  2.5  percent  to  6  percent  (depending  upon  how  long  owned)  on 
transfers  of  farmland;  and  6  percent  on  transfers  of  property  divided  for  a  more  intensive  use. 
There  is  an  overall  6  percent  limit  on  the  total  state  agricultural  and  local  transfer  taxes. 


Prince  George's  County 

The  recordation  tax  rate  in  Prince  George's  County  is  0.44  percent.  In  addition,  the 
county  imposes  a  transfer  tax  of  1.5  percent  of  the  selling  price.  Prince  George's  provides  a 
transfer  tax  credit  to  first-time  home  buyers  based  on  the  value  of  the  house. 


Virginia 

The  state  recordation  tax  is  15  cents  per  $100,  or  fraction  thereof,  of  the  consideration  of 
the  deed  or  the  actual  value  of  the  property  conveyed,  whichever  is  greater.  In  addition,  the  state 
allows  cities  and  counties  to  impose  a  recordation  tax  of  up  to  one-third  of  the  state  tax.  The 
cities  of  Alexandria,  Fairfax  and  Falls  Church  and  the  counties  of  Arlington,  Fairfax,  Loudoun 
and  Prince  William  impose  this  tax  at  the  rate  of  5  cents  per  $100. 

The  state  realty  conveyance  tax  is  50  cents  for  each  $500,  or  fraction  thereof,  exclusive 
of  any  lien  or  encumbrance  remaining  thereon  when  the  consideration  or  the  value  of  the  interest 
exceeds  $100.  One  half  of  die  conveyance  tax  collected  is  returned  to  the  state  treasury  and  one 
half  goes  into  the  treasury  of  the  locality  of  the  property.  The  land  transfer  fee  is  one  dollar  and 
is  collected  whenever  improved  or  unimproved  land  of  any  amount  of  acreage  is  transferred 
between  two  parties. 
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SALES  AND  USE  TAXES 

District  of  Columbia 

The  sales  tax  is  imposed  on  all  tangible  personal  property  sold  or  rented  at  retail  in  the 
District  and  on  certain  services.  The  services  iiKlude:  a)  any  production,  fabrication  or  printing 
of  tangible  personal  property  on  special  order  for  consideration;  b)  the  sale  or  charges  for  any 
room  or  rooms,  lodging  or  accommodations  furnished  to  transients  by  any  hotel,  inn,  tourist 
camp,  tourist  cabin,  or  any  place  in  which  rooms,  lodging  or  accommodations  are  regularly 
furnished  to  transients  for  a  consideration;  c)  the  sale  of  data  processing  and  information  services; 
d)  the  sale  of  or  charges  for  certain  services  provided  to  real  property;  e)  the  sale  of  or  charges 
to  subscribers  for  local  telephone  service  and  certain  toll  telecommunications  services;  no  tax  shall 
be  imposed  on  any  amount  paid  for  the  installation  of  any  instrument,  wire,  pole,  switchboard, 
apparatus  or  equipment  as  is  properly  attributable  to  such  installation;  f)  the  sale  of  or  charge  for 
services  of  repairing,  altering,  mending  or  fitting  tangible  personal  property,  or  applying  or 
installing  tangible  personal  property;  g)  the  sale  of  or  charges  for  copying,  photocopying, 
reproducing,  duplicating,  addressing,  and  mailing  services  and  for  public  stenographic  services; 
h)  the  sale  of  textiles  to  commercial  users  in  the  business  of  renting  such  textiles,  if  the  essential 
part  of  such  rental  includes  the  recurring  service  of  laimdering  or  cleaning  services;  i)  the  sale  of 
or  charges  for  services  of  parking,  storing  or  keeping  motor  vehicles  or  trailers  (there  are  some 
exceptions  for  D.C.  residents,  such  as  parking  facilities  that  are  used  for  residential  parking);  j) 
the  sale  of  snack  foods  and  k)  the  sale  of  publications. 

Food  sold  in  grocery  stores,  prescription  and  nonprescription  drugs,  and  residential  utility 
services  are  exempt  from  sales  tax. 

The  use  tax  is  imposed  at  the  same  rate  on  property  sold  or  purchased  outside  the  District 
and  then  brought  into  the  District  to  be  used,  stored  or  consumed.  Vendors  who  are  subject  to 
the  jurisdiction  of  the  District  are  required  to  collect  and  pay  the  sales  or  use  tax.  When  the 
vendor  is  not  subject  to  the  jurisdiction  of  the  District,  or  when  the  property  is  brought  into  the 
District  by  the  purchaser,  the  purchaser  is  required  to  pay  the  tax. 

A  five-tier  rate  structure  is  presently  in  effect: 

5.75       percent  -  General  rate  for  tangible  personal  property  and  selected  services,  food  and  drink  sold  in  vending 

machines; 
8  percent  -  Alcoholic  beverages  sold  for  off-the-premises  consumption. 

10  percent  -  Restaurant  meals,  rental  vehicles,  liquor  sold  for  consumption  on  the  premises; 

12  percent  -  Parking  motor  vehicles  in  commercial  lots. 

13  percent-  Lodgings  or  accommodations 
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Maryland 

A  5  percent  tax  is  imposed  on  retail  sales,  including  the  rental,  lease  or  royalty  of  tangible 
personal  property,  including: 

(a)  sales  of  alcoholic  beverages,  and  sales  of  food  and  drink  on 

purchases  over  $1.00;  (b)  production,  fabrication  or  printing  of  tangible  personal  property  on 
special  order;  (c)  sales  of  tangible  personal  property  to  contractors,  builders  or  landowners  for 
use  or  resale  in  the  form  of  real  estate;  (d)  lodgings  or  accommodations;  and  (e)  sales  of  tangible 
persona]  property  and/or  services  to  persons  who  will  use  them  as  facilities,  tools,  machinery  or 
equipment,  even  though  the  intention  is  to  transfer  title  to  the  property. 

Rental  of  passenger  cars  for  180  days  or  less  is  taxed  at  the  rate  of  8  percent. 

Residential  public  utilities  (natural  or  artificial  gas,  electricity,  steam,  coal)  are  exempt 
from  the  sales  tax.  This  exemption  covers  residential  properties  containing  not  more  than  four 
units,  including  cooperative  housing,  condominiums  and  other  similar  residential  living 
arrangements.   Non-snack  foods  sold  in  grocery  stores  are  exempt  from  the  sales  tax. 

In  addition  to  the  state  rate  of  5  percent,  Maryland  localities  impose  a  tax  ranging  from  0.5 
percent  to  10  percent  on  admissions  to  movie  theaters,  concerts,  amusement  parks  and  various 
other  events. 


Virginia 

A  3.5  percent  tax  is  imposed  on  retail  sales,  proceeds  from  leases  and  rentals,  and  proceeds 
from  transient  accommodations.  Among  the  exempt  items  are  gas,  electricity,  home  heating  fuel, 
water,  alcoholic  beverages  sold  by  the  state,  certain  medical  supplies  and  charitable  purchases. 

Virginia  localities  impose  an  additional  1  percent  sales  and  use  tax.  These  local  taxes  are 
administered  by  the  state. 

Vending  machine  dealers  are  taxed  at  4.5  percent  of  wholesale  purchases. 
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District  of 
Columbia 

Maryland 

Charles  Co. 

Montgomery  Co. 

Prince  George's  Co. 

Virginia 

Alexandria 

Arlington  Co. 

Fairfax 

Fairfax  Co. 

Falls  Church 

Loudoun  County 
Prince  Wm.  Co. 


TABLE  17 

SALES  AND  USE  TAX  RATES 

AS  OF  JANUARY  1,  1996 


TRANSIENT  RESTAURANT 

GENERAL    RATE  ADMISSIONS    ACCOMMODATIONS         MEALS 

STATE     LOCAL     STATE      LOCAL     STATE    LOCAL  1/   STATE   LOCAL  1/ 


5.75% 
5.0% 


3.5% 


— 

13.0% 

- 

10.0% 

- 

5.0% 

- 

5.0% 

+5-10% 

- 

+  5.0%  2/ 

~ 

+  5-7% 

+5.0% 

~ 

3/ 

+  10.0% 



3.5% 


3.5% 


+  1.0% 

— 

- 

+  6.0% 

+4.0% 

+  1.0% 

~ 

- 

+6.25%  4/    - 

+  5.0% 

+  1.0% 

- 

- 

+  3.0%  5/      — 

+4.0% 

+  1.0% 

- 

- 

+  3.0% 

- 

+  1.0% 

— 

+2.0 
cents 
Adult 

+6.0% 

+  5.0% 

+  1.0% 

- 

+  2.0% 

... 

+  1.0% 



+  2.0% 

._ 

1/     For  Virginia  jurisdictions  the  rales  include  the  1  percent  locally  authorized  sales  tax;  the  balance  of  the  rate  shown  represents  the  special  city  or  county  tax. 

For  example,  in  the  city  of  Alexandria,  a  7.5  pcrccm  tax  is  imposed  on  restauiam  meals  constituted  as  follows;   3.5  percent  state  sales  tax;  1  percent  locally 

authorized  sales  tax;  und  3  percent  city  meals  tax. 
2/     Permanent  residents  of  120  days  or  more  are  exempt  from  the  lax. 
3/     Rates  range  from  0.5  percent  to  10  percent. 
4/     In  May  1991,  the  transient  occupancy  tax  was  raised  from  5%  lo  5.25%.  with  the  extra  .25%  being  allocated  to  the  County's  Travel  and  Touresium 

Promotion  Fund. 
5/     Tax  not  imposed  on  residents  of  mors  than  90  consecutive  days. 
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WATER  AND  SEWERAGE  USER  CHARGES  (RESIDENTIAL) 


Charges  for  water  and  sanitary  sewerage  and  basic  rates  for  each  jurisdiction  are  presented 
in  Table  18.  Average  cost  per  1,000  gallons  is  the  common  standard  used.  Special  charges  for 
service  connections,  availability,  demand  and  account  service  and  frontfoot  (a  foot  measured  along 
the  front  of  a  piece  of  property)  assessments  are  not  included  in  Table  18  (page  53). 

The  rates  for  Loudoim  and  Prince  William  counties  are  those  that  exist  in  the  town  of 
Leesburg.  This  is  done  to  sinq)lify  the  rates  that  differ  throughout  these  counties  according  to  the 
city  or  town  of  residency. 

In  the  District  of  Columbia,  Virginia,  and  Maryland  jurisdictions,  billing  is  quarterly. 
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TABLE  18 
WATER  AND  SEWERAGE  USER  CHARGES  (RESIDENTIAL) 


WATER 


SEWERAGE 


MINIMUM 


District  of  Columbia 


Maryland 
Charles  Co. 


Montgomery  Co. 


Prince  George's  Co. 


virgima 

Alexandria  1/2/ 


Arlington  Co. 

Fairfax  3/ 


$1.34/1,000  gal. 

$2.49/1,000  gal. 

none 

$1.25/1,000  gal. 

$3.21/1,000  gal. 

$3.72 
water 
$3.72 
sewer 

Low  $1.18/1,000  gal. 
Usage  20  gal.  or 
iess/day 

$1.25/1,000  gal. 
20  gal.  or 
less/day 

none 

High  $2.60/1,000  gal. 
Usage   1,000  gal. /day 
or  more 

$3.43/1.000  gal. 
1,000  gal./day 
or  more 

none 

Low  $1.49/1,000  gal. 
Usage  49  gal.  or 
less/day 

$2.06/1,000  gal. 
49  gal.  or 
less/day 

none 

High  $3.43/1.000  gal. 
Usage  9,000  gal. /day 
or  more 

$5.27/1,000  gal. 
9,000  gal./day 
or  more 

$7  per  quarter  service 
fee  to  read  the  meters 

EkLEate 

$60.00/quarter  for 
sewer  users  only 

$17.82  flat  fee 
up  to  6,000  gal. 

1.84/1,000  gal. 
plus  $3.04/bill 

none 

$1.4993/1,000  gal. 
up  to  39,000 

$1.2964  over  39,000 

$1.55/1,000  gal. 

$2.64/1.000  gal. 

none 

$1.10/1,000  gal. 
over  5,000  gal. 

162%  of  water 
charge 

$5.85 
water 
$9.48 
sewer 
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TABLE  18  -  continued 
WATER  AND  SEWERAGE  USER  CHARGES  (RESIDENfTIAL) 


WATER 


SEWERAGE 


MINIMUM 


Fairfax  Co.  4/ 


Falls  Church  3/ 
Loudoun  Co.  5/6/ 


Prince  William  Co.  7/ 


Old  Customers: 
Sl.OO/LOOOgal.  + 
$4.75  service 
charge  s/ 

New  Customers: 
$L  13/1,000  gal.  + 
$4.75  service 
charge 

$L59/l,000gal. 

$1.64/1,000  gal. 


$1.37/1.000  gal. 


$2.50/1.000  gal. 


$3.91/1,000  gal. 

none 

$2.59/1,000  gal. 

$18.93 

water 

$16.«2 

sewer 

$2.70/1,000  gal. 

none 

1/      The  water  in  Alexandria  is  supplied  by  "Virginia  American  Water  Company",  a  private  company. 

2/      City  Water  Department  provides  service  to  county  residents.  The  rate  is  $1.59/1000  gallon  effective  3/1/93. 

3/      Fairfax  Coimty  water  and  sewerage  services  are  primarily  provided  by  the  Fairfax  County  Water  Authority  and  Fairfax 

County,  respectively    A  small  number  of  County  residents  on  an  exceptioih  only  basis  receive  their  water  and  sewerage 

services  from  one  of  the  following:  Fairfax  City,  Falls  Church.  Hemdon  and  Vienna.  These  residents  pay  the  rates 

set  by  the  supplier,  which  may  differ  from  the  rates  set  forth  above. 
4/      Established  customers  are  subject  to  a  peak  usage  rate  of  $2.05/1,000  gallons  during  the  summer  quarters  on  water 

consumption  that  exceeds  winter  quarter  usage  by  6,000  gallons  or  30  percent,  whichever  is  higher. 
5/      Rates  shown  include  the  Sterling  area  and  the  Town  of  Leesburg.  The  water  and  sewer  rates  for  Leesburg  are  $2.67 

per  1,000  gallons  and  $3.21  per  1,000  gallons,  respectively,  plus  a  $2.25  each  billing  charge. 
6/      Rates  are  the  same  for  residential  and  commercial  users. 
7/      Additional  service  fee  of  $4.75  (water  $2.25;  sewerage  $2.50).   Some  water  service  is  provided  by  Virginia  American 

Water  Company. 
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MISCELLANEOUS  TAXES 


District  of  Columbia 

Hotel  Occupancy  Tax 

The  tax  rate  on  the  occupancy  of  a  room  in  a  hotel,  motel,  inn  or  tourist  camp  is  $1.50. 
The  tax  is  applicable  each  time  a  daily  rate  or  less  than  a  daily  rate  is  charged.  Permanent 
residents  for  90  days  or  more  are  exempt  from  the  tax. 

Uniform  Disposition  of  Unclaimed  Property 

The  District  of  Columbia  is  authorized  to  act  as  conservator  over  property  presumed 
abandoned  and  held  by  businesses  and  fmanciai  corporations  by  mandating  the  reporting  and 
delivery  of  such  property  into  the  custody  of  the  Mayor. 

The  Uniform  Disposition  of  Unclaimed  Property  Act  includes  all  tangible  and/or  intangible 
personal  property  and  requires  that  reports  be  filed  aimually.  Banks,  businesses  and  other 
financial  corporations  must  report  on  or  before  November  1,  for  property  abandoned  by  the 
preceding  June  30.  Life  insurance  companies  must  report  by  May  1,  for  property  abandoned  by 
the  preceding  December  3 1 . 

Other  Miscellaneous  Taxes 

Public  Safety  Fee 

The  public  safety  fee  shall  be  paid  by  any  person  or  entity  that  is  subject  to:  1)  D.C. 
corporation  franchise  tax;  2)  D.C.  unicorporated  business  franchise  tax;  or  3)  The  d.C. 
Unemployment  Compensation  Act,  exempt  any  employer  in  employer's  capacity  as  a  householder 
as  distinguished  from  an  employer  in  the  pursuit  of  a  trade,  occupation,  profession,  enterprise  or 
vocation.  The  public  safety  fee  is  based  upon  District  gross  receipts  for  the  immediately 
preceding  fiscal  year. 

FEE 

Less  than  $200,000  $    25 

$    200.001  to  $    500,000  $    50 

$    500,001  to  $  1,000,000  $   100 

$  1,000,001  to  $  3,000,000  $  825 

$  3,000,001  to  $10,000,000  $2,500 

$10,000,001  to  $15,000,000  $5,000 

Over  $15,000,000  $8,400 
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Maryland 

Uniform  Disposition  of  Abandoned  Property 

Maryland's  unclaimed  property  law  is  custodial  in  nature.  The  law  covers  tangible  and 
intangible  personal  property  and  requires  holders  to  file  a  report  annually. 

The  reporting  period  for  an  insurance  company  is  from  January  1 ,  through  December  3 1 , 
of  each  year  and  the  report  is  due  no  later  than  April  30,  of  the  following  year.  Reports  for  all 
other  entities  (banks,  financial  organizations,  utilities  and  corporations)  cover  the  period  of  July 
1,  through  June  30,  of  each  year  and  must  be  filed  no  later  than  October  31,  of  that  year. 

Beverage  Container  Tax  EaiSS 

Montgomery  County: 

Beverage  Container  Tax  i/  $0.03  -  16  ounces  or  less 

containers 

$0.05  -  over  16  ounces 
containers 


1/  Levied  on  distributors  of  non-reusable  beverage  containers. 


56 


959 


OTHER  IVnsrETJ.ANKOUS  TAXES 

Prince  George's  County: 

91 1  Emergency  $.60  per  line  per  month 

Telephone  Service  $.50  to  county 

Charge  $.  10  to  state  trust  fund 


Virginia 

Business  Litter  Tax 

Virginia  imposes  an  annual  $10  litter  tax  on  each  business  establishment  that  produces 
litter.  An  additional  $15  tax  is  levied  on  each  business  operating  as  a  manufacturer,  wholesaler, 
distributor,  or  retailer  of  groceries,  soft  drinks,  carbonated  water,  beer  or  other  malt  beverages. 

Uniform  Disposition  of  Unclaimed  Property 

All  unclaimed  property  is  subject  to  the  custody  of  the  Commonwealth  of  Virginia, 
including  funds  or  other  property,  tangible  and  intangible,  including  any  income  or  increments 
thereon,  less  any  lawful  charges  that  are  held,  issued  or  owing  in  the  ordinary  course  of  the 
holder's  business  and  have  remained  unclaimed  by  the  owner. 

Banking  organizations,  business  associations  and  fmancial  organizations  must  file  an 
unclaimed  property  report  before  November  1,  of  each  year  as  of  June  30,  preceding.  Insurance 
corporations  must  file  a  report  before  May  1,  of  each  year  as  of  December  31  preceding. 

Other  Miscellaneous  Taxes 

Alexandria: 

Bingo  Tax  5  %  of  total  charges 

collected  for  month 

Daily  Rental  Tax  1  %     on    the     gross     proceeds 

of  a  short-term  rental  business 

Loudoun  County: 
Rental  Tax  1  %  of  daily  rate 

E-91 1  Emergency  $1.00  per  line  per  month 

Telephone  Service 

Tax 
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OTHER  MTSCELLAISJEOUS  TAXES  -  continued 


Arlington  County: 
Bingo  Tax 


1  %  of  annual  gross  receipts  from 
bingo  games,  raffles,  and  pull  tabs. 
For  gross  receipts  under  $2,000  fee 
is  waived. 


Short-term  Rental  Tax 


E-911  Emergency 
Telephone  Service  Tax 

Falls  Church: 
Bowling  Tax 

Short  Term  Rental 


1%     on    the     gross    proceeds 
of  a  short  term  rental  receipts. 


$.95     per    month    per    phone 
line. 

5  cents  per  lane  of  bowling 

1%     on     gross     proceeds     of 
a  short  term  rental  business 


E-911  Emergency 
Telephone  Service  Tax 

Fairfax  County: 
E-911  Emergency 
Telephone  Service  Tax 

Short  Term  Daily 
Rentals 


$1 .00  per  line  per  month 


$1.30  per  line  per  month 


1%     on    the     gross     proceeds 
of  a  short  term  rental  business 


Prince  William  County: 
Daily  Rental  Tax 


1  %  daily  rental  tax 
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OFFICE  LOCATIONS  AND  TELEPHONE  NUMBERS 

Department  of  Finance  and  Revenue 
441  Fourth  Street,  N.W. 
Washington,  DC  20001 


Office  hours:  Monday  through  Friday,  8:15  a.m.  -  4:45  p.m. 


Office  of  the  Director 

Paul  L.  Wright,  Administrator 

Office  of  Economic  and  Tax  Policy 

Office  of  Real  Property  Tax 

Valuation  and  Assessment  Information 
Tax  records  and  Billing  Information 
Delinquent  Tax  Sale  Information 
Tax  Deferral  Program 
Historic  Property  Program 
Homestead  Exemption  Forms 
Property  Tax  Credit  Information 
Ownership  Information 
Appeal  Forms  and  Filing  Information 
Recorder  of  Deeds 


Suite 


400 


400 


450 


TglgphPflg 

Area  Code 

202 

727-6083 


727-6083 


727-6447 


450 

727-6460 

450 

727-6441 

450 

727-0151 

450 

727-6410 

450 

727-3405 

480 

727-6410 

450 

727-6441 

450 

727-6437 

430 

727-6860 

515  D  St., 

NW 

727-5374 

Room  202 

Audit,  Compliance  and  Investigation 

Income  Tax  Information 

Business  Tax  Information  and  Registration 

Inheritance  and  Estate  Information 

Audit  Information 

Collection  and  Delinquent  Bill  Information 

Management  and  Administrative  Services 

Tax  Forms 

Data  Systems  Administration 

Office  of  Tax  Processing 


570 


727-6019 


550 

727-6104 

550 

727-6130 

570 

727-6070 

570 

727-6070 

500 

727-6200 

410 

727-6733 

570 

727-6170 

420 

727-6017 

810 

727-6128 
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TAX  BURDEN  IN  WASHINGTON.  D.  C.  COMPARED  WITH 
THOSE  IN  THE  MOST  POPULOUS  CITY  IN  EACH  STATE  1995 

Mr.  Walsh.    Update  the  information  on  pages  1293  through  1336  of  the  fiscal  year 
1995  hearings  showing  the  tax  burden  in  the  District  of  Columbia  with  those  in  the  most 
populous  city  in  each  State,  1995. 

[The  information  follows:] 


TAX   RATES    AND    TAX    BURDENS 

IN   THE    DISTRICT   OF    COLUMBIA 

A  NATIONWIDE    COMPARISON 


GOVERNMENT   OP   THE    DISTRICT   OF    COLUMBIA 

MARION   BARRY    JR . ,     MAYOR 

JUNE    1996 
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EXECUTIVE  SUMMARY 

State  and  local  tax  systems  in  the  United  States  are  widely  diverse. 
The  50  states  and  the  District  of  Columbia  employ  a  broad  range  of  taxes 
and  fees  to  fund  state  and  local  government  operations.  The  combination 
of  taxes  and  fees  utilized  by  a  particular  jurisdiction  is  dependent  upon 
many  factors,  including  revenue  needs,  the  tax  base  of  the  local 
government,  the  fiscal  relationship  between  the  state  and  local 
governments,  constitutional  limitations  in  some  states,  and  the  level  of 
local  government  services  demanded  by  residents. 

The  District's  tax  structure  includes  taxes  typically  imposed  by 
local  governments,  such  as  real  and  personal  property  taxes,  deed  taxes, 
water  and  sewer  charges,  and  others.  At  the  same  time,  the  District's 
tax  base  also  includes  taxes  usually  associated  with  the  state  level  of 
government,  such  as  the  individual  and  corporate  income  taxes,  sales  and 
use  taxes,  excise  taxes  and  motor  vehicle-related  taxes.  About  two- 
thirds  of  the  District's  locally  generated  revenues  come  from  taxes 
usually  administered  by  a  state. 

Although  the  District  has  both  these  state  and  local  fiscal 
features,  the  actual  tax  structure  is  not  complemented  by  the  typical 
state  or  local  economic  base.   There  are  many  examples,  such  as: 

*  manufacturing,  an  important  industry  in  the  economic  and 
tax  bases  of  many  major  cities,  is  largely  lacking  in  the 
District . 

*  unlike  every  state  in  the  nation  that  has  an  income  tax, 
Washington,  D.C.,  does  not  have  the  authority  to  tax 
nonresident  income  earned  within  its  borders.  Nonresidents 
earn  about  2/3  of  all  income  in  the  District  of  Columbia. 

*  about  43  percent  of  all  property  value  in  the  District  is 
exempt  from  property  taxation  due  to  the  federal  and 
diplomatic  presence  (28  percent)  as  well  as  other  tax  exempt 
properties  (15  percent). 

*  about  17  percent  of  sales  are  not  subject  to  sales  and  use 
tax  in  the  District  due  to  military  and  diplomatic  exemptions. 

*  the  District  has  a  relatively  high  percentage  of  low- income 
taxpayers,  which  further  limits  the  District's  revenue- raising 
capacity. 

Despite  these  tax  base  limitations,  the  District  of  Columbia  funds 
all  the  functions  usually  provided  by  state  and  local  levels  of 
government.  The  non-municipal  functions  include  responsibility  for 
welfare  programs,  physical  and  mental  health  care,  courts  and 
correctional  services  and  maintenance  of  the  public  education  system  -- 
including  a  "state"  university. 


968 


To  provide  an  adequate  level  of  funding  for  these  state  and  local 
responsibilities  given  the  limited  tax  base,  the  District's  tax  rates 
often  are  higher  than  those  in  the  states.  Data  from  the  U.S.  Bureau  of 
the  Census  indicate  that  in  1991,  the  District's  overall  per  capita  tax 
collections  were  higher  than  those  of  49  states.  For  some  tax  types, 
however,  the  District's  taxes  are  lower  than  most  states. 

The  state  and  local  tax  rates  for  different  types  of  taxes  vary 
among  jurisdictions.  For  example,  all  51  cities  in  this  study  levy  a  tax 
on  real  property  located  within  the  city,  yet  effective  tax  rates  range 
from  a  high  of  $4.75  per  $100  of  assessed  value  in  Bridgeport, 
Connecticut  to  $0.33  per  $100  of  assessed  value  in  Honolulu,  Hawaii.  In 
addition,  several  jurisdictions  allow  tax  exemptions  and  credits  in  the 
calculation  of  the  real  property  tax.  The  District  of  Columbia  has  a 
$30,000  homestead  deduction  for  owner-occupied  residences  as  well  as 
other  credits. 

Residents  in  46  of  the  51  cities  studied  are  subject  to  some  form 
of  sales  and  use  tax.  The  highest  sales  tax  rates  are  fovmd  in  New 
Orleans  and  Chicago.  The  lowest  sales  tax  rates  are  paid  by  residents 
of  Honolulu,  Hawaii,  and  Virginia  Beach,  Virginia. 

All  51  cities  in  this  study  levy  some  type  of  automobile 
registration  fee  or  tax  --  usually  either  a  flat  rate  per  vehicle  or  an 
excise  tax  based  upon  the  value  of  the  vehicle.  In  addition,  personal 
property  taxes  are  levied  in  16  of  the  cities.  :  . 

Residents  of  44  of  the  51  cities  in  this  study  are  subject  to  some 
type  of  individual  income  tax  at  the  state  and/or  local  levels.  There 
are  several  types  of  individual  income  tax  systems,  including  graduated 
state  and  local  rates,  graduated  state  and  flat  local  rates,  flat  state 
and  local  rates,  state  tax  rates  as  a  percent  of  federal  income  tax 
liability,  graduated  state  tax  rates  and  flat  state  rates  with 
exemptions . 

No  single  pattern  of  taxation  characterizes  a  high  tax  burden  or  a 
low  tax  burden  city.  Details  concerning  the  various  taxes  levied  and  why 
the  tax  burdens  differ  from  one  jurisdiction  to  another  are  presented  in 
this  publication.  Part  I  of  this  publication  compares  tax  burdens  in  the 
District  of  Columbia  with  those  of  the  most  populous  city  in  each  state. 
Part  II  of  this  publication  contains  a  compendium  of  tables  that  show  the 
effective  tax  rates  in  the  District  of  Columbia  and  the  50  states  for  13 
different  types  of  taxes. 

Paul  L.  Wright 

Administrator 

Department  of  Finance  and  Revenue 

June  1996 
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Part  I 

TAX  BURDENS  IN  WASHINGTON,  D.C. 

COMPARED  WITH  THOSE  IN  THE 

LARGEST  CITY  IN  EACH  STATE 

1995 
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OVERVIEW 

State  and  local  tax  systems  in  the  United  States  are  widely  diverse . 
The  50  states  and  the  District  of  Columbia  employ  a  broad  range  of  taxes 
and  fees  to  fiind  state  and  local  government  operations.  The  combination 
of  taxes  and  fees  utilized  by  a  particular  jurisdiction  is  dependent  upon 
many  factors,  including  revenue  needs,  the  tax  base  of  the  local 
government,  the  fiscal  relationships  between  state  and  local  government, 
constitutional  and  legal  limitations  on  the  powers  of  taxation,  taxpayer 
demand  for  government  services,  and  other  factors. 

A  "tax  burden"  is  a  measure  of  the  tax  paid  by  a  taxpayer  under  a 
specified  set  of  conditions.  This  study  defines  a  specified  set  of 
conditions  and  computes  corresponding  tax  burdens  in  51  different 
jurisdictions.  These  tax  burdens  are  then  compared.  Useful  information 
and  insights  can  be  gleaned  from  such  a  comparison.  In  evaluating  or 
interpreting  these  comparisons,  however,  consideration  should  be  given 
to  any  circumstances  specific  to  each  jurisdiction  which  may  affect  tax 
burdens.  Such  circumstances  can  include  greater  local  demand  for 
services,  greater  local  costs  of  producing  services,  and  the  use  of 
revenue  sources  other  than  taxes  to  finance  certain  services. 

This  study  compares  tax  burdens  in  51  different  locations  for  a 
hypothetical  family  of  four.  The  major  state  and  local  tax  burdens  for 
the  family  in  the  District  of  Columbia  are  compared  with  those  in  the 
largest  city  in  each  state.  It  must  be  emphasized  that  these  burden 
comparisons  reflect  the  assumptions  used  in  their  computation.  For  this 
reason  it  is  important  to  study  the  methodology  used  in  the  report  before 
drawing  conclusions  about  the  relative  levels  of  taxation  in  each  of  the 
cities  . 

As  in  past  years,  readers  are  advised  not  to  compare  the 
hypothetical  tax  burdens  across  years;  any  number  of  small  changes  in 
state  and/or  local  tax  policy  or  in  the  assumptions  of  the  study  could 
result  in  misleading  information  under  such  comparisons.  The  purpose  of 
the  study  remains  to  compare  tax  burdens  on  a  hypothetical  household  in 
different  jurisdictions  in  a  specific  year,  and  not  over  time. 
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CHAPTER  I 

HOW  TAX  BURDENS  ARE  COMPUTED  FOR  THE 
.'  ,  LARGEST  CITY  IN  EACH  STATE 

The  majority  of  taxpayers  in  the  United  States  are  aware  that  the 
amount  of  state  and  local  tax  liability  of  an  individual  taxpayer  varies 
from  one  jurisdiction  to  another.  The  extent  of  these  differences  in 
state  and  local  tax  burdens  across  the  country,  however,  may  not  be  fully 
recognized. 

States  and  local  jurisdictions  differ  in  many  aspects  of  their 
taxing  systems.  The  responses  of  various  states  to  federal  tax  law  are 
among  the  factors  causing  differences  in  tax  burdens  from  one  state  to 
another.  Other  differences  reflect  decisions  by  state  and  local 
governments  on  what  should  and  should  not  be  subject  to  tax.  For 
example,  several  states  do  not  le'^  an  individual  income  tax,  although 
for  many  others  it  represents  a  major  source  of  state  funding. 
Similarly,  some  states  may  choose  to  fund  certain  services  that  are  left 
to  the  private  sector  in  other  states.  Tax  burdens  also  differ  because 
some  states  can  shift  a  larger  portion  of  governmental  costs  to  business 
taxes  and  may  be  able  to  "export"  some  of  their  tax  burden,  that  is  how 
residents  of  other  states  pay  a  portion  of  the  taxes.  This  was  once  true 
for  energy  producing  states,  several  of  which  have  been  forced  to  broaden 
the  bases  of  their  taxes  because  of  the  continuing  weakness  of  energy 
prices . 

This  report  compares  the  state  and  local  tax  burdens  of  hypothetical 
households  in  Washington,  D.C.,  with  the  burden  for  the  largest  city  in 
each  of  the  50  states  for  1995.  The  four  major  taxes  used  in  the 
comparison  are  the  individual  income  tax,  real  property  tax  on 
residential  property,  general  sales  and  use  tax,  and  automobile  taxes, 
including  the  gasoline  tax,  registration  fees,  excise  tax  and  personal 
property  tax.  These  four  tax  sources  represent  more  than  75  percent  of 
state  and  local  taxes  collected  in  a  typical  year.  This  study  does  not 
incorporate  the  effects  of  differing  local  tax  burdens  on  the  federal 
individual  income  tax  burden.  Income  and  property  taxes  are  deductible 
in  computing  federal  income  taxes  and  the  effect  of  federal  deductibility 
is  to  reduce  the  overall  difference  in  tax  burdens  between  jurisdictions. 

All  tax  burdens  reflect  state  and  local  tax  rates,  and  the  tax 
burdens  are  compared  for  a  hypothetical  family  that  consists  of  two  wage- 
earning  spouses  and  two  school -age  children.  The  gross  family  income 
levels  used  are  $25,000,  $50,000,  $75,000,  and  $100,000.  The  wage  and 
salary  split  is  assumed  to  be  70-30  between  the  two  spouses.  All  other 
income  is  assumed  to  be  split  evenly.  The  family  at  each  income  level 
is  assumed  to  own  a  single  family  home  and  to  reside  within  the  confines 
of  the  city.   All  wage  and  salary 
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income  is  further  assumed  to  have  been  earned  in  the  city.  The 
particular  assumptions  used  in  the  calculation  of  each  major  tax  type  are 
indicated  on  the  following  pages. 


INDIVIDUAIi  INCOME  TAX 

The  four  income  levels  used  in  this  study  are  divided  between  wage 
and  salary  income  and  other  types  of  income  as  follows: 


LONG-TERM 

1995 

GROSS 

WAGES  AND 

CAPITAL 

FEDERAL 

INCOME 

SALARIES 

INTEREST 

GAINS  1/ 

AG  I 

$  25,000 

SPOUSE 

1 

$17,200 

$   200 

0 

$  25,000 

SPOUSE 

2 

7,400 

200 

0 

$  50,000 

SPOUSE 

1 

$34,000 

$   500 

0 

$  50,000 

SPOUSE 

2 

15,000 

500 

0 

$  75,000 

SPOUSE 

1 

$49,000 

$1,000 

$1,500 

$  75,000 

SPOUSE 

2 

21,000 

$1,000 

1,500 

$100,000 

SPOUSE 

1 

$65,000 

$1,500 

$2,000 

$100,000 

SPOUSE 

2 

28, 000 

1,500 

2,000 

1/  Assumes  a  three -year  holding  period 


Because  several  states  allow  the  deduction  of  all  or  part  of  an 
individual's  federal  income  tax  liability  in  computing  the  state  income 
tax,  it  is  necessary  to  compute  the  1995  federal  individual  income  tax 
at  each  income  level  using  the  above  assumptions.  Interest  and  long-term 
capital  gains  are  now  fully  taxable  at  the  federal  level. 

Many  states  in  1995  allowed  taxpayers  to  begin  their  state  income 
tax  computations  with  federal  adjusted  gross  income  (A.G.I.)  or  federal 
taxable  income.  Other  states  do  not  use  either  of  these  two  measures  of 
federal  income  as  a  starting  point. 

Total  itemized  deductions  used  in  the  federal  tax  computation,  are 
assumed  to  be  equal  and  are  indicated  on  the  following  page. 
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DEDUCTION 


GROSS    INCOME   LEVEL 
$    25,000        $    50,000        $    75,000        $100,000 


Medical    (Gross) 
Nondeductible  Medical 
Net   Medical   Deduction   i/ 

Deductible   Taxes 

Mortgage    Interest    3/ 

Contribution  Deduction 


Gross   Miscellaneous 

Nondeductible   4/ 

Net   Miscellaneous   Deduction 


1,000 

-;,i?75 

0 

1,800 
-3.750 
0 

2,  500 
-5.G25 
0 

3,500 
-7.500 
0 

2/ 

2/ 

2/ 

2/ 

2,000 

4,  100 

5,600 

7, COO 

700 

1,500 

2,200 

3,000 

500 

-50O 

0 

800 
-1,000, 
0 

1,200 
-1,500 
0 

1,  500 
-2.000 
0 

TOTAL   DEDUCTION    5/ 


2,700 


5,600 


7,300 


10,000 


1/     Nondeductible   medical   equals   7.5   percent   of   federal   A.G.I.      All   or  part   of  medical 

deductions  may  be   allowed  in  some   states. 
2/      Tax  deduction  based  on  real   and  personal  property  taxes  computed  in  this 

study  and  individual   income   taxes   computed  in   1993   study. 
3/      Non-mortgage   interest   is  not   deductible  on  federal   returns. 
4/      Nondeductible  miscellaneous  equals   2  percent   of  A.G.I. 
5/      Total   does   not   include  deduction  amounts   for  property  and   income   taxes. 


The  above  itemized  deductions  are  used  in  the  calculation  of  the 
1995  tax  burdens.  The  1995  deductible  real  and  personal  property  taxes 
computed  in  the  current  year's  51-city  burden  study  are  used  for  the  1995 
property  tax  deduction.  For  the  1995  state  and  local  individual  income 
tax  deduction,  1994  data  are  used.  For  those  states  not  allowing  their 
own  state  income  tax  as  a  deduction,  it  is  not  included  in  itemized 
deductions . 

The  use  of  a  hypothetically  computed  tax  burden  for  itemized 
deductions  for  the  individual  income  tax  and  the  real  property  tax,  even 
if  from  a  previous  year,  should  provide  a  more  realistic  income  tax 
burden  than  the  use  of  a  single  flat  percentage  amount  for  the  itemized 
income    tax   deductions    for   all    jurisdictions. 
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REAL  PROPERTY  TAX 

Real  property  tax  burdens  in  the  51  cities  are  a  function  of 
residential  real  estate  values,  the  ratio  of  assessed  value  to  market 
value  and  the  tax  rate.  Some  jurisdictions  also  allow  certain  deductions 
from  the  value  of  residential  property  before  the  tax  is  calculated  while 
others  allow  credits  against  the  calculated  real  estate  tax.  These 
deductions  and/or  credits  are  normally  limited  to  owner -occupied 
properties . 

The  property  teuc  rates  for  each  of  the  51  cities,  which  are 
presented  in  Table  4,  page  18,  indicate  a  wide  remge  in  these  rates. 
This  information  is  based  upon  data  received  from  local  assessors.  In 
addition  to  tax  rate  differences  presented  in  Table  5  (page  19) ,  data 
indicate  that  the  assumed  market  value  of  a  residence  for  purposes  of 
this  study  varies  widely  from  one  city  to  another  at  all  income  levels. 
For  example,  the  assumed  value  of  a  residence  at  the  $50,000  income  level 
ranges  from  a  high  of  $336,887  in  Honolulu  to  a  low  of  $46,895  in 
Detroit.  The  housing  values  for  each  income  level  for  each  city  in  Table 
5  are  derived  using  the  following  methodology: 

1)  The  1990  median  single  family  housing  value  for  each 
city  obtained  from  the  1990  Census  of  Housing  is 
compared  to  the  city  median  family  income  for  homeowners 
from  the  1990  Census  of  Population.  The  resulting  ratio 
of  median  housing  value  to  median  family  income  is  the 
housing/ income  ratio  shown  in  Table  5.  For  Washington, 
D.C.,  for  example,  the  ratio  is  2.51. 

2)  The  housing  values  for  the  two  middle  income  levels, 
$50,000  and  $75,000,  are  derived  by  multiplying  the 
housing/ income  ratio  shown  in  Table  5  by  the  income 
level.  Thus,  for  Washington,  D.C.,  the  housing  values 
at  the  $50,000  and  $75,000  incomes  are  computed  as 
follows : 

$50,000  X  2.51  =  $125,314 
$75,000  X  2.51  =  $187,970 

The  housing  values  in  Table  5  on  page  20  are  calculated 
on  the  basis  of  an  unrounded  housing  to  income  ratio, 
which  makes  the  result  slightly  different  from  that 
shown  in  the  examples . 

3)  For  the  lowest  income  level,  $25,000,  the  cost  of 
housing  is  assumed  to  be  a  greater  proportion  of  income 
than  the  housing/ income  ratio  derived  above.  For  this 
income  level,  the  housing/ income  ratio  is  increased  by 
20  percent,  based  on  data  from  the  United  States  Census 
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Bureau.  For  Washington,  D.C.,  the  appropriate 
calculation  at  the  $25,000  level  using  the  rounded  ratio 
is : 

$25,000  X  2.51  X  1.20  =  $75,188 

4)  For  the  highest  income  level,  housing  costs  as  a 
percentage  of  income  are  assumed  to  be  less  than  the 
derived  ratio.  The  housing  to  income  ratio  is  reduced 
by  10  percent  at  the  highest  income  level,  again  based 
on  data  from  the  United  States  Census  Bureau.  The 
appropriate  calculation  for  Washington,  D.C.  is: 

$100,000  X  2.51  X  .90  =  $225,564 

The  above  methodology  is  an  attempt  to  reflect  the  different  values 
of  housing  in  different  parts  of  the  country  and  at  different  income 
levels.  Census  data  from  1990  are  used  because  they  are  the  only  data 
comparable  for  all  the  jurisdictions  in  this  study.  It  is  important  to 
note  that  these  are  hypothetical  values  and  do  not  represent  average 
values  for  a  particular  jurisdiction. 

In  computing  property  tax  burdens,  it  is  also  necessary  to  consider 
the  various  exemptions  and  credits  noted  in  Table  6  (page  20)  .  The 
variety  of  real  property  tax  exemptions,  most  of  which  apply  only  to 
residential  real  property,  is  very  broad.  Table  6  does  not  include  the 
many  senior  citizen  exemptions  and  credits  available  in  a  large  number 
of  states.  Table  4,  which  compares  residential  real  estate  tax  rates  for 
each  city,  does  not  reflect  the  various  exemptions  and  credits  noted  in 
Table  6.  The  many  senior  citizen  exemptions  and  credits  available  are 
also  not  reflected  in  Table  4,  because  seniors  are  not  included  in  the 
hypothetical  households  of  this  study.  However,  the  property  tax  burdens 
computed  and  shown  in  Table  1  of  this  study  reflect  the  applicable 
provisions. 

SALES  AND  USE  TAX 

A  sales  tax  table  was  created  for  this  study  from  the  Bureau  of 
Labor  Statistics  consumer  expenditure  survey  (CES)  data  and  from 
information  provided  by  the  states  in  a  sales  tax  survey.  The  state  and 
local  general  sales  tax  rates  in  each  city  are  reported  in  Table  7,  page 
22. 

AUTOMOBILE  TAXES 

The  automobile  taxes  included  in  this  study  are  the  gasoline  tax, 
motor  vehicle  registration  fees,  excise  taxes,  and  personal  property  tax 
levied  on  automobiles.  Table  10  (page  27)  summarizes  automobile 
ownership  assumptions  for  each  income  level,  including  types  of  vehicles, 
weight,  value  and  annual  gasoline  consumption. 
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CHAPTER  II 

OVERALL  TAX  BURDENS  FOR  THE  LARGEST  CITY 
IN  EACH  STATE 

The  major  state  and  local  tax  burdens  by  tax  type  for  the  four 
different  income  levels  used  in  this  study  are  presented  in  Table  1 
(pages  8-11) .  As  reflected  by  data  in  Table  1,  tax  burdens  across  the 
51  cities  vary  widely  at  all  income  levels.  At  the  $25,000  income  level, 
the  $5,450  burden  for  Bridgeport,  Connecticut  is  more  than  seven  times 
greater  than  the  $762  burden  for  Anchorage,  Alaska.  Similarly,  at  the 
$100,000  income  level,  the  Bridgeport,  Connecticut  burden  of  $24,415  is 
more  than  nine  times  the  Anchorage,  Alaska,  burden  of  $2,613.  The 
differences  in  the  composition  of  state  and  local  tax  structures  cause 
a  wide  variation  in  tax  burdens  at  all  income  levels. 

The  highest  overall  tax  burden  occurs  in  Bridgeport,  Connecticut 
followed  by  New  York  City  and  Newark,  N.J.  The  lowest  tax  burdens  for 
the  51  cities  occur  in  Anchorage  followed  by  Cheyenne,  Jacksonville,  and 
Las  Vegas . 

No  single  pattern  characterizes  a  city  with  either  a  high  or  a  low 
tax  burden.  Generally,  however,  high  tax  burden  cities  have  a  graduated 
individual  income  tax  rate  and/or  high  real  estate  tax  rates  and  moderate 
to  high  housing  values.  Low  tax  burden  cities  generally  have  a  low 
individual  income  tax  (if  they  have  one  at  all)  and  average  or  below 
average  real  property  tax  rates.  The  regional  pattern  cannot  be 
overlooked,  as  the  three  highest  tax  cities  are  located  in  the  Northeast 
and  the  three  lowest  tax  cities  are  located  in  the  South  and  West. 


PROGRESSIVITY 

The  average  51-city  total  tax  burden  is  8.2  percent  at  the  $25,000 
income  level,  8.6  percent  at  the  $50,000  income  level,  9.6  percent  at  the 
$75,000  income  level,  and  9.7  percent  at  the  $100,000  income  level. 
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TABLE  1 

ESTIMATED  BURDEN  OF  MAJOR  TAXES  FOR  A  FAMILY  OF  FOUR.  199S 

$25,000 


TAXES 

9BB 

RANK 

CITY 

ST 

INCOME 

PROPERTY 

SALES 

AUTO^ 

•   .    T.-i,-.- 

^^B 

— 1.   ' 

Bridgeport. 

CT 

12 

4,574 

45S 

46S 

5,456 

21.8% 

2. 

Newaric. 

NJ 

390 

2,595 

352 

121 

3.458 

13.8% 

3 

Philadelphia, 

PA 

1.551 

1,157 

304 

102 

3.114 

12.5% 

4. 

Manchester, 

NH 

0 

2.492 

99 

255 

2.846 

11.4% 

5. 

Milwaukee, 

Wl 

701 

1.386 

506 

193 

2.786 

11.1% 

6. 

Portland, 

ME 

247 

1.853 

479 

177 

2.756 

11.0% 

7. 

New  York  City, 

NY 

755 

896 

817 

96 

2.564 

10.3% 

8. 

Providence, 

Rl 

349 

1,512 

421 

252 

2.534 

10.1% 

9. 

Detroit, 

Ml 

1.291 

710 

357 

103 

2.461 

9.8% 

10. 

Baltimore, 

MD 

816 

1,053 

380 

188 

2.437 

9.7% 

11. 

Louisville, 

KY 

1.235 

586 

453 

149 

2.423 

9.7% 

12. 

Boston, 

MA 

924 

922 

350 

191 

2.387 

9.5% 

13. 

Omaha, 

NE 

356 

1,016 

721 

261 

2.354 

9.4% 

14, 

Sioux  Falls, 

SD 

0 

1,136 

726 

386 

2.248 

9.0% 

15. 

Indianapolis, 

IN 

1.033 

475 

328 

405 

2.241 

9.0% 

16. 

Columbus, 

OH 

871 

709 

410 

186 

2,176 

8.7% 

17. 

Virginia  Beach, 

VA 

710 

646 

579 

241 

2,176 

8.7% 

18. 

WASHINGTON, 

DC 

1,096 

328 

492 

IBS 

2.101 

8.4% 

19. 

Birmingham, 

AL 

1.097 

40 

762 

167 

2,066 

8.3% 

20. 

Portland, 

OR 

1.036 

832 

0 

191 

2,059 

8.2% 

21. 

Chicago. 

IL 

602 

558 

676 

205 

2,041 

8.2% 

22. 

Chartotte, 

NC 

506 

568 

762 

191 

2,027 

8.1% 

23. 

Honolulu. 

HI 

1,004 

441 

336 

242 

2,023 

8.1% 

24. 

Des  Moines, 

lA 

725 

650 

406 

223 

2.004 

8.0% 

25. 

Phoenix, 

AZ 

298 

988 

534 

175 

1.995 

8.0% 

26. 

Burlington, 

VT 

317 

1.217 

311 

140 

1,985 

7.9% 

27. 

Wichita, 

KS 

421 

568 

664 

289 

1,942 

7.8% 

28. 

Oklahoma  City, 

OK 

637 

379 

726 

184 

1.926 

7.7% 

29. 

Charleston, 

WV 

582 

472 

577 

197 

1.828 

7.3% 

30. 

Fargo, 

ND 

178 

981 

456 

186 

1.801 

7.2% 

31. 

Kansas  City, 

MO 

703 

464 

423 

185 

1.775 

7.1% 

32. 

Salt  Lake  City, 

UT 

534 

464 

594 

177 

1.769 

7.1% 

33. 

Seattle, 

WA 

0 

866 

655 

214 

1.735 

6.9% 

34. 

Little  Rock, 

AR 

510 

589 

448 

171 

1.718 

6.9% 

35. 

Denver. 

CO 

423 

492 

612 

172 

1.699 

6.8% 

36. 

Los  Angeles, 

CA 

39 

884 

558 

178 

1.659 

6.6% 

37. 

Wilmington. 

DE 

846 

637 

0 

170 

1.653 

6.6% 

38. 

Albuquerque. 

NM 

190 

739 

568 

155 

1,652 

6.6% 

39. 

Minneapolis. 

MN 

507 

485 

383 

230 

1.605 

6.4% 

40. 

Memphis. 

IN 

0 

622 

746 

207 

1,575 

6.3% 

41. 

Billings. 

MT 

474 

840 

11 

240 

1,565 

6.3% 

42. 

New  Orleans. 

LA 

325 

100 

825 

310 

1.560 

6.2% 

43. 

Boise  City, 

ID 

358 

441 

539 

219 

1,557 

6.2% 

44. 

Atlanta. 

GA 

583 

257 

619 

97 

1.556 

6.2% 

45. 

Houston. 

TX 

0 

853 

509 

191 

1.553 

6.2% 

46. 

Jackson. 

MS 

196 

519 

570 

239 

1.524 

6.1% 

47. 

Columbia. 

SC 

250 

471 

566 

192 

1.479 

5.9% 

48. 

Las  Vegas. 

NV 

0 

600 

511 

322 

1.433 

5.7% 

49. 

Jacksonville. 

PL 

0 

523 

507 

84 

1.114 

4.5% 

50. 

Cheyenne. 

WY 

0 

376 

566 

77 

1.019 

41% 

51 

Anchorage. 

AK 

0 

680 

0 

82 

762 

3.0% 

AVERAGE  1/ 

$584 

$856 

$536 

$200 

$2,043 

8.2% 

MEDIAN 

$474 

$646 

$507 

$191 

$1,985 

7.9% 

1/  Based  on  cities  actually  levying  tax. 


979 


TABLE  1 

ESTIMATED  BURDEN  OF  MAJOR  TAXES  FOR  A  FAMILY  OF  FOUR,  1995 

$50,000 


-  ■<*^^^g?^s^j^ 

gg^ggli. 

TAXES 

^^^jRDENl 

^^H 

RANK              CITY 

ST 

INCOME 

PROPERTY 

SALES 

AUTO 

'^^PW^?^^ 

^81 

] 

^idgeport. 

CT 

1,123 

&yii 

767 

S73 

^^,^75 

HM 

2 

Newar1(, 

NJ 

1,005 

5.132 

607 

116 

6,860 

13.7% 

3. 

New  Yoric  City, 

NY 

3.453 

1,707 

1,252 

102 

6,514 

13.0% 

4. 

Portland, 

ME 

1,644 

3,530 

785 

293 

6.252 

12.5% 

5. 

Milwaukee, 

Wl 

2,327 

2,743 

825 

180 

6,075 

12.2% 

6. 

Philadelphia, 

PA 

3,095 

2,205 

528 

96 

5,924 

11.8% 

7. 

Baltimore, 

MD 

2,639 

2,007 

624 

176 

5,446 

10.9% 

8. 

Louisville, 

KY 

3,124 

1,116 

776 

210 

5,226 

10.5% 

9. 

Manchester, 

NH 

0 

4.746 

188 

292 

5.226 

10.5% 

10. 

Boston, 

MA 

2,289 

2.119 

569 

234 

5.211 

10.4% 

11. 

Detroit, 

Ml 

3,074 

1,352 

642 

137 

5,205 

10.4% 

12. 

Providence, 

Rl 

1,242 

2,879 

709 

350 

5,180 

10.4% 

13. 

Omaha, 

NE 

1,424 

1,936 

1.111 

345 

4,816 

9.6% 

14. 

Columbus, 

OH 

2,377 

1,351 

692 

174 

4,594 

9.2% 

15. 

WASHINGTON, 

DC 

2,695 

BBS 

B37 

175 

4,592 

9.2% 

16. 

Portland, 

OR 

2,800 

1,584 

0 

177 

4,561 

9.1% 

17- 

Honolulu, 

HI 

2,750 

967 

583 

225 

4,525 

9.1% 

18. 

Charlotte, 

NC 

1,959 

1,081 

1.127 

228 

4.395 

8.8% 

19. 

Salt  Lake  City, 

UT 

2.208 

884 

937 

233 

4.262 

8.5% 

20. 

Virginia  Beach, 

VA 

1,792 

1,230 

859 

375 

4,256 

8.5% 

21. 

Des  Moines, 

lA 

1,908 

1,430 

683 

230 

4,251 

8.5% 

22. 

Minneapolis, 

MN 

2,203 

1,117 

664 

242 

4,226 

85% 

23. 

Burlington, 

VT 

1,160 

2,318 

572 

132 

4.182 

8.4% 

24 

Boise  City, 

ID 

2,276 

840 

816 

211 

4.143 

8.3% 

25. 

Indianapolis, 

IN 

2.229 

927 

559 

355 

4,070 

8.1% 

26. 

Phoenix, 

AZ 

1.012 

1.882 

894 

260 

4.048 

8.1% 

27. 

Oklahoma  City, 

OK 

1,921 

813 

1.060 

244 

4,038 

8.1% 

28. 

Atlanta. 

GA 

1,735 

1,167 

954 

171 

4,027 

8.1% 

29. 

Chicago, 

IL 

1,308 

1,447 

1,070 

192 

4,017 

8.0% 

30. 

Columbia, 

SC 

1.902 

916 

645 

329 

3.992 

8.0% 

31. 

Los  Angeles, 

CA 

1,015 

1.751 

928 

248 

3.942 

7.9% 

32. 

Birmingham, 

AL 

2,248 

327 

1.112 

212 

3.899 

7.8% 

33. 

Little  Rock. 

AR 

1,743 

1,123 

755 

211 

3,832 

7.7% 

34. 

Kansas  City, 

MO 

1,948 

883 

731 

260 

3,822 

7.6% 

35. 

Wilmington. 

DE 

2,437 

1.213 

0 

158 

3,808 

7.6% 

36. 

Wichita, 

KS 

1.370 

1,082 

1,000 

353 

3.805 

7.6% 

37. 

Charleston, 

WV 

1,697 

899 

892 

259 

3,747 

7.5% 

38. 

Denver, 

CO 

1,673 

938 

955 

161 

3,727 

7.5% 

39. 

Albuquerque, 

NM 

1,261 

1.481 

835 

146 

3,723 

7.4% 

40. 

Sioux  Falls, 

SD 

0 

2,165 

1,043 

494 

3,702 

7.4% 

41. 

Jackson, 

MS 

1,223 

1,148 

866 

417 

3,654 

7.3% 

42. 

Billings, 

MT 

1,562 

1.600 

31 

323 

3,516 

7.0% 

43. 

New  Orleans, 

LA 

1,135 

703 

1,280 

396 

3,514 

7.0% 

44. 

Fargo, 

ND 

669 

1.869 

745 

177 

3,460 

6.9% 

45. 

Seattle, 

WA 

0 

1.649 

1,049 

280 

2,978 

6.0% 

46. 

Houston, 

TX 

0 

1,688 

889 

181 

2,758 

5.5% 

47. 

Memphis, 

TN 

0 

1,185 

1,147 

197 

2,529 

5.1% 

48. 

JacKsonvllle, 

FL 

0 

1.494 

828 

87 

2.409 

4.8% 

49. 

Las  Vegas, 

NV 

0 

1.143 

811 

347 

2.301 

4.6% 

50. 

Cheyenne, 

WY 

0 

717 

887 

173 

1,777 

3.6% 

51. 

Anchorage, 

AK 

0 

1.294 

0 

78 

1,372 

2.7% 

AVERAGE  1/ 

$1,833 

$1,713 

$855 

$239 

$4,305 

8.6% 

MEDIAN  2/ 

$1,697 

$1,351 

$825 

$225 

$4,048 

8.1% 

1/  Based  on  cities  actually  levying  tax. 
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TABLE  1 

ESTIMATED  BURDEN  OF  MAJOR  TAXES  FOR  A  FAMILY  OF  FOUR.  199S 

$75,000 


TAXES 

_    ;' --'1^^^ 

^^^ 

RANK 

CITY 

ST 

INCOME 

PROPERTY 

SALES 

AUTO 

AMOl/^Hj 

H' 

i. 

Bridgeport. 

CT 

3,W§ 

i5,(56fi 

1.J35 

1.483 

^5,S55 

iiM 

2. 

New  Yori<  City, 

NY 

6,499 

2,561 

1,991 

192 

11.243 

15.0% 

3. 

Newark, 

NJ 

1,812 

7,802 

995 

227 

10,836 

14.4% 

4. 

Portland, 

ME 

3,400 

5,295 

1.177 

665 

10,537 

14.0% 

5. 

Milwaukee, 

Wl 

3,970 

4,172 

1,237 

351 

9,730 

13.0% 

6. 

Philadelphia, 

PA 

4,522 

3,307 

890 

187 

8,906 

11.9% 

7. 

Providence, 

Rl 

2,448 

4,319 

1,160 

890 

8.817 

11.8% 

8. 

Boston, 

MA 

4.003 

3,380 

854 

580 

8,817 

11.8% 

9. 

Baltimore, 

MD 

4,274 

3,010 

932 

342 

8.558 

11.4% 

10. 

Louisville, 

KY 

4,876 

1,674 

1,248 

544 

8,342 

11.1% 

11. 

Omaha, 

NE 

2,847 

2,904 

1,625 

863 

8,239 

1 1 .0% 

12. 

Detroit, 

Ml 

4,872 

2,028 

1,048 

286 

8,234 

11.0% 

13. 

Manchester, 

NH 

0 

7,119 

282 

750 

8,151 

10.9% 

14. 

WASHINGTON, 

DC 

4,723 

1,471 

1,340 

342 

7,876 

10.6% 

15. 

Minneapolis, 

MN 

3,955 

2,040 

1.088 

712 

7,795 

10.4% 

16. 

Honolulu, 

HI 

4.753 

1.521 

932 

437 

7,643 

10.2% 

17. 

Columbus, 

OH 

4,050 

2,026 

1,119 

340 

7,535 

10.0% 

18. 

Portland, 

OR 

4,782 

2,377 

0 

343 

7,502 

10.0% 

19. 

Los  Angeles, 

CA 

2,633 

2,663 

1,508 

636 

7,440 

9.9% 

20. 

Boise  City. 

ID 

4,061 

1,611 

1,224 

411 

7,307 

9.7% 

21. 

Charlotte, 

NC 

3,397 

1,621 

1,733 

537 

7,288 

9.7% 

22 

Columbia, 

SC 

3,372 

1,650 

1,267 

925 

7,214 

9.6% 

23. 

Virginia  Beach, 

VA 

3,018 

1,845 

1,288 

1,016 

7.167 

9.6% 

24. 

Atlanta, 

GA 

2,953 

2,125 

1,516 

487 

7.081 

9.4% 

25. 

Des  Moines, 

lA 

3,251 

2,251 

1,096 

479 

7,077 

9.4% 

26. 

Salt  Lake  City, 

UT 

3,629 

1,326 

1,491 

584 

7,030 

9.4% 

27. 

Buriington, 

VT 

2.329 

3.477 

929 

258 

6,993 

9.3% 

28. 

Oklahoma  City, 

OK 

3.382 

1.270 

1,590 

647 

6,889 

9.2% 

29. 

Indianapolis, 

IN 

3,401 

1,401 

899 

1,170 

6,871 

9.2% 

30. 

Wichita, 

KS 

2,729 

1,624 

1,500 

973 

6,826 

9.1% 

31. 

Phoenix, 

AZ 

1,760 

2,823 

1,440 

689 

6,712 

8.9% 

32. 

Jackson, 

MS 

2,297 

1,842 

1,343 

1,179 

6,661 

8.9% 

33. 

Charieston, 

WV 

3.230 

1.349 

1,409 

647 

6.635 

8.8% 

34. 

Little  Rock, 

AR 

3.189 

1.684 

1,210 

501 

6,584 

8.8% 

35. 

Albuquerque, 

NM 

2,631 

2,261 

1,252 

270 

6,414 

8  6% 

36. 

Wilmington, 

DE 

4.248 

1,819 

0 

307 

6,374 

8.5% 

37. 

Chicago. 

IL 

2,011 

2,383 

1,589 

374 

6,357 

8.5% 

38. 

Kansas  City, 

MO 

3,113 

1.325 

1,187 

629 

6,254 

8.3% 

39. 

Sioux  Falls, 

SD 

0 

3.247 

1,532 

1,419 

6,198 

8.3% 

40. 

Billings. 

MT 

2,909 

2,399 

46 

830 

6.184 

8.2% 

41. 

New  Orleans. 

LA 

1,775 

1,659 

1.900 

784 

6,118 

8.2% 

42. 

Birmingham. 

AL 

3,248 

630 

1.668 

519 

6,065 

8.1% 

43. 

Denver, 

CO 

2.790 

1,406 

1,433 

313 

5,942 

7.9% 

44. 

Fargo, 

ND 

1,368 

2,804 

1,195 

307 

5.674 

7.6% 

45. 

Seattle, 

WA 

0 

2,474 

1,573 

699 

4,746 

6.3% 

46. 

Houston, 

TX 

0 

2,566 

1,447 

353 

4,366 

5.8% 

47. 

Memphis, 

IN 

150 

1,778 

1,834 

386 

4,148 

5.5% 

48. 

Jacksonville, 

PL 

0 

2.516 

1.324 

169 

4,009 

5.3% 

49. 

Las  Vegas. 

NV 

0 

1,715 

1.217 

834 

3,766 

5.0% 

50. 

Cheyenne. 

WY 

0 

1,075 

1,415 

409 

2,899 

3.9% 

51. 

Anchorage, 

AK 

0 

1,942 

0 

153 

2.095 

2.8% 

AVERAGE  1/ 

$3,220 

$2,640 

$1,331 

$577 

$7,195 

96% 

MEDIAN  2/ 

$3,039 

$2,040 

$1,248 

$519 

$7,030 

9.4% 

1/  Based  on  cities  actually  levying  tax. 
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TABLE  1 

ESTIMATED  BURDEN  OF  MAJOR  TAXES  FOR  A  FAMILY  OF  FOUR.  199S 

$100,000 


,-j5«<;,*    ts,.X-i'^ 

'-'■-"  -ym 

TAXES 

'.-    BURDEN- 

'-'              '    ',': 

RANK              CITY 

ST 

INCOME 

PROPERTY 

SALES 

AUTO 

AMOUNT    -PERCENT 

i. 

Bridgeport. 

CT 

4,4se 

H6,5S5 

1.64§ 

I.W 

i4.4lfi 

i4.4»/4 

2. 

New  York  City, 

NY 

9,152 

3.244 

2.655 

194 

15.245 

15.2% 

3. 

Newark, 

NJ 

3.218 

9.938 

1,327 

227 

14.710 

14.7% 

4. 

Portland, 

ME 

5.204 

6.707 

1,570 

827 

14.308 

14.3% 

5. 

Milwaukee, 

Wl 

5.589 

5.314 

1,650 

352 

12,905 

12.9% 

6. 

Providence, 

Rl 

3.983 

5.470 

1.547 

1.054 

12,054 

12.1% 

7. 

Philadelphia. 

PA 

6,018 

4.189 

1.187 

188 

11,582 

11.6% 

8. 

Boston, 

MA 

5,350 

4.389 

1.139 

667 

11.545 

11.5% 

9. 

Baltimore. 

MD 

5.924 

3.813 

1.243 

344 

11.324 

11.3% 

10. 

Omaha, 

NE 

4,377 

3.678 

2.180 

1.007 

11.242 

11.2% 

11. 

Louisville, 

KY 

6,664 

2.120 

1.664 

646 

11.094 

11.1% 

12. 

WASHINGTON, 

DC 

6,842 

1,941 

1,788 

a76 

10,947 

10.9% 

13. 

Detroit. 

Ml 

6,662 

2,569 

1,397 

287 

10.915 

10.9% 

14. 

Los  Angeles. 

CA 

4,685 

3.393 

2,013 

751 

10.842 

10.8% 

15. 

Minneapolis, 

MN 

5,721 

2.779 

1,450 

834 

10.784 

10.8% 

16. 

Columbus, 

OH 

6,034 

2.567 

1,492 

341 

10.434 

10.4% 

17. 

Honolulu, 

HI 

6,783 

1.964 

1,242 

438 

10.427 

10.4% 

18. 

Manchester, 

NH 

30 

9.018 

376 

868 

10,292 

10.3% 

19. 

Boise  City, 

ID 

5,866 

2,283 

1,632 

412 

10,193 

10.2% 

20. 

Portland, 

OR 

6,777 

3.011 

0 

344 

10,132 

10.1% 

21. 

Columbia, 

SC 

4,863 

2.237 

1,690 

1,139 

9,929 

9.9% 

22. 

Charlotte, 

NC 

4,848 

2.054 

2,311 

609 

9,822 

9.8% 

23. 

Atlanta, 

GA 

4,189 

2.891 

2,021 

601 

9,702 

9.7% 

24. 

Burlington, 

VT 

3,761 

4.404 

1,239 

259 

9,663 

9.7% 

25. 

Virginia  Beach, 

VA 

4,288 

2,337 

1,717 

1,229 

9,571 

9.6% 

26. 

Des  Moines, 

lA 

4,617 

2.908 

1,461 

504 

9,490 

9.5% 

27. 

Oklahoma  City. 

OK 

4,919 

1.635 

2,119 

784 

9,457 

9.5% 

28. 

Salt  Lake  City. 

UT 

5,027 

1,680 

1,988 

682 

9,377 

9.4% 

29. 

Wichita, 

KS 

4.154 

2.057 

2,000 

1.157 

9,368 

9.4% 

30. 

Charleston, 

WV 

4,855 

1,708 

1,878 

755 

9,196 

9.2% 

31. 

Albuquerque, 

NM 

4,222 

2.886 

1,669 

271 

9,048 

9.0% 

32. 

Jackson, 

MS 

3,395 

2,397 

1,790 

1.454 

9,036 

9.0% 

33. 

Little  Rock, 

AR 

4,705 

2.133 

1,614 

574 

9,026 

9.0% 

34. 

Phoenix, 

AZ 

2,638 

3.576 

1,919 

827 

8.960 

9.0% 

35. 

Indianapolis, 

IN 

4.587 

1,781 

1,203 

1,296 

8.867 

8.9% 

36. 

Wilmington, 

DE 

6.178 

2,304 

0 

308 

8.790 

8.8% 

37. 

New  Orleans. 

LA 

2.385 

2,424 

2.541 

1,112 

8.462 

8.5% 

38. 

Billings. 

MT 

4,379 

3,039 

62 

975 

8.455 

8.5% 

39. 

Kansas  City. 

MO 

4.416 

1,678 

1.583 

756 

8,433 

8.4% 

40. 

Chicago. 

IL 

2,723 

3,131 

2.125 

375 

8,354 

8.4% 

41. 

Birmingham. 

AL 

4,445 

872 

2.225 

600 

8,142 

8.1% 

42. 

Denver. 

CO 

3,911 

1,782 

1,911 

314 

7,918 

7.9% 

43. 

Sioux  Falls, 

SD 

0 

4.113 

2,054 

1,713 

7.880 

7  9% 

44. 

Fargo, 

ND 

2.200 

3.552 

1.593 

328 

7.673 

7.7% 

45. 

Seattle, 

WA 

0 

3.134 

2.098 

814 

6.046 

6.0% 

46. 

Houston, 

TX 

0 

3.269 

1.930 

354 

5.553 

5.6% 

47 

Memphis, 

IN 

300 

2.252 

2.445 

387 

5.384 

5.4% 

48. 

Jacksonville, 

FL 

0 

3,334 

1.773 

180 

5.287 

5.3% 

49. 

Las  Vegas, 

NV 

0 

2.172 

1,622 

938 

4.732 

4.7% 

50. 

Cheyenne, 

WY 

0 

1.361 

1.887 

607 

3,855 

3.9% 

51. 

Anchorage, 

AK 

0 

2.460 

0 

153 

2,613 

2.6% 

AVERAGE  1/ 

$4,667 

$3,382 

$1,775 

$666 

$9,676 

9  7% 

MEDIAN  2/ 

$4,445 

$2,779 

$1,664 

$607 

$9,490 

9.5% 

1/  Based  on  cities  actually  levying  tax. 
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The  average  tax  burden  for  the  51  cities  is  progressive  since  the 
percentage  tax  burden  at  $100,000  income  (9.7  percent  of  income)  is 
greater  than  the  percentage  tax  burden  at  $25,000  (8.2  percent) .  Any  tax 
system  in  which  the  percentage  of  tax  paid  rises  with  the  income  level 
is  said  to  be  progressive.  A  tax  system  in  which  the  percentage  of  taxes 
paid  decreases  as  income  rises  is  regressive. 

Table  2  (page  13)  indicates  the  relative  progressivity  or 
regressivity  for  the  tax  systems  of  each  of  the  51  cities.  The 
progressivity  index  is  measured  by  dividing  the  percentage  tax  burden  at 
the  $25,000  income  level  by  the  percentage  tax  burden  at  the  $100,000 
income  level.  An  index  coefficient  of  less  than  1.000  indicates  a 
progressive  tax  system,  while  an  index  greater  than  1.000  indicates  a 
regressive  tax  system.  A  proportional  tax  system  is  indicated  by  a 
coefficient  of  1.000.  The  average  index  of  .881  indicates  that,  overall, 
the  average  state  and  local  tax  system  of  the  51  cities  is  slightly 
progressive.  The  most  progressive  tax  systems  are  found  in  Minneapolis, 
Columbia,  SC,  and  Boise  City.  The  tax  system  in  each  of  these  cities  is 
characterized  by  a  graduated  individual  income. tax  and  some  type  of  low 
income  exemption  or  credit  on  the  real  property  tax. 

The  three  cities  with  the  least  progressive  state  and  local  tax 
systems  are  Las  Vegas,  Memphis  and  Anchorage.  Low  income  residents  do 
not  pay  a  state  individual  income  tax,  and  in  Memphis  the  sales  and  use 
tax  burden  is  substantially  above  the  51-city  average. 

Several  factors  contribute  to  the  progressivity  of  a  tax  system. 
A  graduated  individual  income  tax  rate  system,  as  well  as  exemptions  and 
credits  to  lessen  the  regressivity  of  the  property  tax,  will  increase  the 
progressivity  of  a  tax  system.  Progressivity  can  be  lessened  by  reliance 
on  regressive  taxes  such  as  the  sales  tax  and  certain  automobile  taxes. 
The  assumptions  used  in  the  calculation  of  housing  values  for  the 
property  tax  (Chapter  I)  presuppose  a  certain  regressivity  in  the 
property  tax  because  the  higher  income  family  is  assumed  to  spend  a  lower 
portion  of  income  on  housing  than  the  lower  income  family.  Similarly, 
the  assumptions  with  regard  to  the  composition  of  income  at  the  four 
income  levels  also  affect  the  progressivity  of  the  individual  income  tax. 
The  upper  and  lower  income  levels  chosen  for  comparison  also  affect 
progressivity  as  measured  in  this  study. 
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TABLE  2 

INDEX  OF  PROGRESSMTY  FOR  THE  TAX  SYSTEM 

OF  THE  LARGEST  CITY  IN  EACH  STATE 

1995 


MAJOR  STATE 

MAJOR  STATE 

MAJOR  STATE 

AND  LOCAL 

AND  LOCAL 

AND  LOCAL 

TAXES  AS  A 

TAXES  AS  A 

TAX  BURDEN 

PERCENT  OF 

PERCENT  OF 

RANK  AT 

INCOME  FOR 

INCOME  FOR 

PROGRESSMTY 

$50,000 

CITY 

ST 

$25,000  FAMILY 

$100,000  FAMILY 

INDEX 

INCOME 

Minneapolis. 

m 

64% 

10.6% 

0595 

22 

Columbia, 

sc 

59% 

9.9% 

0.596 

30 

Boise  City. 

ID 

62% 

10.2% 

0.611 

24 

Los  Angeles. 

CA 

66% 

10.8% 

0.612 

31 

Atlanta. 

GA 

62% 

9.7% 

0.642 

28 

New  York  City, 

NY 

10.3% 

15.2% 

0673 

3 

Jackson, 

MS 

6.1% 

9.0% 

0675 

41 

Albuquerque, 

NM 

6.6% 

9.0% 

0.730 

39 

New  Orleans. 

LA 

62% 

8.5% 

0.737 

43 

Billings. 

MT 

6.3% 

8.5% 

0.740 

42 

Wilmington. 

DE 

6.6% 

8.8% 

0.752 

35 

Salt  Lake  City, 

UT 

7.1% 

9.4% 

0.755 

19 

Little  Rock. 

AR 

6.9% 

9.0% 

0.761 

33 

Portland. 

ME 

11.0% 

14.3% 

0.770 

4 

Honolulu, 

HI 

8  1% 

10.4% 

0776 

17 

Charleston. 

WV 

73% 

9.2% 

0,795 

37 

WASHINGTON, 

DC 

8.4% 

10.9% 

0.768 

15 

Portland. 

OR 

82% 

10.1% 

0813 

16 

Oklahoma  City, 

OK 

77% 

9.5% 

0.815 

27 

Burlington, 

VT 

79% 

9.7% 

0.822 

23 

Charlotte, 

NC 

8.1% 

9.8% 

0  825 

18 

Boston. 

MA 

9.5% 

11.5% 

0827 

10 

Wichita. 

KS 

7.8% 

9.4% 

0.829 

36 

Columbus. 

OH 

87% 

10.4% 

0,834 

14 

Omaha. 

NE 

9.4% 

11.2% 

0838 

13 

Providence. 

Rl 

10.1% 

12.1% 

0  841 

12 

Kansas  City. 

MO 

7  1% 

84% 

0,842 

34 

Jacksonville. 

FL 

4.5% 

5.3% 

0843 

48 

Des  Moines. 

lA 

8,0% 

9.5% 

0845 

21 

Denver. 

CO 

6.8% 

7.9% 

0858 

38 

Baltimore. 

MD 

97% 

11.3% 

0  861 

7 

Milwaukee. 

W1 

11.1% 

12.9% 

0863 

5 

Louisville. 

KY 

97% 

11.1% 

0.873 

8 

Phoenix. 

AZ 

80% 

9.0% 

08S1 

26 

Bridgeport. 

CT 

21  8% 

24.4% 

0.893 

1 

Detroit. 

Ml 

98% 

10.9% 

0,902 

11 

Virginia  Beach. 

VA 

87% 

9.6% 

0909 

20 

Fargo, 

NO 

7.2% 

7.7% 

0,939 

44 

Newark. 

NJ 

13.8% 

14.7% 

0,940 

2 

Chicago, 

IL 

8.2% 

8.4% 

0977 

29 

Indianapolis. 

IN 

90% 

8.9% 

1,011 

25 

Birmingham, 

AL 

83% 

8.1% 

1  015 

32 

Cheyenne. 

WY 

4  1% 

3.9% 

1.057 

50 

Philadelphia. 

PA 

125% 

11.6% 

1.076 

6 

Manchester. 

NH 

11.4% 

10.3% 

1.106 

9 

Houston. 

TX 

62% 

5.6% 

1.119 

46 

Sioux  Falls. 

SO 

gc'/o 

7.9% 

1  141 

40 

Seattle. 

WA 

69% 

6.0% 

1  148 

45 

Anchorage. 

AK 

30% 

2.6% 

1  167 

51 

Memphis. 

TN 

63% 

5.4% 

1,170 

47 

Las  Vegas. 

NV 

5,7% 

4.7% 

1212 

49 

AVERAGE 

8,2% 

9.7% 

0864 

MEDIAN 

79% 

9.5% 

0  841 
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CHAPTER  III 

COMPARING  SPECIFIC  TAX  BURDENS  FOR  A  FAMILY  OF  FOUR 
IN  THE  LARGEST  CITY  IN  EACH  STATE 


jrNDIVIDUAT.,  INCOME  TAX 

Residents  of  44  of  the  51  cities  in  the  study  are  siibject  to  some 
type  of  individual  income  tax  at  the  state  and/or  local  levels. 
Individual  income  taxation  varies  widely  due  to  factors  such  as 
differences  in  tax  base,  tax  rates,  exemptions,  deductions  and  treatment 
of  federal  taxes.  These  variations  are  reflected  in  the  wide  difference 
in  individual  income  tax  burdens  shown  in  Table  3  (page  17) . 

The  percentage  of  income  used  for  payment  of  the  individual  income 
tax  burden  among  residents  of  cities  with  an  income  of  $25,000  ranges 
from  a  low  of  zero  percent  in  three  of  the  cities  in  the  study  to  a  high 
of  6.2  percent  in  Philadelphia.  At  the  $100,000  income  level,  the  burden 
ranges  from  zero  percent  of  income  in  Manchester  to  9 . 2  percent  in  New 
York  City.  It  should  be  noted  that  the  Tennessee  and  New  Hampshire 
income  taxes  are  applicable  only  to  interest  and  dividend  income  and  the 
exemptions  are  high  enough  to  eliminate  individual  income  taxes  at  most 
income  levels  used  in  the  study.  New  York  City  has  broad-based  income 
taxes  at  both  the  state  and  local  levels,  each  of  which  has  graduated 
rates . 

The  average  individual  income  tax  rate  for  the  44  cities  levying  the 
tax  ranges  from  2.3  percent  at  $25,000  income  to  4.7  percent  at  $100,000 
income.  Overall,  the  individual  income  tax  is  quite  progressive;  only 
Philadelphia  has  an  individual  income  tax  system  that  is  not  progressive. 
The  slightly  regressive  Philadelphia  income  tax  has  no  exemptions  or 
deductions . 

As  the  data  in  Table  3  indicate,  there  are  several  types  of 
individual  income  tax  systems  including  graduated  state  and  local  rates, 
graduated  state  and  flat  local  rates,  flat  state  and  local  rates,  state 
tax  rates  as  a  percent  of  federal  income  tax  liability,  graduated  state 
tax  rates  and  flat  state  rates  with  exemptions.  The  most  common  system 
is  the  graduated  state  tax  rate,  which  applies  to  taxpayers  in  26  of  the 
cities  Taxpayers  of  seven  cities  are  subject  to  a  flat  state  tax  rate 
with  exemptions.  Three  cities  are  located  in  states  that  levy  state 
taxes  based  on  a  percentage  of  federal  tax  liability.  This  includes 
Fargo,  which  allows  taxpayers  a  choice  of  a  graduated  rate  schedule  or 
a  tax  equal  to  14  percent  of  federal  liability;  Fargo  is  included  in  this 
group  of  states  because  most  North  Dakota  taxpayers  use  the  percentage 
of  federal  option.   Income  tax  systems  that  utilize  a  percentage  of  the 

14 


985 


federal  tax  tend  to  be  progressive  because  they  are  linked  to  the  federal 
tax  rate  system,  which  is  graduated  within  the  income  ranges  used  in  the 
study. 

Two  of  the  larger  cities  in  the  study,  Detroit  and  Philadelphia  are 
subject  to  flat  state  and  local  tax  rates.  Four  other  cities  levy  local 
income  taxes  with  flat  rates  to  complement  graduated  rate  income  tax 
systems.  Baltimore  uses  a  piggyback  system  with  a  local  tax  based  on  a 
percentage  of  the  graduated  state  tax,  while  New  York  City  residents  are 
subject  to  separate  state  and  local  income  taxes,  both  of  which  are 
characterized  by  graduated  rate  schedules. 

Several  of  the  state  individual  income  tax  systems  are  indexed. 
Indexing  takes  several  forms  and  is  used  to  keep  individuals  from  being 
taxed  at  higher  rates  if  their  income  rises  less  than  the  rate  of 
inflation.  Thus,  only  the  "real"  income  gain  above  the  inflation  rate 
is  subject  to  higher  tax  rates.  The  table  below  summarizes  the  various 
indexing  methods  used  by  states : 


STATES  THAT  INDEX  SOME  PART  OF 
THEIR  INDIVIDtJAT,  INCOME  TAX 

STATE  INDEXED  PORTION  STATUS 

California        Tax  brackets,  exemptions       Active 
(credit) ,  standard  deduction 


Tax  brackets,  standard 
deduction 


Brackets  indexed  only 
if  $60  million  balance 
in   State   Treasury. 
Standard     deduction 
indexed  regardless. 


Tax  brackets,  exemptions 
standard  deduction 


Active 


Montana 


Tax  brackets,  exemptions, 
standard  deduction 


Active 


Oregon 

South  Carolina 

Utah 


Tax  brackets,  exemptions  Active 

Tax  brackets  Active 

Standard  deduction.  Active 
personal  exemption 
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states  that  tax  a  percentage  of  federal  net  taxable  income  or  a 
percentage  of  the  federal  liability  implicitly  accept  the  federal 
indexing  of  tax  brackets,  exemptions  and  standard  deduction. 

Table  1  indicates  that  the  hypothetical  families  pay  more  in 
individual  income  taxes  than  any  other  tax  at  the  three  top  income 
levels.  At  $25,000,  the  individual  income  tax  is  the  second  most 
burdensome  tax. 


REAL  PROPERTY  TAX 

All  51  cities  in  the  study  levy  a  property  tax  on  residential 
property  located  within  the  city.  The  real  property  tax  is  a  function 
of  housing  values,  real  estate  tax  rates,  assessment  levels,  homeowner 
exemptions  and  credits  allowed  in  the  calculation  of  real  estate  tax 
rates  for  a  single-family  owner- occupied  dwelling  within  each  of  the  51 
cities.  Nominal  rates  represent  the  "announced"  rates  levied  by  the 
jurisdiction,  while  effective  rates  consider  the  various  assessment 
levels  in  the  cities.  As  the  data  indicate,  effective  rates  range  from 
a  high  of  $4.75  per  $100  of  assessed  value  in  Bridgeport  to  33  cents  per 
$100  of  assessed  value  in  Honolulu.  Assessment  levels  vary  dramatically 
from  3.9  percent  of  assessed  value  in  Billings  to  116  percent  in 
Manchester.  The  assessment  level  and  nominal  rate  used  in  the  cities 
were  provided  by  local  assessors . 

The  assumed  housing  values  in  the  51  cities  at  each  of  the  four 
income  levels  are  presented  in  Table  5,  page  19.  Housing  values  at  the 
same  income  level  vary  a  great  deal.  In  addition,  several  jurisdictions 
allow  tax  exemptions  and  credits  in  the  calculations  of  the  property  tax. 
These  exemptions  and  credits  are  noted  in  Table  6.  The  data  in  Table  5 
are  based  on  the  1990  U.S.  Census  of  Population. 

Table  1  shows  that  the  hypothetical  family  pays  more  in  real 
property  taxes  than  any  other  tax  in  the  study  at  the  lowest  income  level 
of  $25,000.  It  is  the  second  highest  tax  paid  at  the  three  other  income 
levels.  Table  1  also  shows  that  Bridgeport,  Newark  and  Manchester  have 
the  highest  property  tax  burdens.  This  is  due  primarily  to  the  high  real 
estate  tax  rates  in  each  of  these  cities.  Of  these  three  cities,  only 
Newark  has  any  type  of  reduction  for  homeowners. 

Birmingham,  Alabama  has  the  lowest  real  estate  tax  burden  at  all 
income  levels.  This  very  low  real  estate  tax  burden  results  from  a 
combination  of  a  low  effective  real  estate  tax  rate  ($.70  per  $100 
value) ,  a  below  average  housing  value- to- income  ratio  and  an  exemption 
program. 
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TABLE  3 
PERCENTAGE  OF  INCME  TAX  BURDENS  IN  THE  LARGEST  CITIES  BY 
TYPE  OF  INCOME  TAX  FOR  A  FAMILY  OF  FOUR 
1995 


INCOME  LEVELS 

CITY 

ST 

$25,000 

$50,000 

$75,000 

$100,000 

CITIES  WITH: 

GRADUATED  STATE  AND  LOCAL  TAX  RATES 

Baltimore, 

MD 

33% 

53% 

5.7% 

£.9% 

New  York  City, 

NY 

3.0% 

6.9% 

8.7% 

9.2% 

GRADUATED  STATE  AND  FLAT  LOCAL  RATES 

Wilmington. 

DE 

3.4% 

49% 

5.7% 

6.2% 

Louisville, 

KY 

49% 

6.2% 

6.5% 

6.7% 

Kansas  City, 

MO 

2.8% 

3.9% 

4.2% 

4.4% 

Columbus, 

OH 

3.5% 

4.8% 

5.4% 

6.0% 

FLAT  STATE  AND  LOCAL  TAX  RATES 

Detroit 

Ml 

5  2% 

6.1% 

65% 

6.7% 

Philadelphia. 

PA 

6  2% 

6.2% 

6.0% 

6.0% 

STATE  TAX  RATES  AS  A  PERCENT  OF  FEDERAL  LIABILITY 

Fargo, 

NO 

0.7% 

1.3% 

1.8% 

2.2% 

Providence, 

Rl 

1.4% 

2.5% 

3.3% 

4,0% 

Burlington, 

VT 

1.3% 

2.3% 

3.1% 

3.8% 

GRADUATED  STATE  TAX 

Birmingham, 

AL 

4.4% 

4.5% 

4  3% 

44% 

Phoenix, 

AZ 

1.2% 

2.0% 

2.3% 

2.6% 

Little  Rock. 

AR 

2  0% 

3.5% 

4.3% 

4  7% 

Los  Angeles, 

CA 

02% 

2.0% 

35% 

47% 

WASHINGTON, 

DC 

4.4% 

5.4% 

6.3% 

6.8% 

Atlanta, 

GA 

2.3% 

3.5% 

3.9% 

42% 

Honolulu. 

HI 

40% 

5.5% 

6.3% 

6.8% 

Boise  City. 

ID 

14% 

4.6% 

5.4% 

5.9% 

Des  Moines. 

lA 

2.9% 

3.8% 

4.3% 

4.6% 

Wichita. 

KS 

1.7% 

2.7% 

3.6% 

42% 

New  Orleans. 

LA 

1.3% 

2.3% 

2.4% 

2.4% 

Portland, 

ME 

10% 

3  3% 

45% 

5.2% 

Minneapolis. 

MN 

2  0% 

44% 

5.3% 

5.7% 

Jackson, 

MS 

0  8% 

2.4% 

3.1% 

3.4% 

Billings, 

MT 

1.9% 

3  1% 

3.9% 

44% 

Omaha. 

NE 

1  4% 

28% 

3.8% 

44% 

Newark, 

NJ 

16% 

20% 

2.4% 

3  2% 

Albuquerque, 

NM 

08% 

2.5% 

3,5% 

42% 

Charlotte. 

NC 

20% 

3.9% 

4.5% 

48% 

Oklahoma  City, 

OK 

25% 

3.8% 

4.5% 

49% 

Portland. 

OR 

4  1% 

5  6% 

6.4% 

6.8% 

Columbia, 

SC 

1 .0% 

3.8% 

4.5% 

49% 

Salt  Lake  City. 

UT 

2.1% 

44% 

4.8% 

5.0% 

Virginia  Beach. 

VA 

28% 

36% 

4.0% 

4  3% 

Charleston. 

WV 

2  3% 

3  4% 

4.3% 

49% 

Milwaukee. 

Wl 

28% 

4  7% 

5.3% 

5.6% 

FLAT  STATE  TAX  RATE  WITH  EXEMPTIONS 

Bridgeport  CT  0  0%  2.2%  4  1%  4  5% 

Denver,  CO  17%  3  3%  3  7%  3.9% 

Chicago,  IL  24%  26%  2  7%  2.7% 

Indianapolis,  IN  4.1%  4  5%  4  5%  4  6% 

Boston.  MA  3.7%  4.6%  5  3%  5.4% 


Manchester. 
Memphis, 


NH 
TN 


0.0% 
0.0% 


0.0% 
00% 


0  0% 
0  2% 


0.0% 
0.3% 


Wo  income  tax:  Anchorage,  AK;  Jacksonville.  FL,  Las  Vegas.  NV; 

Sioux  Falls,  SD:  Houston,  TX.  Seattle,  WA;  Cheyenne,  WY 


1/  Based  on  cities  actually  levying  tax 
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TABLE  4 

RESIDENTIAL  PROPERTY  TAX  RATES  IN  THE  LARGEST  CITY  IN  EACH  STATE 

199S 


NOMINAL 

EFFECTIVE 

RATE 

ASSESSMENT 

RATE 

RANK 

CITY 

ST 

PER  $100  1/ 

LEVEL  2/ 

PER  $100 

1. 

Bridgeport. 

CT 

678 

l6o*-4 

4.75 

2. 

Newark. 

NJ 

21.64 

17  0% 

368 

3 

Milwaukee, 

W1 

365 

98.2% 

358 

4. 

Manchester, 

NH 

296 

116  0% 

3  43 

5. 

Des  Moines. 

lA 

438 

680% 

2.98 

6. 

Detroit 

Ml 

577 

500% 

289 

7. 

Providence, 

Rl 

2.62 

100  0% 

2.82 

8. 

Houston, 

TX 

2.67 

100.0% 

2.67 

9. 

Philadelphia. 

PA 

8.26 

32.0% 

2.64 

10. 

Sioux  Falls, 

SD 

255 

100.0% 

2.55 

11. 

Omaha, 

NE 

277 

90.0% 

2.49 

12. 

Portland, 

ME 

2.46 

100  0% 

2.46 

13 

Baltimore, 

MO 

606 

400% 

242 

14. 

Jacksonville, 

FL 

220 

100  0% 

2.20 

15. 

Fargo, 

ND 

4685 

44% 

2.06 

16. 

Atlanta, 

GA 

499 

40  0% 

2.00 

17. 

Burtington, 

VT 

1  96 

100  0% 

1.96 

18 

Phoenix, 

AZ 

18  19 

100% 

182 

19 

Boise  City, 

ID 

1  87 

97  3% 

1  82 

20 

Portland, 

OR 

1  80 

100.0% 

1.80 

21. 

Chicago, 

IL 

944 

19.0% 

1  79 

22 

Columbus, 

OH 

494 

35  0% 

1  73 

23. 

Billings, 

MT 

42.67 

39% 

1.66 

24 

New  Orleans, 

LA 

1613 

10.0% 

1.61 

25 

Jackson, 

MS 

1606 

10.0% 

1  61 

26 

Indianapolis, 

IN 

10  60 

15  0% 

1.59 

27. 

Salt  Lake  City, 

UT 

1  93 

80  3% 

1.55 

28 

Memphis, 

TN 

6.34 

24.1% 

1.53 

29 

Columbia, 

SC 

3546 

4.0% 

1.42 

30 

Anchorage. 

AK 

140 

100.0% 

1.40 

31. 

Boston. 

MA 

1  39 

100.0% 

1.39 

32 

Louisville. 

KY 

1  38 

100.0% 

1.38 

33. 

Wichita, 

KS 

11  47 

12.0% 

1  38 

34 

Albuquerque, 

NM 

4  02 

33  3% 

1.34 

35. 

Minneapolis, 

MN 

1  46 

91  6% 

1  34 

36 

Little  Rock, 

AR 

672 

18.9% 

127 

37 

Chariotte, 

NC 

1  23 

926% 

1  14 

38. 

Virginia  Beach, 

VA 

1.12 

100.0% 

1.12 

39 

Oklahoma  City, 

OK 

10  00 

110% 

1.10 

40. 

Wilmington, 

DE 

1  09 

100  0% 

109 

41. 

Kansas  City, 

MO 

5.67 

19.0% 

108 

42 

Las  Vegas, 

NV 

300 

35  0% 

1  05 

43 

Seattle, 

WA 

1.11 

88  1% 

098 

44. 

WASHINGTON, 

DC 

0.96 

97.5% 

0.94 

45 

Charieston, 

wv 

1.56 

60  0% 

0.94 

46 

New  York  City, 

NY 

1069 

80% 

0  86 

47 

Denver, 

CO 

812 

10  4% 

0  84 

48 

Cheyenne, 

WY 

801 

9  5% 

0.76 

49 

Los  Angeles, 

CA 

1  06 

70.0% 

0.74 

50. 

Birmingham, 

AL 

6.95 

10  0% 

0.70 

51 .      Honolulu, 


UNWEIGHTED  AVERAGE 
MEDIAN 


$7.51 


$1  78 
$1  59 


NOTE:  All  rates  and  percentages  in  this  table  are  rounded 
1/  SOURCE:  City  Assessor 

2/  SOURCE    City  Assessor  or  State  Board  of  Equalization 
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CITY 


MEDIAN 
HOUSING 
VALUE  1/ 


MEDIAN 

OWNER 

FAMILY 

INCOME  2/ 


Honolulu. 
Los  Angeles, 
New  York  City, 
Bridgeport . 
Boston. 

Seattle, 
Providence, 

Portland, 
Manchester, 

Hew  Orleans, 
Burlington, 
Albuquerque , 

Hilnvington, 

Denver, 

Virginia  Beach, 
Las  Vegas, 
Chicago, 
Salt  Lake  City, 

Columbia, 
Minneapolis, 
Cheyenne, 
Billings, 

Charleston, 
Atlanta, 
Charlotte, 
Jacksonville, 
Boise  City, 

Anchorage , 
Fargo, 
Columbus, 
Little  Rock. 
Portland, 

Birmingham, 
Jackson, 
Sioux  Falls, 
Philadelphia, 
Oklahoma  City, 

Baltimore, 


Omaha, 

Memphis, 
Des  Moine 


1/  General  Housing  Characteristics,  U.S.  Sunmary  1990, 
2/  Census  of  Housing,  Detailed  Housing  Characteristics 
3/  Figures  are  rounded 
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TABLE  6 

CITIES  WHICH  ALLOW  EXEMPTIONS  OR  REDUCED  RATES 

IN  THE  CALCULATION  OP  REAL  ESTATE  TAXES  FOR  HOMEOWNERS 


Birmingham,  AL 

Phoenix,  AZ 

Los  Angeles,  CA 

WASHINGTON,  DC 

Jacksonville,  FL 

Atlanta,  GA 

Honolulu,  HI 


54,000 

35%  Exemption  on  School 
Tax  Rates  up  to  $2.36 
each  or  S4.72  in  a  Unified 
District  up  to  $500.00 

$7,000  Exemption 

$30,000  Bxasption 

$25,000  Exemption 

$5,000  Exemption 


Assessed  Value-Homestead 
Assessed  Value 

Assessed  value 

Aflse«s*d  Value-Bamastaad 

Assessed  Value 
Assessed  Value 
Assessed  Value 


Boise  City.       ID 
Chicago,  XL 

Indianapolis,     IN 


50%  up  to  SSO.OOO  Exempti 
$4,500  Exemption 


Assessed  Value- Improvemen 
Equalized  Assessed  value 
Assessed  Value-Homestead 


Moil 


lA 


New  Orleans,  LA 

Boston,  MA 

Minneapolis,  MN 

Jackson,  MS 

Newark,  NJ 


$4,850  Exemption 

$7,500  Exemption 

S402  .51    Exen^tion 

2%  Assessed  Value 
Reduction  on  First  $72,000; 
1%  Value  on  Next  $43,000. 


Rebate  Based  on  Tax  Rate 
&  Assessed  Value  For  Low 
Income  and  Senior  Citizen 


Albuquerque, 


NM 


Assessed  value-Homestead 
Assessed  Value 
Tax  Credit 
Assessed  Value 

Assessed  Value 
Assessed  Value 

Taxable  Value 


Columbus,  OH 

Oklahoma  City,  OK 

Providence,  RI 

Houston,  TX 

Salt  Lake  City,  UT 


12.5%  Tax  Rollback 
$1,000  Exemption 


20%  Exemption  on  Val 
Plus  $5,000  Exempti 
20%  Exemption 

45%  Residential 


Assessed  Value 

Assessed  Value-Homestead 

Assessed  Value 

Assessed  Value 
-School  District  Only 
-City  Tax  Only 


Milwaukee,       wi 


$113.60  Lottery  Credit 


Tax  Credit 
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Given  the  assumptions  used  in  this  study,  the  real  property  tax 
burden  is  slightly  regressive  with  an  average  percentage  burden  of  3.4 
percent  at  $25,000  income  and  3.3  percent  at  $100,000  income.  Because 
of  high  exemptions  or  credits,  the  property  tax  in  some  cities  is 
actually  progressive  despite  the  regressivity  assumed  in  deriving  housing 
values  (see  Chapter  I)  .  For  example,  the  property  tax  burden  in 
Birmingham  is  0.2  percent  of  income  at  $25,000,  compared  to  0 . 9  percent 
at  $100,000.  For  Washington,  D.C.,  the  percentage  property  tax  burden 
is  1.3  percent  at  $25,000  and  1.9  percent  at  the  $100,000  income  level. 

As  mentioned  earlier,  housing  value  assumptions  combined  with  flat 
rates  make  the  property  tax  regressive,  while  flat  amount  exemptions  and 
credits  can,  and  in  some  cities  do,  alleviate  the  regressivity  of  the 
property  tax. 


Residents  of  46  of  the  51  cities  in  this  study  are  subject  to  some 
form  of  a  sales  and  use  tax.  The  combined  sales  tax  rates  range  from  9 
percent  in  Chicago  to  4  percent  in  Honolulu  as  indicated  in  Table  7,  page 
22.  The  highest  state  sales  tax  rate  is  7  percent  in  Rhode  Island  and 
Mississippi,  while  the  lowest  state  rate  of  2  percent  is  found  in  Nevada. 
Sales  taxes  are  levied  by  19  of  the  51  cities  in  addition  to  state  sales 
taxes  (not  including  Washington,  D.C.)  with  the  highest  city  rate  at  4 
percent  in  New  York  City.  Of  the  fourteen  counties  levying  a  sales  tax, 
the  highest  rate  (2.75  percent)  is  in  Clark  County  (Las  Vegas).  Two 
school  districts  and  11  transit  districts  also  levy  sales  taxes,  with 
rates  ranging  from  0.25  percent  to  2.25  percent. 

The  average  sales  tax  burden  is  the  third  highest  of  the  four  major 
tax  types  at  all  income  levels,  according  to  Table  1.  However,  the  sales 
tax  burden  is  far  below  the  levels  of  property  and  income  taxes.  For 
cities  subject  to  a  sales  tax,  the  highest  burdens  occur  in  New  York 
City,  New  Orleans  and  Memphis.  The  cities  with  a  sales  tax  having  the 
lowest  burdens  include  Philadelphia,  Boston  and  Indianapolis. 

Table  1  shows  that  the  sales  tax  is  regressive;  the  $25,000  income 
family  pays  an  average  2.1  percent  for  sales  taxes,  while  the  $100,000 
family  pays  1.8  percent.  Factors  that  make  the  sales  tax  regressive 
include  a  flat  tax  rate  as  well  as  a  tax  base  which  includes  tangible 
necessities  but  not  necessarily  services.  Factors  which  can  lessen  the 
regressivity  of  the  sales  tax  include  the  exemption  of  groceries  and  the 
taxation  of  certain  services. 
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TABLE  7 

STATE  AND  LOCAL  GENERAL  SALES  TAX 

RATES  IN  EACH  OF  THE  51  CITIES 

AS  OF  DECEMBER  31,  199S 


TOTAL 
RATE 


New  Orteans. 

[A 

9.0 

Chicago. 

IL 

875 

Okiahoma  City. 

OK 

8375 

Los  Angeles. 

CA 

825 

New  York  City. 

NY 

825 

Memphis. 

TN 

30 

Houston. 

TX 

825 

Seattle. 

WA 

82 

Birniingham. 

AL 

80 

Denver, 

CO 

72 

Phoenix. 

A2 

705 

Jackson. 

MS 

70 

Las  Vegas. 

NV 

7.0 

Philadelphia. 

PA 

7.0 

Providence. 

Rl 

70 

Jacksonville. 

FL 

65 

Minneapolis, 

MN 

65 

Omaha. 

NE 

65 

Kansas  City. 

MO 

6475 

Salt  Lake  City, 

UT 

6  125 

Bridgeport, 

CT 

60 

WASHINGTON, 

DC 

S.0 

AOanta, 

GA 

6.0 

Louisville, 

KY 

6.0 

Portland, 

ME 

60 

Detroit, 

Ml 

60 

Chartotte, 

NC 

6.0 

Fargo, 

ND 

6.0 

Newark, 

NJ 

6.0 

Sioux  Falls, 

SD 

60 

Chanesion, 

WV 

60 

Cheyenne, 

WY 

60 

Wichita, 

KS 

5.9 

Albuquerque, 

NM 

5.75 

Columbus, 

OH 

575 

Little  Rock, 

AR 

55 

Milwaukee, 

WI 

5.5 

Des  Moines, 

lA 

50 

Boise  City, 

ID 

5.0 

Indianapo'is, 

IN 

5.0 

Boston. 

MA 

5.0 

BalUmore. 

MD 

SO 

Columbia. 

SC 

5.0 

Burlington. 

VT 

50 

Virginia  Beach. 

VA 

4.5 

075 
025 


075 
275 


UNWEIGHTED  AVERAGE  6  27 

MEDIAN  60 

Cities  with  no  state  or  local  general  sales  tax:  Anchorage.  AK;  Billings.  MT.  Manchester  NH.  Portland.  OR.  and  Wilmington.  DE 
NOTE:  Unweighted  average  and  medium  include  only  those  cites  with  a  sales  tax 


993 


AUTOMOBILE  TAXES 


All  51  cities  in  this  study  levy  gasoline  taxes  and  some  type  of 
automobile  registration  fee  or  tax.  The  Automobile  taxes  included  in 
this  study  are  gasoline  taxes,  motor  vehicle  registration  fees,  excise 
taxes  and  personal  property  taxes.  Sixteen  of  the  cities  levy  a  personal 
property  tax  based  on  the  value  of  motor  vehicles  owned  by  a  taxpayer. 
Gasoline  tax  rates  in  each  of  the  51  cities  as  of  December  31,  1995  are 
compared  in  Table  8,  page  25.  The  gasoline  tax  rates  vary  from  as  high 
as  34  cents  per  gallon  in  Bridgeport  to  a  low  of  7 . 5  cents  per  gallon  in 
Atlanta  and  8  cents  per  gallon  in  Anchorage,  and  New  York  City.  Several 
of  the  cities  in  Table  8  also  levy  a  sales  tax  on  gasoline,  which  is  not 
included  in  the  table. 

As  noted  before,  citizens  in  all  51  cities  are  subject  to  some  type 
of  automobile  registration  fee.  They  are  usually  either  flat  per-vehicle 
rates  or  excise  taxes  based  on  value.  The  types  of  registration  and 
other  automobile  taxes  to  which  residents  of  the  51  cities  are  subject 
are  summarized  in  Table  9,  page  26. 

Sixteen  cities  levy  personal  property  taxes  on  automobiles  using 
various  methods.  Some  cities  use  a  combination  cf  assessment  levels  and 
tax  rates,  which  may  or  may  not  be  the  same  as  is  used  for  other  personal 
property  or  may  not  be  the  same  as  is  used  for  other  personal  property 
or  for  real  property.  Others  use  the  same  assessment  system  and  property 
tax  rate  for  automobiles  as  they  do  for  personal  residences. 

The  assumptions  used  for  calculating  automobile  personal  property 
taxes,  excise  taxes,  the  gasoline  tax  and  registration  fees  are  presented 
in  Table  10,  page  27. 

The  lowest  tax  burdens  at  all  income  levels  in  this  study  are  the 
automobile  tax  burdens.  Bridgeport,  Jackson  and  Virginia  Beach  are  among 
the  cities  with  high  automobile  tax  burdens.  These  cities  levy  either 
a  personal  property  tax  or  a  very  high  excise  tax.  Anchorage, 
Philadelphia  and  New  York  City  have  consistently  low  automobile  tax 
burdens.   All  of  these  cities  have  flat  registrati  on 

rates  or  registration  by  weight,  moderate  gasoline  tax  rates  and  no 
personal  property  or  excise  tax. 
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Automobile  tax  burdens  in  the  51  cities  are  slightly  regressive  on 
the  average  as  shown  in  Table  1.  The  $25,000  family  pays  0.8  percent  of 
income  for  automobile  related  taxes,  while  the  $100,000  income  family 
pays  an  average  of  0.7  percent.  Since  gasoline  consumption  does  not 
necessarily  increase  at  the  same  rate  as  income,  a  flat  tax  rate  on 
gasoline  will  not  be  progressive.  Similarly,  in  a  society  where 
ownership  of  at  least  one  automobile  is  almost  a  necessity,  any  tax 
(excise  or  personal  property)  based  on  the  value  of  vehicle  ownership 
tends  to  be  regressive. 
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TABLE  8 
(3AS0LINE  TAX  RATES  IN  THE  51  CITIES  AS  OF  DECEMBER  31, 
(STATE  Ajro  LOCAL  RATES) 


TOTAL 

RATE 


STATE 
RATE 


LOCAL 
RATE 


Honolulu, 

HI 

Las  Vegas, 

NV 

Bridgeport, 

cr 

Providence, 

RI 

Portland, 

OR 

Billings, 

MX 

Chicago,  IL 

24.0 

Omaha, 

MB 

Baltimore, 

HD 

Milwaukee, 

WI 

Seattle,  WA 

23.0 

Denver, 

CO 

Wilmington, 

DB 

Columbus , 

OH 

Albuquerque, 

NM 

Charlotte, 

NC 

Boston, 

HA 

Boise  City, 

ID 

Memphis,  TO 

20.0 

Charleston, 

WV 

Minneapolis, 

MN 

Houston,  TX 

20.0 

Des  Moines, 

lA 

New  Orleans, 

LA 

WASHIMOTON, 

DC 

Salt  Lake  City, 

UT 

Portland, 

HE 

Little  Rock, 

AR 

Jackson,  MS 

18.0 

Phoenix,  AZ 

18.0 

Wichita,  KS 

18.0 

Fargo, 

ND 

Manchester, 

NH 

Sioux  Falls, 

SD 

Virginia  Beach, 

VA 

Los  Angeles, 

CA 

Oklahoma  City, 

OK 

Birmingham, 

AL 

Columbia, 

SC 

Indianapolis, 

IN 

Louisville, 

KY 

Detroit,  MI 

IS.O 

Kansas  City, 

MO 

Burlington, 

VT 

Philadelphia, 

PA 

Newark, 

NJ 

Jacksonville, 

FL 

Cheyenne , 

WY 

New  York  City, 

NY 

Anchorage, 

AK 

Atlanta,  GA 

7.5 

UNWEIGHTED  AVERAGE 

MEDIAN 

23.5 
23.4 


23.0 
22.0 
17.0 


la.o 
le.o 


17.0 
15.0 
12.0 


24.0 

27.0 
5.0 
25.7 
23. S 
23.4 

0.0 
22.0 
23.0 
22.0 
17.0 

21.6 
21.0 
25.0 


20.0 
20.0 


20.0 
18.0 


16.5 
S.O 


0.0 
0.0 


0.0 
0.0 

0.0 
0.0 
0.0 


0.0 
0.0 


19.1 
19.0 


25 


N 


996 


SUMMARY  OP  TYPES  OP  ADTOMOBILE 

REQISTRATIOH  TAXES 

1995 


TYPE  OF  RKRTSTRATION 


NUMBER  OF  STATES 


Flat  Rate  Only 
Weight  Only 
Weight  and  Age 
Horsepower  Only 
Age  Only 
Value  Only 
Value  and  Weight 


OTHER  AUTO  TAXES  (TNri.lIDIWG  LOCAL) 

Personal  Property 

Excise: 

Value  Based 
Weight  Based 

Local : 
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CHAPTER  IV  ' 

HOW  DO  TAX  BURDENS  IN  WASHINGTON,  D.C.,  COMPARE 
WITH  THOSE  IN  THE  MOST  POPULOUS  CITY  IN  EACH  STATE? 

The  nation's  capital,  Washington,  D.C.,  is  unique  in  many  respects. 
It  has  a  special  status  in  which  the  day-to-day  activities  and  functions 
of  state,  county,  city  and  special  districts  are  combined  in  one 
governmental  unit.  The  Mayor  and  the  13-member  District  of  Columbia 
Council  combine  the  functions  of  a  state  legislature,  a  covinty  board  of 
commissioners  eind  a  city  council.  As  a  result  of  this  combination  of 
responsibilities,  the  District  has  the  tcixing  powers  of  a  state,  a  county 
and  a  municipality,  although  these  powers  are  limited  by  actions  of  the 
federal  government.  The  graduated  income  tax,  the  general  sales  and  use 
tax  and  the  per  gallon  gasoline  tax  are  all  comparable  in  form  to  those 
levied  by  most  states.  The  property  tax  based  on  assessed  value  is 
similar  to  the  type  levied  in  cities  and  counties.  As  a  result  of  this 
tax  system,  the  tax  burden  of  District  residents  can  most  legitimately 
be  compared  to  that  borne  by  residents  of  other  large  cities. 

The  burden  of  each  of  the  four  major  taxes  for  Washington,  D.C.  is 
compared  with  the  51-city  average  at  all  income  levels  in  Table  11,  page 
32.  The  difference  between  the  Washington,  D.C,  tcix  burden  and  the  51- 
city  average  increases,  on  a  percentage  basis,  as  the  income  level  rises. 
This  is  because  the  District  has  a  slightly  more  progressive  tax  system 
than  the  average  of  the  51  cities  in  the  study. 

The  District  of  Columbia  has  a  relatively  high  percentage  of  low- 
income  taxpayers,  which  limits  the  District's  revenue- raising  capacity. 
Although  its  revenue -raising  capacity  is  limited,  the  District  of 
Columbia  must  perform  and  provide  funding  for  functions  usually  provided 
at  state  and  local  levels  of  government.  These  non-municipal  functions 
include  responsibility  for  welfare  programs,  physical  and  mental  health 
care,  courts  and  correctional  services,  and  maintenance  of  the  public 
education  system. 


INDIVIDUAL  INCOME  TAX 

The  individual  income  tax  burden  for  Washington,  D.C.  is 
substantially  above  the  average  for  the  44  cities  that  levy  an  individual 
income  tax  at  all  income  levels.  Washington,  D.C.  levies  an  individual 
income  tax  with  three  rates:  6  percent  on  the  first  $10,000  of  taxable 
income;  8  percent  on  the  next  $10,000  of  taxable  income;  and  9.5  percent 
on  taxable  income  over  $20,000.  For  tax  year  1995  personal  exemptions 
of  $1,370  per  dependent  were  allowed,  as  well  as  a  $1,370  exemption  for 
the  filer  and  spouse,  respectively.   A  standard  deduction  of  $2,000 
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($1,000  for  married- separate)  was  in  effect  for  the  period  of  this  study. 
Itemized  deductions  are  the  same  as  those  allowed  in  computing  the 
federal  income  tax,  but  the  District  does  not  allow  the  deduction  of  its 
own  individual  income  tax.  Washington,  D.C.  also  has  liberal  "circuit- 
breaker"  property  tax  relief  programs  for  both  elderly  and  non-elderly 
qualified  homeowners  and  renters,  as  well  as  a  low  income  credit,  which 
eliminates  the  District  income  tax  for  taxpayers  with  no  federal  income 
teuc  liability. 

The  individual  income  tax  burden  for  Washington,  D.C,  is 
substantially  above  the  average  of  the  51  cities  at  the  four  income 
levels  studied  according  to  Table  11.  The  high  income  tax  burden  on 
those  suject  to  the  tax  is  due  in  part  to  restrictions  on  the  individual 
income  tax  base  of  the  District.  Washington,  D.C,  is  the  only 
jurisdiction  in  the  country  that  is  prohibited  by  the  United  States 
Congress  from  taxing  the  earnings  of  non-residents  working  within  the 
city.  As  a  result  of  this  tax  base  restriction,  the  District  of  Columbia 
is  forced  to  tax  its  residents  at  higher  rates  than  would  otherwise  be 
the  case  since  approximately  66  percent  of  the  wages  and  salaries  earned 
in  the  District  of  Columbia  are  earned  by  non-residents. 


REAL  PROPERTY  TAX 

Property  tax  burdens  in  the  District  of  Columbia  are  below  the  51- 
city  average  at  all  income  levels  according  to  Table  11.  A  slightly 
higher  than  average  housing-to- income  ratio  (Table  5)  is  offset  by  a  low 
property  tax  rate  (Table  4)  combined  with  a  $30,000  homestead  deduction, 
which  helps  reduce  the  Washington,  D.C,  property  tax  burden. 

The  tax  on  residential  property  in  the  District  of  Columbia  is  based 
on  the  assessed  value  of  the  property.  All  property  is  assessed  at  a 
statutory  level  of  100  percent  of  its  estimated  market  value,  and 
assessments  are  done  annually.  The  tax  rate  on  residential  owner-occupied 
property  in  the  District  of  Columbia  was  $0.96  per  $100  for  the  period 
of  this  study.  Washington,  D.C.  homeowners  are  allowed  to  deduct  a 
homestead  exemption  of  $30,000  before  calculation  of  the  property  tax  for 
all  owner-occupied  dwellings. 

Despite  the  assumption  of  regressivity  present  in  the  housing  value 
assumptions  (Chapter  I),  the  computed  property  tax  for  Washington,  D.C, 
is  slightly  progressive  because  of  the  homestead  deduction  which  reduces 
the  property  tax  of  each  homeowner  by  $288.  The  burden  is  1.3  percent 
at  the  $25,000  income  level  and  1.9  percent  at  $100,000  income. 
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SALES  TAX 

The  District  of  Columbia  levies  a  sales  tax  with  five  different 
rates.  This  rate  structure  is  utilized,  in  part,  to  take  advantage  of 
the  District's  special  status  as  a  tourist  center  amd  to  increase  the 
contribution  of  non-residents  working  in  the  city.  These  differential 
rates  illustrate  the  concept  of  tcix  exporting.  The  table  below  details 
the  sales  tax  rates  in  effect  at  the  end  of  1995. 

ITEMS  SALKS  TAX  RATE 

Tangible  Personal  Property  5.75% 

Alcohol  for  off  premises  consumption  8% 

Restaurant  Meals,  Take-Out  Food  10% 

Commercial  Parking  12% 

Hotel,  Motel  Rooms  13% 

Items  exempt  from  the  District  of  Columbia  sales  tax  include 
groceries  amd  prescription  drugs. 

The  sales  tax  burden  in  the  District  of  Columbia  is  very  near  the 
51-City  average  at  all  but  the  lowest  income  level. 


AOTOMOBILB  TAXES 

Washington,  D.C.,  taxes  gasoline  and  requires  registration  fees  for 
automobile  owners.  The  motor  fuel  tax  rate  is  20  cents  per  gallon. 
Registration  fees  of  $55  on  cars  weighing  less  thain  3,500  pounds  amd  $88 
on  cars  equal  to  or  greater  than  3,500  pounds  were  in  effect  for  the 
period  of  this  study.  The  District  of  Columbia  does  not  impose  an  annual 
excise  tax  or  personal  property  tax  on  automobiles. 

Washington,  D.C.,  automobile  tax  burdens  are  below  the  51-city 
average  at  all  income  levels  as  shown  in  Table  11.  High  registration 
fees  amd  a  relatively  high  gasoline  tax  rate  cause  the  District  auto  tax 
burden  to  be  regressive.  Washington,  D.C.,  automobile  taix  burdens 
represent  0.8  percent  of  income  at  $25,000  amd  0.7  percent  at  $100,000. 
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SUMMARY 

As  noted  above,  the  tax  burden  of  the  District  of  Columbia  is 
influenced  by  many  factors.  One  of  the  major  reasons  District  of 
Columbia  tax  burdens  are  above  the  average  is  the  restriction  on  the 
District's  taxing  authority  mandated  by  Congress.  Factors  such  as  the 
prohibition  on  taxing  non-resident  income,  plus  the  large  percentage  of 
tax-exempt  federal  property  (over  one-half  of  District  acreage  is  tax- 
exempt)  ,  have  combined  to  create  difficult  conditions  under  which  to 
raise  revenues  to  operate  the  city.  Some  of  the  positive  factors  which 
tend  to  increase  the  District  tax  base  include  substantial  tourist 
activity  as  well  as  large  volume  of  business  and  lobbying  activity 
generated  by  the  federal  presence . 
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TABLE  11 

TAX  BURDENS  IN  WASHINGTON,  D.C.  COMPARED  WITH  THE  AVERAGE  FOR 

THE  LARGEST  CITY  IN  EACH  STATE  BY  INCOME  CLASS 

1995 


DISTRICT 

AVERAGE 

OF 

FOR  CITIES 

PERCENT 

COLUMBIA 

LEVING  TAX 

DIFFERENCE 

$25,000  INCOME  LEVEL 

Income 

$1,096 

$584 

87.8% 

Property 

328 

856 

-61.7% 

Sales 

492 

536 

-8.2% 

Auto 

185 

200 

-7.2% 

TOTAL 

DC 

$2,101                SICITYAVERAGe                         $2,175 

-3.4% 

$50,000  INCOME  LEVEL 

Income 

$2,695 

$1,833 

47.0% 

Property 

885 

1.713 

-48.3% 

Sales 

837 

855 

-2.1% 

Auto 

175 

239 

-26.9% 

TOTAL 

DC 

$4,592              91  CITY  AVERAGE                       $4,641 

-1.0% 

$75,000  INCOME  LEVEL 

Income 

$4,723 

$3,220 

46.7% 

Property 

1,471 

2.640 

-44.3% 

Sales 

1,340 

1.331 

0.7% 

Auto 

342 

577 

-40.8% 

TOTAL 

DC 

$7,876          SI  crrv  AVERAGE                $7,768 

1.4% 

$100,000  INCOME  LEVEL 

Income 

$6,842 

$4,667 

46.6% 

Property 

1,941 

3,382 

-42.6% 

Sales 

1.788 

1,775 

0.7% 

Auto 

376 

666 

-43.6% 

TOTAL 

DC 

$10,947               51  OTY  AVERAGE                      $10,491 

4.3% 
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CHAPTER   V 

WHY  DO  TAX  BURDENS  DIFFER  FROM  ONE  CITY  TO  ANOTHER? 

In  the  preceding  chapters,  the  differences  among  tax  burdens  for  the 
largest  city  in  each  state  in  the  United  States  are  discussed.  The 
assumptions  used  to  compute  the  various  tax  burdens  will  affect  to  some 
extent  the  relative  tax  burdens  for  the  51  cities.  This  is  especially 
true  for  the  real  estate  tax,  because  both  the  methodology  used  to  derive 
housing  values  and  the  relative  housing  values  from  one  income  level  to 
another  and  from  one  city  to  another  are  important  determinants  of  the 
real  property  tax  burden.  However,  no  matter  what  set  of  assumptions  is 
used  in  such  a  study,  there  will  be  substantial  tax  burden  differences 
from  one  city  to  another.  Some  of  the  reasons  for  these  differences  are 
as  follows: 

1)  This  study  only  measures  major  state  and  local  tax 
burdens  for  individuals.  Business  tax  burdens  also 
differ  substantially  from  one  city  to  another.  Many 
cities,  because  of  a  large  manufacturing  base  or  because 
of  a  dominant  industry,  can  shift  a  large  portion  of  the 
tax  burden  away  from  individuals  to  businesses.  Cities 
in  natural  resource  states,  for  example,  may  shift  a 
substantial  portion  of  the  tax  burden  to  industry,  thus 
exporting,  to  some  extent,  their  local  government  tax 
burden.  Convention  and  tourist  activity  in  cities  such 
as  Chicago,  Washington,  D.C.,  New  York  City  and  Las 
Vegas  can  help  reduce  local  tax  burdens  by  increasing 
sales  tax,  gasoline  tax  and  parking  tax  revenues  from 
non-residents,  another  form  of  tax  exporting. 

2)  Service  demands  in  each  of  the  51  cities  may  vary  a 
great  deal.  Cold  weather  services,  such  as  snow 
removal,  in  northern  cities  may  increase  costs. 
Furthermore,  citizens  of  some  cities  simply  desire,  or 
are  accustomed  to,  more  government  services  than 
residents  of  other  cities. 

3)  The  costs  of  providing  services  may  differ  substantially 
from  one  city  to  another.  Wage  levels,  efficiency  of  the 
work  force  euid  costs  of  overhead  items,  such  as 
utilities,  may  be  very  different. 

4)  The  tax  base  of  each  city  is  different.  Cities  that  have 
a  relatively  large  percentage  of  employed  residents  will 
normally  have  a  broad  tax  base. 
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This  type  of  city  cam  levy  tauces  at  lower  rates  than 
can  those  with  low  levels  of  employment  or  high 
levels  of  exempt  property.  The  teix  base  can  be 
restricted  by  external  forces  such  as  the  federal 
presence  in  Washington,  D.C.  The  taut  base  cam  also 
be  defined  by  the  scope  of  a  particular  tax.  For 
example,  it  is  desirable  from  a  social  point  of  view 
to  exempt  groceries  from  the  sales  taut;  however, 
such  am  exemption  cam  narrow  the  sales  tauc  base  amd 
may  require  a  higher  sales  tax  rate  in  order  to 
raise  sufficient  revenues. 

5)  The  proportion  of  public  versus  private  services  may 
differ  from  one  city  to  another.  Some  cities  may  provide 
services  such  as  garbage  collection  amd  hospital  care, 
while  in  other  cities,  the  private  sector  may  perform 
these  services  for  a  fee. 

As  a  result,  a  city  in  which  the  private  sector 
performs  such  fvmctions  may  have  a  lower  tax  burden 
than  one  in  which  these  functions  are  performed  by 
the  city.  In  these  instamces,  the  fees  charged  by 
the  private  sector  represent  payments  by  individuals 
for  public  services  that  are  not  reflected  in  tax 
burdens . 

6)  Certain  taxes  that  are  not  discussed  in  this  study  may 
affect  state  amd  local  tax  burdens.  Taxes  not  covered  by 
the  study,  which  are  levied  on  individuals,  include 
liquor  amd  cigarette  tauces  and  taxes  on  public  utility 
bills.  .  .,.-,...,,. 

7)  The  state  amd  local  tax  burdens  in  this  study  are 
computed  without  regard  to  their  effect  on  the  federal 
taix  burden  of  individuals  in  the  respective  cities.  To 
some  extent,  high  state  and  local  income  amd  property 
taxes  can  be  used  to  partially  alleviate  federal  tax 
burdens  through  itemized  deductions. 

As  noted  in  Chapter  V,  the  number  and  kind  of  public 
services  each  city  provides  necessarily  has  a  bearing  on  the 
amount  of  revenue  that  must  be  raised.  The  tax  burden 
comparisons  in  this  report  must  be  studied  in  the  context  of 
these  differing  conditions. 
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TABLE  12 

THE  LARGEST  CITY  IN  EACH  STATE  1/ 

(1990  CENSUS  OF  POPULATION) 


aTY 


1990  1980  PERCENT 

P0LULAT10N      P0LULAT10N       DIFFERENCE 


Alabama 

Birmingham 

265,968 

284.413 

-6.5% 

Alaska 

Anchorage 

226,338 

173,017 

30.8% 

Arizona 

Phoenix 

983,403 

789,704 

24.5% 

Arkansas 

Little  Rock 

175.795 

158,461 

10.9% 

California 

Los  Angeles 

3,485.398 

2,966,763 

17.5% 

Colorado 

Denver 

467,610 

491,396 

-♦.8% 

Connecticut 

Bridgeport 

141,686 

142,546 

-0.6% 

Delaware 

Wilmington 

71,529 

70,195 

1.9% 

Florida 

Jacksonville 

672.971 

540,898 

24.4% 

Georgia 

Atlanta 

394.017 

425,020 

-7.3% 

Hawaii 

Honolulu 

377.059 

365,048 

3.3% 

Idaho 

Boise  City 

125.738 

102,451 

22.7% 

Illinois 

Chicago 

2.783.726 

3,005,072 

-7  4% 

Indiana 

Indianapolis 

731.327 

700,807 

4.4% 

Iowa 

Des  Moines 

193,187 

191.003 

1.1% 

Kansas 

Wichita 

304.011 

279,272 

8  9% 

Kentucky 

Louisville 

269,063 

298.451 

-9.8% 

Louisiana 

New  Orieans 

496,938 

557,482 

-10.9% 

Maine 

Portland 

64,358 

61,572 

4.5% 

Maryland 

Baltimore 

736,014 

786,775 

-6.5% 

Massachusetts 

Boston 

574,283 

562,994 

2  0% 

Michigan 

Detroit 

1,027,974 

1,203,339 

-14.6% 

Minnesota 

Minneapolis 

368,383 

370,951 

-0.7% 

Mississippi 

Jackson 

196,637 

202.895 

-3.1% 

Missouri 

Kansas  City 

435,146 

448,159 

-2.9% 

Montana 

Billings 

81,151 

66,798 

21.5% 

Nebraska 

Omaha 

335,795 

311,681 

7.7% 

Nevada 

Las  Vegas 

258,295 

164,674 

56.9% 

New  Hampshire 

Manchester 

99,567 

90,936 

9.5% 

New  Jersey 

Newark 

275.221 

329,248 

-16.4% 

New  Mexico 

Albuquerque 

384,736 

331,767 

16  0% 

New  YorX 

New  Yori<  City 

7,322,564 

7,071.030 

36% 

North  Carolina 

Charlotte 

395,934 

314,447 

25.9% 

North  Dakota 

Fargo 

74,111 

61,308 

20.9% 

Ohio 

Columbus 

632,910 

564,871 

120% 

Oklahoma 

Oklahoma  City 

444.719 

403,213 

10  3% 

Oregon 

Portland 

437,319 

366,383 

19.4% 

Pennsylvania 

Philadelphia 

1,585,577 

1,688,210 

-6.1% 

Rhode  Island 

Providence 

160.728 

156,804 

2.5% 

South  Carolina 

Columbia 

98,052 

99,296 

-1.3% 

South  Dakota 

Sioux  Falls 

100.814 

81,343 

23.9% 

Tennessee 

Memphis 

610,337 

646,356 

-5.6% 

Texas 

Houston 

1.630.553 

1.594.086 

2.3% 

Utah 

Salt  Lake  City 

159.936 

163.033 

-1.9% 

Vermont 

Burlington 

39,127 

37.712 

3.8% 

Virginia 

Virginia  Beach 

393,069 

262.199 

49.9% 

Washington 

Seattle 

516,259 

493.846 

4.5% 

West  Virginia 

Charleston 

57,287 

63,968 

-10.4% 

Wisconsin 

Milwaukee 

628,088 

636,212 

-13% 

Wyoming 

Cheyenne 

50,008 

47.283 

5.8% 

WASHINGTON,  DC 


606,900 


637.651 


1/  Final  counts  published  in  1990  Census  Advance  Reports  by  state  series.  PHC  80-V. 
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COMPARISON  OF  SELECTED  TAX  RATES  IN  THE  DISTRICT  OF  COLUMBIA 
WITH  THOSE  IN  THE  50  STATES 

Mr.  Walsh.  Update  the  information  starting  on  page  1337  through  1364  of  the  fiscal 
year  1995  hearings  showing  the  comparison  of  selected  tax  rates  in  the  District  of  Columbia 
with  those  in  the  fifty  states. 

[The  information  follows:] 


Part  II 

A  COMPARISON  OF  SELECTED  TAX  RATES 

IN  THE 

DISTRICT  OF  COLUMBIA  WITH  THOSE  IN  THE  50  STATES 

AS  OF  JANUARY  1,  1996 
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OVERVIEW 

As  can  be  seen  from  a  review  of  the  major  taxes  compared  in  this 
report,  the  tax  rates  in  the  District  of  Columbia  are  among  the  highest 
in  the  nation.  Of  the  13  taxes  compared.  District  tax  categories  that 
are  higher  than  in  most  of  the  states  include:  cigarette;  corporate 
income;  individual  income;  insurance  premiums;  deed  recordation;  motor 
vehicle  excise;  motor  vehicle  registration  fees;  motor  fuel;  and  sales 
and  use.  In  three  tax  categories  --  beer,  dessert  wine,  and  distilled 
spirits,  the  District  has  lower  tax  rates  than  most  states  (page  49) . 
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TABLE  13 

COMPARISON  OF  SELECTED  STATE  TAX  RATES 

NUMBER  JURISDICTIONS 


LOWER 

SAME 

HIGHER 

TAX 

LEVYING  TAX 

THA« 

as. 

AS  DC 

THAN  DC 

Beer 

50 

8 

2 

40 

Cigarette 

50 

49 

0 

1 

Corporate    Income 

44 

39 

0 

5 

Deed   recordation 

36 

36 

0 

0 

Light   Wine 

46 

6 

2 

38 

Distilled  Spirits 

32 

0 

1 

31 

Individual    Income 

44  1/ 

35 

2/ 

0 

7    2/ 

Inheritance   and  Estate 

50  3/ 

0 

24 

26 

Insurance 

50 

29 

7 

14 

Motor  Fuel 

50 

28 

4 

18 

Motor  Vehicle  Excise 

Light  Cars  <3,500 

lbs. 

47 

33 

8 

6 

Heavy  Cars    >3,500 

lbs. 

47 

46 

1 

0 

Motor  Vehicle 

Registration  4/ 

49 

45 

0 

4 

Sales  cind  Use 

45 

28 

0 

17 

1/  Includes  two  states,  which  tax  dividends  and  /or  interest  only 

2/  Comparisons  are  based  on  highest  comparable  rate  in  each  jurisdiction. 

Those  based  on  federal  liability  are  not  included. 
3/  Including  tax  to  absorb  federal  credit. 
4/  Heavy  cars  (>  3,500  lbs.) 
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TJtBLI   M 

nDivioau.  mcoKS  tax 
masbhictoh  ketsopolitah  axsx 

TkXkBLg  INCCKZ 


DianiicT  or  Colombia 

Single  $1,370 

Married  Piling  Separate  Sl.S'O 

Harried  Filing  Jointly  SJ.'IO 

Head  ot  Household  S2.H0 

Dependent  (additional)  $1,370 

Blind  (additional)  $1,370 
Age  65  and  over  (additional)    $1,370 

Standard  1/ 


S     0-$lO,000 

S10,001-$20,000 

Over  $20,000 


«.0« 

S .  0%  of  excess  of  >$10, 000 

9.5%  of  access  of  >$20,000 


MAHYIAMP 

Single  $1,200 

Married  Filing  Separately  $1,200 

Married  Filing  Jointly  $2,400 

Head  of  Household  $1,200 

Dependent  (additional)  $1,200 

Blind  (additional)  51.200 

Age  is   and  over  (additional)  $1,200 

Standard  2/ 


S     0-$10.000 

S  l.OOl-S  2,000 

$  2,001-$  2,000 

Over  S  3,000 


2.0% 

3.0% 

of  excesi 

I   >$   1.000 

4.0% 

of  excess 

I   >$   2,000 

5.0% 

of  excesi 

!   >S    3,000 

VIRQIWIA 

Single 

Married  Filing  Separately 

Married  Filing  Jointly 

Head  oC  Household 

Dependent  ( addi t  ional ) 

Blind  (additional) 

Age  65  and  over  (additional) 

Standard 


S     0-S  3,000 

$  3,001-S  5,000 

$  5,001-S17,000 

Over  $17,000 


2.0% 

$      60    . 

3.0%     of  excess 

>S  3.000 

$    120    « 

5.0%     of  excess 

>$  5.000 

S    720    * 

5.75%  of  excess 

>S17,000 

Married  persons  filing  separately  -  Si, 000;  all  others  -  $2,000. 

15%  of  AGI  not  to  exceed  52,000  (S4,000  for  joint  and  head  of  household  returns  and  those  filing 

with  dependent  child)    The  minimum  is  SI, 500  for  single,  married  filing  combined  separate 

separately  and  dependent  taxpayers.   All  others  are  allowed  a  minimum  of  $3,000. 

Single  -  $3,000;  married  persons  filing  separately  -  $2,500;  and  married  persons  filing  jointly  oi 

$5,000. 


combined  separate  - 
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TABLE  15 
INDIVIDUAL  INCOME  TAX 


43  STATES  AND  DISTRICT  OP  COLUMBIA 
AS  OF  JANUARY  1,  1996 


PERSONAL  EXEMPTIONS 
(CREDITS) 


RATES  AND  TAXABLE 
INCOME  BRACKETS 
MINIMUM        MAXIMUM 


SINGLE    M/J 


DEPENDENTS 


UP  TO 


RATE 


Alabama  i/ 

Si, 370     $2,740   $1,370 


S,HH,M 
M/J 


2.0%     $     500      S.0%     S   3,000 
2.0%        1,000      5.0%        6,000 


Arizona 

$2,100     $4,200   $2,300 


S,M/S 
M/J,HH 


3.00%    $  10,000      5.6%     $150,000 
3.00%      20,000      5.6%      300,000 


Arkansas 

($20)        ($40)     ($20) 


1.0%     $   2,999      7.0%     $  25,000 


California 

($65)       ($130)    ($64) 


1.0%  $  4,722  11.0%  $214,929 
1.0%  9,444  11.0%  292,550 
1.0% 9,444     11.0%      421,888 


5.0%  of  federal  taxable  income  with 
certain  modifications. 


Connecticut 


$12,000    $24,000 

4.5%  of  federal  adjusted  gross  income 
with  certain  modifications. 

Delaware 

$1,250     $2,500   $1,250 

3.2%     $   5,000      7.7%     $  40,000 

District  <}f   rfil.,i^h<f 

$1,370     $2,740   $1,370 

6.0%     S  10,000      9.5%     $  20,000 

Georgia 

$1,500     $3,000   $2,000 


M/S 

1.0% 

$ 

500 

S 

1.0% 

750 

HH,M/J 

1.0% 

1,000 

M/S,S 

2.0% 

$ 

1,500 

HH 

2.0% 

1,500 

SS,M/J 

2.0% 

3,000 

6.0%  $  5,000 
6,0%  7,000 
6.0%       10,000 


Hawal i 

$1,040     $2,080   $1,040 


10.0%  $  20,500 
10.0%  41,000 
10.0%       41,000 
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TABLB  15  (continued) 
IKDIVIDUAL  INCOME  TAX 


STATSS  AUD  DISTRICT  OP  COLDKBIA 
AS  OF  JANUARY  1,  199S 


PERSONAL  EXEMPTIONS 
(CREDITS) 


RATES  AND  TAXABLE 
INCOME  BRACKETS 
MINIMUM         MAXIMUM 


SINGLE  M/J 


DEPENDENTS 


UP    TO 


RATE 


Idaho     1/ 

S2,S00  $5,000       $2,500 


Kansas 

$2,000      $4,000   $2,000 


S,M/S 
M/J 


2.0%     $   1,000      8.2V     $  20,000 
2.0%        2,000      8.2%       40,000 


IllinolB 
Si    onn 

<;9,n(in 

<5i  ,  nnn 

Indiana  2/ 
$1,000 

$2,000 

$1,000 

3.4%   of    federal   adjusted  gross    income. 

Iowa 

($20) 

($40) 

($40) 

0.4%            $       1,071               9.98%         $    48,195 

4.4%     $  20,000 
3.5%       30,000 


7.75%    $  30,000 
6.45%      60,000 


Kentucky 

($20)        ($40)     ($20) 


2.0%     $   3,000       6.0%    $   8,000 


Louisiana 

$4,500      $9,000   $1,000 


S,M/S,HH 
M/J 


2.0%     $  10,000 
2.0%       20,000 


6.0%     $  50,000 
6.0%      100,000 


Main* 

$2,100     $4,200   $2,100 


2.0%  $      4,150 

2.0%  6,200 

2.0%  8,250 


8.5%  $  16,500 
8.5%  24,750 
8.5%      33,000 


Marylflii4  2/ 

$1,200      $2,400   $1,200 


S,M/S,D 
M/J,HH,QW 


2.0%     $   1,000 
2.0%        1,000 


5.0%     $   3,000 
5.0%        3,000 


Massachusetts 

$2,200     $4,400   $1,000 


5.95%   (earned)      12.0%   (unearned) 


Michigan   2/ 

$2,400  $4,800       $2,400 


4.4%   of    federal   adjusted  gross    income. 
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TABLE  IS  (contlnuad) 
INDIVIimAL  INCOKX  TAX 


43  STATES  AND  DISTRICT  OP  COLUMBIA 
AS  OF  JAiniARY  1,  199fi 


PERSONAL  EXEMPTIONS 
(CREDITS) 


RATES  AND  TAXABLE 
INCOME  BRACKETS 
MINIMUM         MAXIMUM 


SINGLE    M/J 


DEPENDENTS 


UP  TO 


RATE 


Mlnnaaota 

S2,450     S4,900   $2,450 


M/S 


M/J 


6.0%  S  10,800 

6.0%  14,780 

6.0%  18,190 

6.0%  21,600 


8.5%  S  42,920 

8.5%  48,550 

8.5%  73,110 

8.5%  85,830 


Hlaalsslppl 

$6,000     $9,500 

$1,500 

3.0% 

S 

5,000 

5.0% 

$  10,000 

Missouri 

$1,200 

1/ 

$2,400 

$   400 

1.5% 

$ 

1,000 

6.0% 

$   9,000 

Montana 

$1,480 

$2,960 

$1,480 

2.0% 

$ 

1,800 

11.0% 

$  64,600 

Nabraska 

($69)       ($138)    ($69) 


S,M/S 
M/J,H/H 


2.62%    $   2,400      6.99%    $  26,500 
2.62%       4,000      6.99%      46,750 


Naw  Haa^ahlra 

$1,200     $1,200 


5.0%  on  dividend  and  interest  income 
over  $1,200. 


New  Jersey 

$1,000     $2,000   $1,500 


S,M/S 
HH,M/J 


1.4%     $  20,000      6.37%    $  75,001 
1.4%       20,000      6.37%     150,001 


New  Mexico 

$2,450     $4,900   $2,450 


2.4%     S   4,000 
1.8%        5,200 


HH 
M/J 

2.4% 
2.4% 

5,200 
8,000 

S,M/S 

HH 

M/J 

4.55% 
4.55% 
4.55% 

$  6,500 

9,000 

13,000 

8.5%  $  32,000 

8.5%  41,600 

8.5%  52,000 

8.5%  64,000 


7.594%  $  12.500 
7.594%  19,000 
7.594%     25,000 


North  Carolina 

$2,500     $5,000   $2,500 


M/S 


HH 

M/J,SS 


6.0%  $10,625 

6.0%  12,750 

6.0%  17,000 

6.0%  21,250 


7.75%  $    50,000 

7.75%  60,000 

7.75%  80,000 

7.75%  100,000 


North  Dakota   2/ 


1/     Does  not    include  various   local    inco 
2/      Rates   based  on    "short    form"    Elling 


14.0%       of       federal       liability       before 
credits 
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TABLS  IS  (eontlnuad) 
IMDIVIDnAL  mCOMK  TAX 


43  STATES  AND  DISTRICT  OP  COLUMBIA 
AS  OP  JAMDARY  1,  1996 


PKRSOHAL  KXBMPTIONS 
(CREDITS) 


SINGLE    M/J 


DEPEMDEMTS 


RATES  AND  TAXABLE 
IHCOICB  BRACKETS 
MINIMUM        MAXIMUM 


DP  TO 


RATE 


Ohio  1/ 

$  7S0      $1,500   $  850 

($20)        ($40)     ($20) 


0.743%   $   5,000      7.5*     $200,000 


Oklahoma 

$1,000     $2,000   $1,000 
(With  no  federal  deduction) 

(With  Federal  Deduction) 


S,M/S 

0 

.5% 

SS,HH,M/J 

0, 

.5V 

S,M/S 

0 

.5% 

SS,HH,M/J 

0 

.5% 

0.5%     $   1,000      7.0%     $  10,000 
2,000      7.0%       21,000 


1,000     10.0%       16,000 
2,000     10.0        24,000 


Oregon  i/ 
($120)      ($240)    ($120) 


S,M/S 
HH,M/J 


5.0%    $   2,150      9.0%     $   5,400 
5.0%        4,300      9.0%     $  10,800 


Pannaylvanla  i/ 


2.8%  of  specified  classes  of  taxable 
income  is  effective  rate. 


Rhod*  Island 


27.5%  of  modified  federal  income  tax 
liability. 


South  Carolina 

$2,500     $5,000   $2,500 


2.5%     $   2,220      7.0%     $  11,100 


Tennaaaee 

$1,250     $2,500 


6.0%  on  interest  and  dividend  income. 


Utah 

$1,875     $3,750   $1,875 


M/S,S 
HH,M/J 


2.55%         $  750  7.2%  $      3,750 

2.55%  1,500  7.2%  7,500 


Varaont 

25%  Of  federal  income  tax  liability. 

Viroinla 

$   300 

$1,600 

$ 

800 

2.0%     $  3,000       5.75%    $  17,000 

Wait  Virginia 

$2,000  $4,000       $2,000 


M/S 
S,SS,M/J,HH 


3.0%  S    5,000 

3.0%  10,000 


6.5%  $    30,000 

6.5%  60,000 


4.9%  $    5,000 

4.9%  7,500 

4.9%  10,000 


6.93%         $    10,000 
6.93%  15,000 

6.93%  20,000 


1/     Do«B  not   include  various   local   income  taxes. 
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TABU    1€ 

cHAJiAcnKisncs  or  stxtb  iHDivisajkL  dicohb  tucks 


JURISDICTION 


FEDERAL 

STATE 

FEDERAL 

DEFINITION 

DEFINITION 

TAX 

FKDEXAL  NO 

OF  INCOME 

OF  INCOME 

LIABILITY 

INCOME  TAX 

INCOME 

WITH- 

FOR STATE 

FOR  STATE 

FOR  STATE 

DEDUCTIBLE 

TAX 

HOLDING 

TAX  BASE 

TAX  BASE 

TAX  BASE 

Alabama 

Alaska 

Arizona 

Arkansas 

California 


AR 


Colorado 

Connecticut 

Delaware 

DISTRICT  OF  COLDMBIA 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

MARYLAND 

Massachusetts 

Michigam 

Minnesota 

Mississippi 


Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 


HO 
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T&BLS  IC       (cootimiAd) 
OMUkCTBaSTZCS   OF   ST&TI    HIDIVIDUU.    DKCKI  T]kZU 


FEDERAL 

DEFINITION 

FEDERAL 

NO 

OF  INCOME 

INCOME 

TAX 

INCOME 

WITH- 

FOR  STATE 

JTJRISDICTION 

DEDnCTIBLB 

TAX 

HOLDIHO 

TAX  BASE 

New  Jersey 

NJ 

NJ  1/ 

New  Mexico 

MM 

NH 

New  York 

NY 

NY 

North  Carolina 

NC 

NC 

North  Dakota 

ND 

ND 

Ohio 

OH 

OH 

Oklahoma 

OK 

OK 

OK 

Oregon 

OR 

2/ 

OR 

Pennsylvania 

PA 

Rhode  Island 

RI 

South  Carolina 

SC 

SC 

South  Dakota 

SD 

Tennessee 

Texas 

TX 

Utah 

OT 

2/ 

UT 

UT 

Vermont 

VT 

VIROINIA 

VA 

Vh 

Washington 

WA 

West  Virginia 

WV 

WV 

Wisconsin 

WI 

WI 

Wyoming 

WY 

STATE  FEDERAL 

DEFINITION  TAX 

OF  INCOME  LIABILITY 

FOR  STATE  FOR  STATE 

TAX  BASE  TAX  BASE 


1/   New  Jersey  s 

unadjusted  base. 

2/   Federal  deductibility  Is  limited 


Ith  federal  base  but  does  not  accept  the  exemptio 


for  adjusted  gross  in 
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TABLX  17 
STATE  CORPORATION  IKCOMK  TAX  RATES 

(Maximum  Rates) 
DISTRICT  OF  COLUMBIA:   9.975% 


LOWER  THAN  THE  DISTRICT 
41  STATES 


Alabama 
Mississippi 
South  Carolina 
Utah 
Colorado 

Florida 

Georgia 

Oklahoma 

Tennessee 

VIRGINIA 

Missouri 

Hawaii 

Arkansas 

Oregon 

Montana 

North  Dakota 

MARYUUID 

New  Hampshire 

Illinois 

Kansas 


5, 

.00% 

North  Carolina 

5, 

.00* 

Nebraska 

5, 

.00% 

Indiana 

5, 

.00% 

Wisconsin 

5, 

.10% 

Idaho 

5, 

.50% 

Louisiana 

6, 

.00% 

Kentucky 

6. 

.00% 

Vermont 

6 

.00% 

Delaware 

6. 

,00% 

Ohio 

6 

.25% 

New  York 

e 

.40% 

Maine 

6 

.50% 

Arizona 

6 

.60% 

New  Jersey 

6 

.75% 

Rhode  Island 

6 

.83% 

West  Virginia 

7 

.00% 

California 

7 

.00% 

Alaska 

7 

.30% 

Massachusetts 

7 

.35% 

Minnesota 

7.75% 
7.81% 
7.90% 
7.90% 
8.00% 

8.00% 
8.25% 
8.25% 
8  .70% 
8.93% 

9.00% 
9.00% 
9.00% 
9.00% 
9.00% 

9.30% 
9.40% 
9.50% 
9.80% 
9.80% 


HIGHER  THAN  THE  DISTRICT 
3  STATES 


Pennsylvania 
Connecticut 


9.99% 
11.25% 


NO  TAX 
6  STATES 


Michigan  (Single  Business  Tax) 

Nevada 

South  Dakota 


Texas 

Washington 
Wyoming 
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TABLB  18 

STATB  OROSS  PRBKIT»a  TAX  RATBS  ON  PORBIOM  LIPS  INSURERS 

DISTRICT  OF  COLUMBIA:   2.25% 


LOWER  THAN  THE  DISTRICT 
29  STATES 


South  Carolina 
New  York  i/ 
Nebraska 
Michigan 
Florida 

Connecticut 
Tennessee 
North  Carolina 
Arizona 
Delaware 

Illinois 

Indicuna 

Iowa 

Kansas 

Kentucky 


75% 

Maine 

80% 

MARYLAND 

00% 

Massachusetts 

30% 

Minnesota 

75% 

Missouri 

75% 

New  Hampshire 

95% 

North  Dakota 

90% 

Pennsylvania 

00% 

Rhode  Island 

00% 

Texas 

00% 

Vermont 

00% 

Washington 

00% 

Wisconsin 

00% 

New  Jersey 

00% 

2.00% 
2.00% 

2.00% 
2.00% 
2.00% 

2.00* 
2.00% 
2.00% 
2.00% 

2.00% 

2.00% 
2.00% 
2.00% 
2.10% 


SAME  AS  THE  DISTRICT 
7  STATES 


Colorado 
Georgia 
Louisiana 
Oklahoma 


2.25% 

Oregon 

2.25% 

Utah 

2.25% 

VIRGINIA 

2.25% 

HIGHER 

THAN  THE  DISTRICT 

14 

STATES 

2.35% 

Alabama 

2.50% 

Idaho 

2.50% 

Mississippi 

2.50% 

New  Mexico 

2.50% 

West  Virginia 

2.70% 

Nevada 

2.75% 

2.75% 

2.25% 
2.25% 
2.25% 


California 

Arkansas 

Ohio 

South  Dakota 

Wyoming 

Alaska 
Hawaii 
Montana 

1/  Does  not  include  local  premiuns  taxes. 

2/  An  additional  1%  premium  tax  for  fire  and  casualty  insurance.  There  is  also  a  surcharge 

policyholders  that  is  equal  to  1%  of  the  gross  direct  premium  paid  on  each  policy. 


2.90% 
3.00% 
3.00% 
3.00% 
3.00%    2/ 

3.50% 


fire  and  casijalty  Insurance 
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TABLE  19 

STATE  OENERAL  SALES  AMD  USE  TAX  RATES 

DISTRICT  OP  COHJMBIA:   5.75% 


LOWER  THAN  THE  DISTRICT 
28  STATES 


Colorado  (4.2%) 
VIRGINIA  <1%) 
Alabama  (3%) 
Georgia  (2%) 
Hawaii 

Louisiana  (5%) 
New  York  (4.25%) 
North  Carolina  (2%) 
South  Dakota  (2%) 
Wyoming  (1%) 

Missouri  (3.0%) 
Arkansas  (1%) 
Oklahoma 
Utah  (1.25%) 


00% 

Kansas  (1%) 

50% 

Arizona 

00% 

Idaho 

00% 

Indiana 

00% 

Iowa  (1%) 

00% 

MARYLAliD 

00% 

Massachusetts 

00% 

Nebraska  (1.5%) 

00% 

New  Mexico  (1.44%) 

00% 

North  Dakota  (1.0%) 

225%  1/ 

Ohio  (3%) 

50% 

South  Carolina 

50% 

Vermont 

875% 

Wisconsin  (.5%) 

4. 

.90% 

5. 

.00% 

5, 

.00% 

5. 

.00% 

5, 

,00% 

5, 

.00% 

5, 

.00% 

5. 

,00% 

5 

.00% 

5, 

.00% 

5 

.00% 

5 

.00% 

5 

.00% 

5 

.00% 

HIGHER  THAN  THE  DISTRICT 
17  STATES 


California  (2.5%) 

Connecticut 

Florida 

Kentucky 

Maine 

Minnesota  ( . 5%) 
Illinois  (3%) 
Texas  (2%) 
Nevada  (.5%) 


6.00% 
6.00% 
6.00% 
6.00% 
6.00% 

6.00% 
6.25% 
6.25% 
6.50% 


Michigan 
New  Jersey 
Pennsylvania 
Tennessee 
West  Virginia 

Washington  (1.7V) 
Mississippi 
Rhode  Island 


.00% 
.00% 
.00% 
.00% 
.00% 

.50% 
.00% 


Alask« 

Delaware 

Montana 

New  Hampshire 

Oregon 


NoCei      Haxiimim  local   rates   in  parentheses 
1/  Additional   1.5%  state- imposed  local  use 


NO    TAX 
5    STATES 
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TABLB  20 

STATK  BBKK  TAX  RATES 

(Par  aallon.  Alcoholic  Content  of  4.5%)  1/ 

DISTRICT  OP  COLUMBIA:   $0.09 


Wyoming 
Missouri 
Wisconsin  2/ 
Illinois 


LOWER  THAN  THE  DISTRICT 
8  STATES 

$  .  02  Colorado 

.06  Kentucky 

. 06  Oregon 

. 07  Pennsylvania 


.08 
.08 


SAME  AS  THE  DISTRICT 
2  STATES 


HIGHER  THAN  THE  DISTRICT 
4  0  STATES 


Rhode  Island  2/ 
Massachusetts 
Indiana 
New  Jersey 
Tennessee  3/ 

Montana 
Minnesota  2/ 
Idaho 

Washington  2/ 
Arizona 

Delaware 

New  York 

Kansas 

Ohio 

West  Virginia 

Iowa 
Texas 

California 

Connecticut 

Michigan 

1/      Rates  per  31'galIon  barrel   have  been 

rate. 

2/  Lower  rates  for  small  domestic  brew 

1/  Additional  tax  ot  17%  of  wholesale 

4/   $.08  per  gallon  for  buck  beer 

$/  Rate  is  S   48  per  gallon  for  barrels 

gallons. 


.10 

North  Dakota  «/ 

.11 

Arkemsas 

.12 

Nebraska 

.12 

VIRGINIA 

.13 

South  Dakota 

.14 

Vermont 

.IS 

New  Hampshire 

.15 

Louisiana 

.23 

Alaska 

.16 

Maine 

.16 

New  Mexico 

.16 

Utah 

.18 

Oklahoma 

.18 

Mississippi 

.18 

Florida 

.19 

Georgia 

.19 

North  Carolina  5/ 

.20 

Alabama 

.20 

South  Carolina 

.20 

Hawaii 

.23 
.26 

.27 

.27 
.30 
.32 
.35 
.35 

.35 

.3548 

.40 

.43 

.48 

.48 
.48 
.53 
.77 


rates  per  gallon. 


this  required  rounding  of  the  per  gallon 


75  gallons,  and  S   53  per  gallon  for 
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TABLE  21 
STATE  LIGHT  WIMB  TAX  RATES 

(Per  Gallon,  Alcoholic  Content  of  12%) 
DISTRICT  OF  COLUMBIA:   $0.30 


New  Hampshire 
Pennsylvania 


MONOPOLY  STATES 
4  STATES 


Utah 
Wyoming 


LOWER  THAN  THE  DISTRICT 
6  STATES 


Louisiana 
New  York 
California 


Texas 

Illinois 

Wisconsin 


SAME  AS  THE  DISTRICT 
2  STATES 


Minnesota 


HIGHER  THAN  THE  DISTRICT 
38  STATES 


Ohio 

Mississippi 

Missouri 

MARYLAND 

Nevada 

Colorado 
Idaho 
Indiana 
Kentucky 
North  Dakota 

Michigan 

Massachusetts 

Vermont 

Connecticut 

Maine 

Rhode  Island 
Oregon 
New  Jersey 
Oklahoma 


Arkansas 
Nebraska 
North  Carolina 
Arizona 
Alaska 

Washington 
South  Carolina 
South  Dakota 
Delaware 
West  Virginia 


51 

Montana 

55 

Tennessee 

55 

New  Mexico 

60 

Hawaii 

60 

Georgia 

60 

VIRGINIA 

67 

Alabama 

70 

Iowa 

72 

Florida 

.84 
.85 


1.10 
1.29 

1.32 


1.51 
1.70 
1.75 
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TABLB  22 

STATK  DISTILLED  SPIRITS  TAX  RATSS 

(Par  Oallon) 

DISTRICT  OF  COLDlOIAi   $  l.SO 


CONTROL  BOARD  STATES 
18  STATES 


AlsLbama 

Idaho 

Iowa 

Maine 

Michigan 

Mississippi 

Montana 

New  Han^shire 

North  Carolina 


Ohio 

Oregon 

Pennsylvania 

Otah 

Vermont 

viRanriA 

Washington 
West  Virginia 
Wyoming 


SAME  AS  THE  DISTRICT 
1  STATES 


HIGHER  THAN  THE  DISTRICT 
31  STATES 


Kentucky 

Illinois 

Missouri 

Nevada 

Colorado 


Rhode  Island 
Georgia 
South  Dakota 
Tennessee 
Massachusetts 


Texas 
Arkansas 
Kansas 
Louisiana 
North  Dakota 


New  Jersey 
Connecticut 
South  Carolina 
Minnesota 
Delaware 


Indiana 

Arizona 

Nebraska 

Wisconsin 

California 


Oklahoma 
Alaska 
New  Mexico 
Hawaii 
New  York 


Florida 
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TABLE  23 

STATK  CIOAKXTTB  TAX  RATSS 

(Per  Pack  of  20) 

DISTRICT  OP  COLUMBIA:   $   .65 


LOWER  THAN  THE  DISTRICT 
4  9  STATES 


VIRGINIA 

Kentucky 
North  Carolina 
South  Carolina 
Georgia 

Wyoming 

Tennessee 

Indiana 

Alabama 

Missouri 

West  Virginia 

Mississippi 

Montana 

Colorado 

Louisiana 

Vermont 
New  Mexico 
Oklahoma 
South  Dakota 
Delaware 

Kansas 

Ohio 

New  Hampshire 

Utah 


.025 

Idaho 

.03 

Alaska 

.05 

Pennsylvania 

.07 

Arkansas 

.12 

Florida 

.12 

Nebraska 

.13 

Nevada 

.155 

Iowa 

.165 

MARYLAND 

.17 

California 

.17 

Maine 

.18 

Oregon 

.18 

New  Jersey 

.20 

Texas 

.20 

Wisconsin 

.44 

Illinois 

.21 

North  Dakota 

.23 

Rhode  Island 

.33 

Minnesota 

.24 

Connecticut 

.24 

Massachusetts 

.24 

New  York 

.25 

Arizona 

.265 

Hawaii 

Washington 

.315 
.339 


HIGHER  THAN  THE  DISTRICT 
1  STATES 


Michigan 
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TABLB  24 

MOTOR  FUEL  TAX  RATES 

(Par  Gallon) 

DISTRICT  OP  COLnMBIAi   $ 


Florida 
Georgia 
Alaska 
New  York 
Wyoming 

New  Jersey 

Pennsylvania 

Indiana 

Kentucky 

Michigan 

Vermont 
AlcUiama 
Hawaii 
Oklahoma 


LOWER  THAN  THE  DISTRICT 
28  STATES 

$   .04  South  Carolina 

.075  Missouri 

.08  New  Mexico 

.08  VIRGIMXA 

.09  Arizona 

.105  California 

.  12  Kansas 

.15  New  Hampshire 

.15  North  Dakota 

.  15  South  Dakota 

.  15  Arkansas 

.16  Illinois 

. 16  Maine 

. 16  Utah 


.175 

.18 


.18 

.185 
.19 
.19 
.195 


SAME  AS  THE  DISTRICT 
6  STATES 


Iowa 

Louisiana 

Minnesota 


Mississippi 
Texas 

Tennessee 


HIGHER  THAN  THE  DISTRICT 
16  STATES 


West  Virginia 
Idaho 

Massachusetts 
North  Carolina 
Colorado 


Washington 

Wisconsin 

MARYUVMD 

Oregon 
Nebraska 


.234 
.235 


Ohio 

Delaware 

Nevada 


Montana 
Rhode  Island 
Connecticut 
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TABLS  25 
MOTOR  VEHICLE  SALES  MID   EXCISE  TAXES 


PAID  AT  TIME  OP  SALES  OR  TITLINO 
47  STATES  AND  D.C. 


DISTRICT  OP  C0LX7MBIA: 
6%  of  fair  market  value  -  3,499  pounds  or  less 
7%  of  fair  market  value  -  3,500  pounds  or  more 


Montana 

Alabama  (.125-2.5%) 

Delaware 

Colorado  (.6%-5%) 

North  Carolina 

Mississippi 
New  Mexico 
South  Dakota 
VIRGINIA 

Wyoming  (1%) 

Oklahoma 
Georgia  (2%) 
Hawaii 

Louisiana  (1%-5V) 
New  York  (0%-4.5*) 

Missouri  (.375-3%) 
Arkansas  (1%) 
Utah  (1.0%-1.25%) 
Kansas  (0%-2%) 
Arizona  (0.5%-3%) 

Idaho 

Indiana 

Iowa 


1.5% 

MARYLAND 

S.0% 

2.0% 

Massachusetts 

5.0% 

2.0% 

Nebraska 

5.0% 

3.0% 

North  Dakota 

5.0% 

3.0% 

Ohio  (0%-3%) 

5.0% 

3.0% 

South  Carolina  i/ 

5.0% 

3.0% 

Vermont 

5.0% 

3.0% 

West  Virginia 

5.0% 

3.0% 

Wisconsin  (.5%) 

5.0% 

3.0% 

California  (1 .25%-2 .25%) 

6.0% 

3.25% 

Connecticut 

e.0% 

4.0* 

Florida 

6.0% 

4.0% 

Kentucky- 

6.0% 

4:0% 

Maine 

6.0% 

4.0% 

Michigan 

6.0% 

4.225% 

New  Jersey 

6.0% 

4.5% 

Pennsylvania 

6.0% 

4.875% 

Tennessee  (2.25%) 

6.0% 

4.9% 

Illinois  (.25%-!%) 

6.25% 

5.0% 

Texas 

6.25% 

5.0% 

Minnesota 

6.5% 

5.0% 

Nevada 

6.5% 

5.0% 

Washington  (.5%-1.7%) 

6.5% 

Rhode  Island 


NO  TAX 
3  STATES 


Alaska 

New  Hampshire 

Oregon 

L/  Maximum  of  S300.00 
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TABLB  2C 
STATK  MOTOR  VSSXCUt  RSOISTRATIOR  FKSS 


AutOBOblla  Costing  $7,900,  Bought  New  and  Walgliing  3,523  Pounda 
(4-Door,  6-Pasaangar,  8-Cyllndar) 


DISTRICT  OF  COLUMBIA:   $  88.00 


LOWER  THAN  THE  DISTRICT 
45  STATES 


Arizona 

Louisiana 

Kentucky 

Indiana 

South  Carolina 

Utah 
Mississippi 

Wyoming 

Nebraska 

Montana 

Delaware 

Georgia 

Hawaii 

North  Carolina 

Tennessee 

Ohio 

Maine 

Alabama 

Pennsylvania 

Arkansas 

Kansas 
VIRQINIA 
California 
MARYLAMD 


8. 

.00 

Washington 

10. 

.00 

Colorado 

11. 

.50 

Oregon 

12, 

.00 

South  Dakota 

12. 

.00 

West  Virginia 

14. 

.50 

New  York 

15. 

.00 

New  Hampshire 

15. 

.00 

Florida 

17. 

.50 

Nevada 

18. 

.25 

Alaska 

20 

.00 

Connecticut 

20. 

.00 

Missouri 

20. 

.00 

Wisconsin 

20 

.00 

New  Mexico 

20 

.50 

Vermont 

21, 

.50 

Idaho 

22 

.00 

Illinois 

23 

.00 

Massachusetts 

24 

.00 

Texas 

25 

.00 

Rhode  Island 

25 

.00 

North  Dakota 

2S 

.50 

27 

.00 

27 

.00 

$  27.75 
28.88 
30.00 
30.00 
30.00 

31.05 
31.20 
33.00 
33.00 
35.00 

35.00 
39.00 
40.00 
42.00 
42.00 

40.73 
48.00 
50.00 
53.80 
60.00 


Iowa 

New  Jersey 


HIGHER  THAN  THE  DISTRICT 
4  STATES 


$  93.40 
93.90 


Minnesota 
Oklahoma 


$108.75 
119.00 


Michigan 


OTHER  BASIS 
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TABLB  27 

STATB  REAL  BSTATB  DEED  RECORDATION  AND  TRANSFER  TAX  RATES 

(Per  $500  of  Coasldaratlon) 


DISTRICT  OF  COLUMBIA:   $  11.00 


LOWER  THAN  THE  DISTRICT 
36  STATES 


Colorado 

Alabama 

Georgia 

Hawaii 

Illinois 


Ohio  ($1.50) 
South  Dakota 
Nevada 
Nebraska 
Oklahoma 

Iowa 

North  Carolina 

VIRGINIA 

Maine 

West  Virginia  ($1.10) 

Kansas 

South  Carolina 


.05 

Rhode  Islcind 

.50 

Wisconsin 

.50 

Arkansas 

.50 

Minnesota 

.50 

New  Jersey 

.50 

Tennessee 

.50 

Arizona 

.55 

New  York 

.65 

Massachusetts 

.75 

Florida 

.80 

Connecticut 

i:oo 

MARYLAND  ($11.00) 

liOO 

Kentucky 

1.10 

Michigan  (.75%) 

1.10 

Pennsylvania  ($5.00) 

1.30 

New  Hampshire 

1.30 

Vermont 

1.50 
1.65 
1.35 


Washington 
Delaware  ($5.00) 


3.50 
3.75 
5.00 


6.40 
10.00 


Alaska 

California  ($ 
Idaho 
Indiana 
Louisiana 

Mississippi 
Missouri 


NO  TAX 
14  STATES 


Montana 
New  Mexico 
North  Dakota 
Oregon 
Texas 

Utah 
Wyoming 


Maximum  local  rate  in  parentheses. 
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TABLE  28 
TYPES  or  STATE  INHKRITAIICE  AMD  ESTATE  TAXES 


INHERITANCE  TAX  STATES  WITH  AN  ESTATE  TAX  TO  ABSORB  FEDERAL  CREDIT 
17  STATES 


Connecticut 

Delaware 

Idaho 

Indiana 

Iowa 


Montana 
Nebraska 
New  Hampshire 
New  Jersey 
North  Carolina 


Kansas 
Kentucky 
Louisiana 
MARYUUtD 


Pennsylvania 
South  Dakota 
Tennessee 


ESTATE  TAX  STATES  WITH  AN  ESTATE  TAX  TO  ABSORB  FEDERAL  CREDIT 
9  STATES 


Alaska 
Illinois 
Massachusetts 
Mississippi 


New  York 
Ohio 
Oklahoma 
Rhode  Island 
West  Virginia 


ABSORB  FEDERAL  CREDIT 
25  STATES 


Alabama 

Arizona 

Arkansas 

California 

Colorado 


Nevada 

New  Mexico 

North  Dakota 

Oregon 

South  Carolina 


District  of  Columbia 

Hawaii 

Florida 

Georgia 

Maine 


Texas 

Utah 
Vermont 
VIROIKIA 
Washington 


Minnesota 

Michigan 

Missouri 


Wisconsin 
Wyoming 
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ngTTfg  LOPATTONfl  l^Mn  TgT.BPWnwg  MnMBgBS 


Department  of  Finance  and  Revenue 

441  Fourth  Street,  N.H. 

Washington,  DC  2  0001 


Office  hours:   Monday  through  Friday,  8:15  a.m.  -  4:45  p.m. 


Office  of  the  Director 

Paul  L.  Wright,  Administrator 

Office  of  Economic  and  Tax  Policy 

Office  of  Real  Property  Tax 

Valuation  and  Assessment  Information 
Tax  records  and  Billing  Information 
Delinquent  Tax  Sale  Information 
Tax  Deferral  Program 
Historic  Property  Program 
Homestead  Exemption  Forms 
Property  Tax  Credit  Information 
Ownership  Information 
Appeal  Forms  and  Filing  Information 
Recorder  of  Deeds 


Audit,  Compliance  and  Investigation 

Income  Tax  Information 

Business  Tax  Information  and  Registration 

Inheritance  and  Estate  Information 

Audit  Information 

Collection  and  Delinquent  Bill  Information 

Management  and  Administrative  Services 

Tax  Forms 

Data  Systems  Administration 

Office  of  Tax  Processing 


Suite 

Teleohone 

Area  Code 

202 

400 

727-6083 

400 

727-6083 

450 

727-6447 

450 

727-6460 

450 

727-6441 

450 

727-0151 

450 

727-6410 

450 

727-3405 

480 

727-6410 

450 

727-6441 

450 

727-6437 

430 

727-6860 

515  D  St. ,  NW 

727-5374 

Room  202 

570 

727-6019 

550 

727-6104 

550 

727-6130 

570 

727-6070 

570 

727-6070 

500 

727-6200 

410 

727-6733 

570 

727-6170 

420 

727-6017 

810 

727-6128 
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REAL  ESTATE  ASSESSMENTS,  BY  TAX  STATUS  WITHIN 
USE  CODE  AND  CLASS  CODE 

Mr.  Walsh.  Please  update  the  table  on  page  1370  through  1373  of  fiscal  year  1995 
hearings  which  is  a  summary  of  real  estate  assessments  by  tax  status,  within  use  code  and 
class  code. 

[The  information  follows:] 
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LISTING  OF  30  HIGHEST  ASSESSED  COMMERCIAL,  RESIDENTIAL 
AND  TAX-EXEMPT  PROPERTIES 

Mr.   Walsh.   Update  the  tables  on  pages  1365  through  1368 
listing  (1)  the  30  Highest  Assessed-Value  Commercial  Properties, 
(2)  the  names  of  the  owners  and  the  addresses  of  the  30  Highest 
Assessed-Value  Residential  Properties  single  family) ,  and  30 
Highest  Assessed-Value  Tax-Exempt  Properties. 

[The  information  follows:] 
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Department  of  Finance  and  Revenue 

Proposed  30  Highest  Assessed 
Residential  Properties 

TY  1997 
(Class  I  and  II  Only) 


Stpmre/Lot/Tx 

Addre^ 

tsai 

BuUdine 

1346 

0803TX 

1801  FOXHALLRD 

11,120,232 

909,138 

12,029,370 

2630 

0819TX 

1940  SHEPHERD  ST 

5,928,872 

3,038,650 

8,967,522 

1341 

0861TX 

2301  FOXHALL  RD 

5,372,775 

499,999 

5,872,774 

2198 

0014TX 

2929  MASS  AV 

782,438 

3,742,857 

4,525,295 

2199 

0025TX 

2501  30TH  ST 

629,251 

3,888,447 

4,517,698 

2140 

0044TX 

2840  WOODLAND  DR 

1,543,202 

2,790,329 

4,333,531 

1285 

0812TX 

1623  28TH  ST 

2,037,898 

1,971,873 

4,009,771 

1513 

0905TX 

3244  NEBRASKA  AV 

2,525,347 

1,378,766 

3,904.113 

2502 

0045TX 

2401  KALORAMA  RD 

1,584,192 

2,172.548 

3,756,740 

2198 

08O9TX 

2941  MASSAV 

595,091 

2,965,005 

3,560,096 

2521 

0046TX 

2340  WYOMING  AV 

638,935 

2,876,015 

3,514,950 

2147 

0047TX 

3041  WHITEHAVEN  S 

511,500 

2,991,663 

3,503,163 

1611 

0084TX 

3005  45TH  ST 

403,920 

3,047,760 

3,451,680 

1209 

0889TX 

3014  N  ST 

912,873 

2,507,115 

3,419,988 

1397 

1030TX 

4610  DEXTER  ST 

3,153,753 

228,276 

3,382,029 

2198 

0016TX 

2900  BENTON  PL 

764,377 

2,500,120 

3,264,497 

1280 

OllOTX 

3224  R  ST 

455,654 

2,776,500 

3,232,154 

1267 

0287TX 

1534  28TH  ST 

641,058 

2,581,681 

3,222,739 

1426 

0036TX 

2950  UNIVERSITY  TR 

1,209,641 

2,000,000 

3,209,641 

2140 

0O35TX 

2850  WOODLAND  DR 

889,71 1 

2,288,324 

3,178,035 

2277 

0008TX 

3107  FESSENDEN  ST 

737,573 

2.232,427 

2,970,000 

2198 
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439,105 

2,530.884 

2,969,989 

2199 

0024TX 
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501,738 

2,433,950 

2,935,688 

1425 

0822TX 

2762  CHN  BRIDGE  R 

2,287,245 

568,755 

2,856,000 

2285 

0005TX 

5121  BROAD  BRNCH  RD 

276,269 

2,404,006 

2,680,275 

1509 

0819TX 

4710  WOODWAY  LA 

2,202,118 

457,882 

2,660.000 
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2310  KALORAMA  RD 

819,045 

1,831,093 

2,650.138 

1427 
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3030  CHAIN  BRIDGE  RD 

980,628 

1.665,574 

2.646,202 

1517 

0048TX 

4926  GLENBROOK  RD 

1,155,423 

1,480,%3 

2.636.386 

2503 

0830TX 

2030  24TH  ST 

481,262 

2,148.401 

2.629,663 
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COMPARISON  OF  THE  DISTRICT'S  BUDGET  AND 
EMPLOYMENT  WITH  OTHER  CITIES 

Mr.  Walsh.    Update  the  information  starting  on  page  1375  of  fiscal  year  1995  hearings 
which  compares  the  budget  and  employment  of  the  District  of  Columbia  with  other  cities. 

[The  information  follows:] 
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SUMMARY  OF  LEGISLATIVE  PROGRAM 


Mr.  Walsh.    Provide  a  summary  of  the  legislative  program  currently  pending  or 
proposed  to  the  Congress  and  the  Council,  similar  to  that  on  pages  1378  through  1393  of 
fiscal  year  1995  hearings. 

[The  information  follows:] 
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LEGISLATION  ON  AN  APPROPRIATION  BILL 

Mr.  Walsh.    Provide  for  the  record  a  list  of  the  requests  in  the  Fiscal  Year  1997 
budget  that  fall  in  the  category  "legislation  on  an  appropriations  bill"  which  appeared  on  page 
1394  of  the  FY  1995  hearings. 

[TTie  Information  follows:] 

There  are  no  items  in  the  fi.scal  year  1 997  budget  that  fall  in  the  category  of 
"legi.slation  on  an  appropiiation  bill". 


POINTS  OF  ORDER 

Mr.  Walsh.    Also  provide  a  statement  concerning  points  of  order  in  your  1997  budget 
similar  to  information  on  page  1394  of  the  FY  1995  hearings. 

[The  information  follows:] 

There  are  no  items  in  the  fiscal  year  1997  budget  that  are  subject  to  points  of  order. 


UNEXPENDED  BALANCES  AND  STATUS  OF  CAPITAL  PROJECTS 

Mr  Walsh     Submit  for  the  record  a  statement  of  all  unobligated  balances  on  hand  for 
capital  outlay  projects  and  a  report  on  the  status  of  capital  outlay  projects,  similar  to  that 
which  appears  on  pages  1395  through  1490  of  the  fiscal  year  1995  hearings. 

[The  information  follows:] 
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EFFECT  OF  LIMITATION  ON  AVAILABILITY  OF  CAPITAL  FUNDS 

Mr.  Walsh.    Update  the  material  on  page  1394  of  the  FY  1995  hearings  regarding  the 
effect  of  the  two-year  limitation  on  the  availability  of  capital  funds. 

[The  information  follows:] 

No  project  authority  lapsed  in  fiscal  year  1996. 


SUMMARY  TABLE 

Mr.  Walsh.   Please  provide  the  Coinmittee  with  the  summary  table  of  appropriated 
expenditures  by  agency,  FY  1995-1997. 

[The  information  follows:] 
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7,295 
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Governmental  Direction  and  Support: 

Council  of  the  District  of  Columbia 
Office  of  the  DC  Auditor 
Advisory  Neighborhood  Commissions 
Office  of  the  Mayor 
Office  of  the  Secretary 
Office  of  Inspector  General 
Office  of  Communications 
Office  of  Intergovernmental  Relations 
Office  of  the  City  Administrator/Deputy  Mayor  for 
Operations 
Office  of  Personnel 
Department  of  Administrative  Services 
Contract  Appeals  Board 
Office  of  the  Deputy  Mayor  for  Finance 
Office  of  the  Budget 
Office  of  Financial  Management 
Department  of  Finance  and  Revenue 
Tax  Revision  Commission 
Board  of  Elections  and  Ethics 
Office  of  Campaign  Finance 
Public  Employee  Relations  Board 
Office  of  Employee  Appeals 
Metropolitan  Washington  Council  of  Governments 
Statehood 

Office  of  Grants  Management  and  Development 
Unallocated 
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Economic  Development  and  Regulation: 

Business  Sen/ices  &  Economic  Development 

Deputy  Mayor  for  Economic  Development 

Office  of  Banking  and  Financial  Institutions 

Office  of  Tourism  and  Promotion 

Office  of  Planning 

Office  of  Zoning 

Department  of  Housing  and  Community  Development 

Department  of  Public  and  Assisted  Housing 

Department  of  Employment  Sen/ices 

Board  of  Appeals  and  Review 

Board  of  Real  Property  Assessments  and  Appeals 

Department  of  Consumer  and  Regulatory  Affairs 

Public  Service  Commission 

Office  of  People's  Counsel 

i 

S 

IX 

1 

E 
t 

> 

1 
8 

UJ 

Z 

1249 


tit 


-  f^.  ^-.  •«  ^.  N.  w  «  *  t^.  o  «  fti  *  «  »- 


ag' 


O(0<-r^o>oo«< 


fe  °  S  S  fe  °  °  i 

j2       cM-g-jg  jvjtvil 


<li 

Q    CD 

5 


nT  oi  p"  *'  in"  to'  m  <d  ^'  h-T  »o  m"  i  ' 


in"  ci"      T-*  <o"  *-"  < 


2i 


^  «  < 


'SS522' 


►  Q  o  w  r^  *  A  o5 
-  ^  (o  r>  to  '^  *- 
.'  ^*  w  m"      w 


>  o  o  o  (O  o  o  < 


to  r- 


t<t 


u>ina>^ot<oci<D^(or>o>u>on^       r^ 


ijre2iO'*r^'*win--w 


3        285SS! 

5  r-." «"  in       ^  < 

Ch  00  GO  CM 


'  o  o  o  s  cy  «  ^  < 


Eg        « 


o       «  ij  2 


<la.  SHcL-^otooo 


B<n  8  u  I 

>  JUiQ.  O 


1250 


t^^< 


00   c*>  ot   0>  I 


a:  it 


'  o  en  en  o  < 


.  o       o  o 


oooooooooooooo*- 


rC     3 

III 


u)ind)<-otOcS(0       »- 


t  »-  ■*       w 


•ooooooooo 


,S2 


^|t 


iO(Ooooin<no< 


s» 


to       o  o 


ooooooooooooooo 


I  O  0>  (0  o  < 


o  en  ^  in  .^  4 


to  •»  a»  *- 


i| 


'  <D  o  o  o  in  en  o  < 


S8  8I 


oooooooooooooe 


!SS! 


u>  3 


at  3 


y-  -^  ip 
*-  0»  OJ 


O  O  O  00  CM  O  I 


•  O  O  O 


OOOOOOOOOOOOOOO 


i^.f? 


p. 

r 

c 

si 
i  1 

o 
o 

1 

1 
O 

a 

c 
2 

1 

< 

E 
1 

o  o 

& 

E 

e 

r 

o 

^  k 

7i 

o 

.2> 
rr 

_i 

SS 

1 

a. 
o 

1 

1 

is 

E 

1 

E 
E 

5 

QQOQ^QXOO 

lU 

S2 


E  5 


•:$  s 


1 1 
1 1 

E 
1 

Public  Works 
ission 

stropolitan  Are 
Blropolitan  Are 

3 
(0 

1 

Financing  and  Other: 

Washington  Convention  Cen 
Repayment  of  Loans  and  Int 
Repayment  of  General  Fund 
Short-Temi  Borrowing 
Optical  and  Dental  Benefits 
Pay  Renegotiation  or  Reduct 
Rainy  Day  Fund 
Incentive  Buyout  Program 
Outplacement  Services 
Boards  and  Commissions 
Government  Re-Engineering 
Inaugural  Expenses 
Certificate  of  Participation 
Human  Resources  Developrr 
Cost  Reduction  Initiatives 

o  o 

° 

Public  Works 

Department  of 
Taxicab  Comrr 
Washington  M 
Washington  M 
(Metro) 

1 
1 

1 
O. 

■s" 

5 
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INVENTORY  OF  PASSENGER-CARRYING  VEHICLES 

Mr.  Walsh.    Submit  for  the  record  the  usual  inventory  of  motor  vehicles  updating  the 
material  on  page  1513  of  fiscal  year  1995  hearings. 

[The  information  follows:) 

GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 

DEPARTMENT  OF  PUBLIC  WORKS 

FLEET  MANAGMENT  ADMINISTRATION 

Inventory  of  Motor  Vehicles  -  Passenger  Carrying  Fleet 


Agency 


Station 
Wagons 


Buses      Ambulance 


Office  of  the  Mayor 
Office  of  the  Secretary 
Office  of  Emergency  Preparedness 
Office  of  Human  Rights 
Office  of  the  Corporation  Counsel 
Office  on  Aging 
DC.  Superior  Court 
Cable  Television 
Civilian  Complaint  Review  Board 
DC  General  Hospital 
DC  Lottery  Board 
DC.  City  Council 

Commission  on  the  Arts  and  Humanities 
Parole  Board 
Public  Library 

Department  of  Administrative  Services 
Consumer  and  Regulatory  Affairs 
Department  of  Employment  Services 
Department  of  Finance  and  Revenue 
Department  of  Human  Services 
Department  of  Housing  and  Community 
Development 
Department  of  Public  Works 
Department  of  Recreation 
University  of  the  District  of  Columbia 
Inspector  General 
City  Administrator 
Water  and  Sewer  Authority 
Office  of  Communications 
Office  of  Planning 
Labor  Relations 
Financial  Management 
Office  of  Banking 
Campaign  Finance 
Peoples  Counsel 
Public  Service  Commission 
DC.  Housing  Finance 
Taxicab  Commission 


7 

0 

0 

0 

7 

8 

0 

0 

0 

8 

5 

0 

1 

0 

6 

6 

0 

0 

0 

6 

6 

0 

0 

0 

6 

1 

0 

s 

0 

6 

1 

0 

.0 

0 

1 

1 

0 

0 

0 

1 

3 

0 

0 

0 

3 

9 

0 

0 

0 

9 

a 

0 

0 

0 

8 

13 

0 

0 

0 

13 

1 

0 

0 

0 

1 

s 

0 

0 

0   - 

5 

3 

O---- 

0 

0 

3 

20 

0 

0 

0 

20 

38 

5 

0 

0 

43 

9 

0 

1 

0 

10 

12 

1 

0 

0 

13 

174 

10 

20 

0 

204 
0 

18 

1 

0 

0 

19 

31 

7 

1 

0 

39 

14 

0 

18 

0 

32 

6 

2 

3 

0 

11 

4 

0 

0 

0 

4 

7 

0 

0 

0 

7 

13 

1 

7 

0 

21 

1 

0 

0 

0 

1 

2 

0 

0 

0 

2 

1 

0 

0 

0 

1 

6 

0 

0 

0 

6 

1 

0 

0 

0 

1 

1 

0 

0 

0 

1 

1 

0 

0 

0 

1 

1 

0 

0 

0 

1 

1 

0 

0 

0 

1 

4 

0 

0 

0 

4 

Totals 
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SUMMARY  OF  TAKE  HOME  VEHICLES 

Mr.  Walsh.    Submit  for  the  record  the  usual  summary  of  take  home  vehicles  updating 
the  material  on  page  1515  of  the  fiscal  year  1995  hearings. 

[The  information  follows:] 

DISTRICT  OF  COLUMBIA 
(Summary  of  Take  Home  Vehicles) 

Department  of  Public  Works 
Fleet  Management  Administration 

No.  of 
Department /Agency  Vehicles 

Council  of  the  District  of  Columbia 12 

Office  of  the  Mayor 1 

Office  of  the  Executive  Secretary  1 

Office  of  the  Inspector  General  1 

Office  of  the  City  Administrator/Deputy  Mayor  for  Operations   .  1 

Department  of  Administrative  Services  2 

Department  of  Finance  and  Revenue  1 

Deputy  Mayor  for  Economic  Development  1 

Office  of  Planning   1 

Department  of  Housing  and  Community  Development  1 

Department  of  Employment  Services  2 

Department  of  Consumer  and  Regulatory  Affairs  1 

National  Guard   1 

Office  of  Emergency  Preparedness   4 

Board  of  Parole 1 

Department  of  Human  Services   2  9 

Department  of  Recreation  and  Parks   4 

Department  of  Public  Works   18 

Lottery  and  Charitable  Games  Control  Board   3 

Office  of  Campaign  Finance   1 

University  of  the  District  of  Columbia   1 

D.c.  General  Hospital  1 

Cable  Television 1 

D.C.  Taxicab  Commission  1 

Total  (for  agencies  serviced  by  DPW)   90 

Metropolitan  Police  Department   207 

Fire  and  Emergency  Medical  Services  Department   13 

Department  of  Corrections  23 

Board  of  Education  (Public  Schools)  5 

Water  and  Sewer  Authority 6 

Total  (for  agencies  independent  of  DPW)   254 

Grand  Total 344 

October  25,  1996 


27-054  0—96 44 
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SUMMARY  OF  FEDERAL  AND  PRIVATE  GRANTS 

Mr.  Walsh.   Submit  for  the  record  summaries  of  Federal,  private  grants,  and  non- 
District  reimbursements  for  fiscal  years  1995,  1996,  and  estimated  1997,  updating  the 
infonnation  appearing  on  pages  1517  through  1540  of  fiscal  year  1995  hearings. 

[The  information  follows;] 
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Olllce  ol  Inspector  General 
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Olllce  ol  Intergovernmental  Relations 
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CONGRESSIONAL  DrRECTIVES 


Mr.  Walsh.   Please  prepare  for  the  record  a  outline  of  the  various  directives  in  the 
House,  Senate,  Conference  Reports  and  the  Fi.scal  Year  1996  Appropriations  Bill. 

[The  information  follows:] 


CONGRESSIONAL  REPORTING  REQUIREMENTS  AND  CONCERNS 
FISCAL  YEAR  1996 

House  Report  No.  104-294: 

1.  Committee  Concerns  Referred  to  Authority 

The  Committee  requests  the  Authority  to  review  the  following  issues  that  were  brought 
to  the  Committee's  attention  during  preparation  of  the  District's  fiscal  year  1996 
appropriations  bill  and  to  resolve  them  at  the  local  level  by  working  with  the  Mayor  and 
City  Council.   The  Committee  further  requests  that  a  report  on  these  issues  showing  the 
disposition  of  those  that  have  been  resolved  and  providing  recommendations  to  resolve 
the  others,  be  submitted  on  March  1,  1996,  with  the  financial  plan  and  supplemental  > 
budget  request  for  fiscal  year  1996. 

1.  The  timely  disbursement  of  Ryan  White  and  other  Federal  grant  funds  and  vendor 
payments. 

2.  The  establishment  of  a  highway  transportation  fund  for  the  purpose  of  escrowing 
motor  vehicle  fuel  taxes  to  comply  with  the  provisions  of  Public  Law  104-21, 
approved  August  4,  1995,  which  waived  the  District's  local  match  for  $160,000,000  in 
Federal  highway  funds. 

3.  The  economic  impact  of  rent  control  and  the  feasibility  of  decontrolling  units  as  they 
become  vacant. 

4.  The  issue  of  whether  unemployment  benefits  should  be  paid  to  seasonal  workers  for 
their  customary  vacation  period. 

5.  The  effect  of  the  Displaced  Workers  Protection  Act  on  the  District  government  and  the 
feasibility  of  repealing  the  Act. 

6.  Reducing  the  amounts  paid  to  members  of  the  Board  of  Education  and  reducing  the 
Board's  staff  and  other  expenses. 

7.  Reducing  the  amounts  paid  to  members  of  the  Retirement  Board  and  strengthening  the 
qualifications  for  appointed  members. 

8.  Reviewing  the  District's  health  care  system  and  Medicaid  program.    The  Rivlin 
Commission  stated  that  the  District's  Medicaid  benefits  *  *  *  are  exceeded  by  only 
five  states.    In  addition,  estimates  are  that  almost  one  third  of  the  District's 
expenditures  are  medically  related. 

9.  Reviewing  writeoffs  and  waivers  of  District  taxes  and  other  revenues. 
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10.  Reviewing  uncollected  water  bills  which  totaled  $44.4  million  as  of  July  29,  1994. 

1 1.  Reviewing  the  District's  bond  restructuring  program  especially  in  light  of  the  proposal 
earlier  this  year  that  District  officials  stated  would  have  increased  interest  payments 
over  the  life  of  the  debt  by  $198,000,000  which  would  have  come  out  of  operating 
revenues  in  future  years,  thus  reducing  the  amount  of  revenues  available  to  pay  current 
operating  expenses  in  those  years.    It  would  seem  prudent  and  fiscally  responsible  that 
any  debt  restructuring  result  in  a  reduction  in  the  cost  of  total  debt  .service  after 
accounting  for  issuance  costs. 

12.  Eliminating  the  twice-a-year  cost  of  living  increase  for  police,  fire,  and  teachers  that 
was  eliminated  for  Federal  retirees  in  1982  and  link  their  annual  increases  to  the 
Federal  system.    Also  consider  a  new  retirement  program  for  new  hires  that  does  not 
create  an  unfunded  liability. 

13.  Repealing  the  Clean  Air  Compliance  Fee  Act  of  1994. 

14.  Strengthening  the  District's  financial  structure  so  that  those  responsible  for 
overspending  can  be  held  accountable. 

15.  The  propriety  and  fiscal  impact  of  allowing  elected  officials  to  represent  third  parties 
in  actions  against  the  District  government. 

16.  Reviewing  employee  work  rules  to  determine  whether  they  are  overly  generous  at  the 
expense  of  taxpayers. 

17.  Reducing  police  overtime  for  court  appearances  through  nigh  papering  or  other 
means. 

18.  Reviewing  the  District  government's  role  and  responsibilities  in  the  recent  agreement 
with  the  suburban  governments  concerning  the  operation  of  the  Blue  Plains  Waste 
Water  Treatment  Plant  and  how  the  agreement  can  be  implemented  to  reduce  the  city's 
financial  liability.    In  addition,  it  is  the  Committee's  understanding  that  $83  million 
was  withdrawn  from  the  Water  and  Sewer  Enterprise  Fund  during  fiscal  year  1994  and 
transferred  to  other  District  of  Columbia  programs.   The  Committee  further 
understands  that  the  Blue  Plains  Waste  Water  Treatment  Plant's  budget  falls  within 
this  particular  fund.   The  Committee  understands  this  shifting  of  funds  has  resulted  in 
serious  safety  concerns  about  the  proper  maintenance  and  operation  of  the  Blue  Plains 
facility.     Therefore,  the  Committee  requests  that  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Authority  address,  in  its  March  1996 
financial  report  and  plan,  how  the  District  intends  to  restore  the  $83  million  removed 
from  the  Water  and  Sewer  Enterprise  Fund  and  the  timing  of  that  restoration. 
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19.  Reviewing  the  District  government's  plan  to  privatize  the  correctional  activities  at 
Lorton  and  close  the  Lorton  prison  facility  over  a  five-year  period  beginning  with 
fiscal  year  1996. 

20.  Recommending  amendments  to  the  Authority's  enabling  legislation  (P.L.  104-8)  to 
improve  the  operational  procedures  and  powers  of  the  Authority. 

21.  Performing  management  assessment  studies  to  improve  the  delivery  of  services 
especially  in  the  areas  of  issuing  building  permits,  trash  collection,  school  and  office 
maintenance,  and  police,  fire  and  ambulance  deployment.    Also  reviewing  services  at 
the  Bureau  of  Motor  Vehicle  Services,  including  an  expansion  in  the  number  of 
vehicle  inspection  stations  throughout  the  District  with  certain  stations  providing 
Saturday  hours. 

22.  Reviewing  the  relationship  of  escalating  operating  expenses  and  declining  revenues  of 
the  Lottery  and  Charitable  Games  Board. 

23.  Insuring  that  fleet  maintenance  is  performed  properly  and  timely  so  that  vehicles  and 
equipment  for  police  operations,  fire  fighters,  ambulance  service  and  trash  collection 
are  in  a  state  of  readiness  to  provide  the  services  needed  by  the  citizens  of  the  District. 

24.  Reducing  the  per  capita  costs  of  services  provided  by  the  District  government.    The 
District's  per  capita  costs  for  education,  safety,  trash  collection,  recycling,  aid  to 
families  with  dependent  children,  job  training,  homelessness,  and  substance  abuse 
appear  to  be  higher  than  many  local  jurisdictions  and  other  cities  in  the  nation. 

25.  Improving  the  reporting  format  and  content  of  financial  information  provided  by  the 
District  government  so  that  state  functions  are  accurately  identified  and  the  operation 
and  costs  of  those  functions  addres.sed  properly  and  fairly. 

26.  Restructuring  the  District  government  so  that  state  functions  are  accurately  identified 
and  the  operation  and  costs  of  those  functions  addressed  properly  and  fairly. 

27.  Seeking  way  to  encourage  new  businesses  to  locate  in  the  District  as  well  as  retain 
present  business  operations. 

2X.   Seeking  out  the  base  management  and  operating  practices  of  other  cities  and 
introducing  them  into  the  District  government  to  improve  operations. 

Automated  child  welfare  information  systems  -  The  Committee  recognizes  the  urgency 
of  the  District  of  Columbia  proceeding  expeditiously  to  address  the  adoption  and  foster 
care  programs  currently  under  court  order,  especially  the  need  to  procure  and  operate  an 
effective  automated  child  welfare  information  system.   The  Committee  is  aware  that 
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programs  in  some  other  jurisdictions  have  encountered  problems  resulting  from  lack  of 
experience  or  poor  project  management.    Given  the  significant  federal  share  of  funding 
for  the  District  of  Columbia  system  and  the  court  order,  the  Committee  urges  the  D.C. 
Financial  Responsibility  and  Management  Assistance  Authority  to  review  and  approve 
such  expenditures  to  ensure  that  any  system  adopted  provides  the  best  possible 
combination  of  experience  and  ability,  price,  and  likelihood  for  success.     When 
approving  the  procurement  of  outside  expertise  for  the  automated  child  welfare 
information  system,    the  Authority  shall  consider  the  qualifications,  experience,  price, 
and  overall  capabilities  and  resources  of  any  vendors  and  should  act  in  a  manner  which 
ensures  that  the  project  will  be  successfully  completed. 

3.   Geographic  information  systems  (GIS)  -   The  Committee  believes  that  greater  efficiency 
and  productivity  can  be  achieved  through  the  use  of  a  geographic  information  system 
(GIS).    Such  a  program  will  not  only  assist  in  the  operation,  maintenance  and  planning  of 
the  District's  physical  infrastructure,  but  can  also  enhance  pubhc  safety  and  increase 
revenues  through  more  accurate  and  efficient  property  tax  collection.   The  National 
Capital  Planning  Commission  is  also  providing  administrative  and  financial  resources  to 
the  District's  GIS  program.   Because  of  the  many  benefits,  financial  and  otherwise,  that 
will  accrue  to  the  District,  the  Committee  urges  District  officials,  including  the  District  of 
Columbia  Financial  Responsibility  and  Management  Assistance  Authority,  to  include 
$2,500,000  for  the  geographic  information  system  in  the  District's  fiscal  year  1996  revised 
budget. 

Senate  Report  No.  104-144 

1.    School  facilities  .  -  On  August  14,  1995,  the  superintendent  received  the  report  on  his 
task  force  on  education  infrastructure  for  the  21.st  century  "Preliminar>'  Facilities  Master 
Flan  2005."    This  report  is  an  excellent  description  of  the  physical  state  of  the  public 
schools  and  needed  steps  to  remedy  that  state.    It  sets  out  in  plain  terms  what  the  current 
condition  of  the  public  schools: 

Sixty-two  percent  of  the  District's  public  schools  are  over  45  years  old  but 
only  S  of  the  163  operating  schools  have  ever  had  total  renovations. 

There  is  an  inability  to  accommodate  educational  programs  and  initiatives,  an 
technology. 

There  is  no  school  building  able  to  support  a  comprehensive  vocational  or  career 
focus  to  prepare  students  for  work  in  the  21st  century. 

Based  on  the  current  number  of  schools  and  administrative  buildings  the  task  force 
estimates  that  it  will  cost  $1,200,000,000  to  restore  these  buildings  to  a  state  of  good 
repair,  and  to  modernize  schools  and  provide  infrastructure  support  for  technology. 
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The  task  force  made  four  recommendations  to  the  superintendent:    ( 1 )  prepare  a  plan, 
with  community  input,  for  adaptive  reuse  of  schools  and  consolidation;  (2)  develop  two  5- 
year  capital  improvement  plans  to  carry  out  an  approved  facilities  master  plan  which 
provides  for  a  system-wide  modernization  of  the  D.C.  public  schools;  (3)  institute  a 
management  system  to  support   the  implementation  of  the  capital  plans;  and  (4)  identify 
and  develop  revenue  sources  for  the  approved  capital  improvement  plans. 

The  identified  price  tag  is  overstated  because  the  first  priority  is  to  determine  how  many 
school  buildings  will  be  needed  for  the  future  student  enrollment.    It  should  be  noted  at 
this  juncture  that  the  superintendent  has  ordered  an  independently  verified  total  count  of 
students  in  the  fall  of  1995  to  be  conducted  separate  from  the  normal  enrollment  recording 
procedure.    This  will  provide  the  basis  to  begin  the  review  of  space  needs  and 
consolidation  of  facilities. 

Once  the  decision  is  made  on  how  many  and  in  what  locations  school  buildings  are 
needed  a  final  cost  estimate  can  be  made.   Concurrently  debate  must  begin  on  a  funding 
mechanism.    It  is  imperative  that  this  mechanism  be  under  the  control  of  the  D.C. 
Financial  Responsibility  and  Management  Assistance  Authority  [DCFRA]  and  that  any 
debt  issued  be  outside  the  District's  14  percent  of  local  revenue  cap  on  outstanding  debt. 
This  latter  point  is  necessary  due  to  the  extensive  deferred  maintenance  that  exi.sts  in  the 
system.    Because  of  the  school  physical  infrastructure  has  not  been  maintained  routinely, 
the  city's  normal  capital  program  can  not  be  expected  to  handle  the=Jiigh  annual 
expenditures  that  will  be  needed  over  the  next  10  years. 

In  order  for  this  new  funding  mechanism  to  be  viable  it  will  require  a  separate  revenue 
stream  for  debt  service.    All  potential  sources  should  be  considered  including  a  small, 
short-term,  dedicated  reciprocal  income  tax  to  provide  a  stable  and  reliable  source  of  debt 
service  funds.    Another  obvious  source  is  the  cash  flow  generated  by  the  sale  or  lease  of 
surplus  school  property.    The  Committee  requests  the  Board  of  Education,  District 
Council,  and  Financial  Responsibility  Authority  explore  options,  including  annual  cash 
flow  potential,  and  make  recommendations  for  local  or  Federal  legislation  that  would 
facilitate  creation  of  an  appropriate  funding  inechanism  and  source  of  income. 

2.    Blue  Plains  Wastewater  Treatment  Facility  -    In  January  1995  the  District  government 
submitted  a  report  to  the  Congress  on  the  privatization  of  the  Blue  Plains  Wastewater 
Treatment  Facility.    The  report  stated: 

***  the  [District]  administration  perceives  that  the  public/private  partnership  option 
can  potentially  address  the  financial  needs  of  the  District  waste  water  system  in  a  cost- 
effective  and  optimal  manner  ***  the  economic  benefits  to  the  District  are  numerous,  and 
include  additional  capital  for  infrastructure  investment,  avoidance  of  politically  negative 
waste  water  rate  increa.ses,  stabilization  of  wa.ste  water  costs  over  the  long  term, 
improvement  in  the  District's  credit  position  and  bond  ratings,  and  reduction  of  waste 
water  operational  and  ownership  risk. 
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The  report  makes  a  solid  case  for  action;    however,  to  date  the  Committee  is  not  aware  of 
any  further  action  to  realize  the  benefits  sited  in  the  report.   The  Committee  requests  that 
the  D.C.  Financial  Responsibility  and  Management  Assistance  Authority  and  city 
government  work  together  to  explore  this,  and  other  opportunities  to  reduce  costs  and 
increase  efficiencies  in  the  city  government.    If  additional  local  or  Federal  legislation  is 
required,  the  Committee  expects  that  the  appropriate  committee's  will  be  immediately 
notified. 

Conference  Report  No.  104-455: 

1.  Congressional  Concerns  Referred  to  the  Authority,  28  Items  -   House  Report  104-294 
identified  28  items  of  congressional  concern  which  were  referred  to  the  District  of 
Columbia  Financial  Responsibility  and  Management  Assistance  Authority.   The  conferees 
request  the  Authority  to  resolve  those  items  at  the  local  level  and  to  report  to  the  House 
and  Senate  Committees  on  Appropriations  by  April  1,  1996  instead  of  March  1,  1996  as 
required  in  the  House  report,  concerning  the  disposition  of  those  that  have  been 
resolved  and  recommendations  to  resolve  the  others.    The  conferees  recognize  that 
betv/een  the  present  and  March  1,  1996  the  members  and  staff  of  the  Authority  will  be 
focused  on  fulfilling  one  of  the  requirements  of  title  U  of  the  District  of  Columbia 
Financial  Responsibility  and  Management  Assistance  Act  pertaining  to  the  consideration 
and  approval  of  the  fiscal  year  1997  financial  plan  and  budget.    However,  the  conferees 
recognize  too  that  an  important  part  of  tide  II,  specifically  section  222,  addresses  the  need 
to  improve  the  management  and  delivery  of  services  of  the  District  government.    The 
conferees  believe  that  both  the  financial  and  management  problems  of  the  District 
government  must  be  addressed  together  as  the.  Authority  conducts  its  work.   According  to 

information  from  the  General  Accounting  Office,  a  common  action  taken  in  cities  in 
financial  trouble  was  in  improvement  in  city  management.   The  conferees  believe  that  the 
Authority  should  give  equal  attention  to  this  area  as  it  does  to  the  financial  area  in 
working  to  remedy  the  fiscal  problems  of  the  District. 

2.  Children's  National  Medical  Center,  Pediatric  Health  Centers  -   The  conferees  strongly 
support  the  work  of  Children's  National  Medical  Center's  Cominunity  Pediatric  Health 
Centers  (CPHC)  which  bring  primary  health  care  .services  to  approximately  7,000  low 
income,  high  risk  children  annually  in  the  Shaw  and  Adams  Morgan  Neighborhoods. 

For  twenty-eight  years,  the  Community  PediaO-ic  Health  Centers  have  contributed  services 
to  an  underserviced  population,  some  of  which  are  third  generation  clients.   This  program 
has  succeeded  in  significantly  reducing  hospitalization  rates  and  the  impact  of  childhood 
diseases  by  providing  early  intervention  and  comprehensive  primary  care  and  preventive 
health  care  services  at  a  cost-saving   to  the  District  government  in  fi.scal  year  1995  of 
approximately  $146,000  based  on  15,000  visits.   Only  1  percent  of  CPHC  patients  have 
been  hospitalized,  and  they  have  a  98  percent  immunization  rate  by  age  two. 
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The  conferees  are  aware  that  the  District  government  has  canceled  its  health  services 
contracts  with  the  Community  Pediatric  Health  Centers  effective  March  1995.   The 
contract  included  a  subsidy  of  $18.77  per  visit  which  totaled  $262,000  annually. 
According  to  information  supplied  to  the  conferees,  this  subsidy,  which  was  made 
available  primarily  to  the  uninsured  who  have  no  alternative  sources  for  funding,  was  only 
a  portion  of  the  total  direct  per  visit  costs  of  providing  care  to  these  children  and  has  not 
increased  in  a  decade.   The  conferees  are  informed  that  Children's  National  Medical 
Center  has  used  its  own  operating  revenues  to  subsidize  the  clinics  for  years,  but  the 
District's  actions  have  threatened  the  viability  of  the  clinics  by  doubling  their  annual 
operating  deficit  to  $700,000. 

It  appears  that  Children's  National  Medical  Center  will  be  forced  to  close  or  severely 
reduce  services  provided  at  the  clinics  unless  immediate  funding  requirements  are  met  to 
sustain  operations.    The  conferees  are  concerned  about  the  financial  impact  to  the  District 
government  if  the  closure  of  these  clinics  occurs.  The  conferees  therefore  expect  District 
officials  to  immediately  reassess  their  priorities  and  evaluate  the  potential  additional  costs 
to  the  District  government  should  these  patients  be  forced  to  seek  alternative  medical  care, 
including  hospitalization.   This  reassessment  must  be  reflected  in  the  budget  and  financial 
plan  for  fiscal  years  1 996  and  1 997  submitted  to  the  Financial  Management  Authority  on 
February  1,  1996. 

3.  YCARE  2000  Private-Public  Partnership  -   The  conferees  fully  support  the  YCARE  2000 
program  sponsored  by  the  YMCA  of  Metropolitan  Washington.    The  program  provides 
work-readiness,  conflict  resolution  training,  tutoring,  socialization  and  other  skills  to  at- 
risk  District  youth  who  are  in  the  age  range  of  5  to  18  years  old.   The  conferees  believe 
that  YCARE  2000  is  an  example  of  an  efficient  and  well-managed  private-public 
partnership  which  can  provide  social  services  to  improve  the  lives  and  futures  of  the  city's 
young  people.   The  conferees  note  that  the  Council  of  the  District  of  Columbia  has 
formally  recognized  the  achievements  of  the  YCARE  2000  initiative  in  a  July  11,  1995 
resolution. 

In  order  to  provide  and  facilitate  private-public  partnerships  such  as  YCARE  2000,  the 
conferees  request  the  Mayor  consult  with  representatives  of  private,  not-for-profit 
community  organizations  with  demonstrated  experience  and  expertise  in  providing  services 
to  children  and  youth  in  the  District  and,  to  the  extent  financial  constraints  perniit,  make 
funds  available  to  such  groups  on  the  condition  that  the  groups  themselves  provide  equal 
matching  amounts. 

4.  D.C.  Canine  Facility  -  The  Metropolitan  Police  Department  has  had  a  long-standing  need 
to  construct  a  modernized  canine  training  facility  at  a  location  near  D.C.  Village.    The 
design  plans  has  been  finalized,  requests  for  proposal  have  been  issued,  construction 
proposals  have  been  received,  and  die  project  is  ready  to  commence  but  awaits  the 
necessary  funds.    The  funding  for  this  project  is  available  from  the  Washington 
Metropolitan  Area  Transit  Authority  as  a  result  of  earlier  agreements  but  is  being  withheld 
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until  payment  by  DPW  of  certain  highway  trust  funds  owed  to  WMATA.   The  canine 
program  is  an  integral  component  of  the  entire  public  safety  program  in  the  District  and 
the  availability  of  these  funds  represents  an  opportunity  that  should  not  be  ignored.    The 
conferees  direct  the  Department  of  Public  Works  and  other  appropriate  authorities  to  work 
out  the  transfer  of  these  funds  btetween  DPW  and  WMATA  and  expedite  this  project  as 
quickly  as  possible.    The  conferees  further  direct  DPW  and  WMATA  to  submit  a  report 
on  the  first  of  each  month  to  the  House  and  Senate  Committees  on  Appropriations  on 
their  efforts  to  begin  the  construction  of  this  facility.   These  reports  are  to  be  submitted 
until  a  construction  contract  has  been  signed  with  periodic  reports  thereafter  on  the  status 
of  construction  and  completion  dates. 

Washington  MetropoUtan  Area  Transit  Authority  -  A  di.scussion  of  the  D.C.  Canine 
Facility  precedes  the  above  paragraph  and  is  called  to  the  attention  of  WMATA  officials. 
The  conferees  urge  WMATA  and  DPW  officials  to  expedite  the  transfer  of  the  necessary 
funds  and  to  submit  monthly  reports  on  their  progress  until  a  construction  contract  is 
signed,  as  required  above. 

5.    The  conferees  have  learned  that  the  District  of  Columbia  government  has  failed  to  pay 
certain  outstanding  contractor  and  vendor  invoices  for  construction  and  operation  and 
maintenance  of  the  Blue  Plains  facility.    This  practice  is  unacceptable  and  must  be 
addressed  and  must  be  reflected  in  the  budget  and  financial  plan  for  fiscal  years  1996  and 
1997  submitted  to  the  Financial  Management  Authority  on  February  1,  1996.    The 
conferees  direct  that  the  District  government  submit  to  the  House  and  Senate  Committees 
on  Appropriations  a  report  by  April  1,  1996,  on  the  status  of  the  actions  taken  to  resolve 
these  financial  issues. 

The  conferees  intend  that  the.se  statutory  provisions  not  be  construed  to  impede  any  plans 
to  turn  the  Blue  Plains  Wastewater  Treatment  Plant  over  to  a  regional  authority  or  some 
other  entity  upon  approval  of  such  plans  by  the  appropriate  parties.    The  conferees  request 
that  the  April  1,  1996  report  referred  to  above  provide  an  update  on  progress  made  to 
establish  a  regional  authority  which  would  be  responsible  for  the  overall  management  of 
the  Blue  Plains  Wastewater  Treatment  Facility  and  related  waste  water  treatment  works. 

Omnibus  Consolidated  Rescissions  and  Appropriations  Act  of  1996  -  D.  C. 
Appropriation,  1996  Section: 

1.    Provided  further.  That  the  District  of  Columbia  government  shall  enter  into  negotiations 
with  Gallaudet  University  to  transfer,  at  a  fair  market  value  rate,  Hamilton  School  from 
the  District  of  Columbia  to  Gallaudet  University  with  the  proceeds,  if  such  a  sale  takes 
place,  deposited  into  the  general  fund  of  the  District  and  used  to  improve  public  school 
facilitates  in  the  same  ward  as  the  Hamilton  School. 
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2.   Metropolitan  Police  Department  -  Provided  further.  That  the  Metropolitan  Police 
Department  shall  provide  quarterly  reports  to  the  Committees  on  Appropriations  of  the 
House  and  Senate  on  efforts  to  increase   efficiency  and  improve  the  professionalism  in 
the  department. 

3-  D.C.  Retirement  Board  -  Provided,  That  the  District  of  Columbia  Retirement  Board  shall 
provide  to  the  Congress  and  to  the  Council  of  the  District  of  Columbia  a  quarterly  report 
of  the  allocations  of  charges  by  fund  and  of  expenditures  of  all  funds: 

4.  Sec.  114.    At  the  start  of  the  fiscal  year,  the  Mayor  shall  develop  an  annual  plan,  by 
quarter  and  by  project,  for  capital  outlay  borrowings:    Provided,  That  within  a  reasonable 
time  after  the  close  of  each  quarter,  the  Mayor  shall  report  to  the  Council  of  the  District 
of  Columbia  and  the  Congress  the  actual  borrowings  and  spending  progress  compared 
with  projections. 

5.  Sec.  137  Reports  on  Reductions  -  Within  120  days  of  the  effective  date  of  this  Act  the 
Mayor  shall  submit  to  the  Congress  and  the  Council  a  report  delineating  the  actions  taken 
by  the  executive  to  effect  the  directives  of  the  Council  in  this  Act,  including  - 

(1)  negotiations  with  representatives  of  collective  bargaining  units  to  reduce  employee 
compensation; 

(2)  actions  to  restructure  existing  long-term  city  debt; 

(3)  actions  to  apportion  the  spending  reductions  anticipated  by  the  directives  of  this  act   to 
the  executive  for  unallocated  reductions;  and 

(4)  a  list  of  any  position  that  is  backfilled  including  description,  title,  and  salary  of  the 
position. 

6.  Sec.  138.   Monthly  Reporting  Requirements  -  Board  of  Education  -  The  Board  of 
Education  shall  submit  to  the  Congress,  Mayor,  and  Council  of  the  District  of  Columbia 
no  later  than  fifteen  (15)  calendar  days  after  the  end  of  each  month  a  report  that  sets  forth 

(1)  current  month  expenditures  and  obligations,  year  to  date  expenditures  and 
obligations,  and  total  fiscal  year  expenditures  projects  vs.  budget  broken  out  on  the  basis 
of  control  center,  responsibility  center,  agency  reporting  code,  and  object  class,  and  for  all 
funds,  including  capital  financing. 

(2)  a  breakdown  of  FTE  positions  and  staff  for  the  most  current  pay  period  broken 
out  on  the  basis  of  control  center,  responsibility  center,  and  agency  reporting  code  within 
each  responsibility  center,  for  all  funds,  including  capital  funds; 

(3)  a  list  of  each  account  for  which  spending  is  frozen  and  the  amount  of  funds 
frozen,  broken  out  by  control  center,  responsibility  center,  detailed  object,  and  agency 
reporting  code,  and  for  all  funding  sources; 

(4)  a  list  of  all  active  contracts  in  excess  of  $10,000  annually,  which  contains;  the 
name  of  each  contractor;  the  budget  to  which  the  contract  is  charged  broken  out  on  the 
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basis  of  control  center,  responsibility  center,  and  agency  reporting  code;  and  contract 
identifying  codes  used  by  the  D.C.  Public  Schools;  payments  made  in  the  last  month  and 
year-to-date,  the  total  mount  of  the  contract  and  total  payments  made  for  the  contract  and 
any  modifications,  extensions,  renewals,  and  specific  modifications  made  to  each  contract 
in  the  last  month;. 

(5)  all  reprogramming  requests  and  reports  that  are  required  to  be,  and  have  been 
submitted  to  the  Board  of  Education;  and 

(6)  changes  made  in  the  last  month  to  the  organizational  structure  of  the  D.C.  Public 
Schools,  displaying  previous  and  current  control  centers  and  responsibility  centers,  the 

names  of  the  organizational  entities  that  have  been  changed,  the  name  of  the  staff  member 
supervising  each  entity  affected,  and  the  reasons  for  the  structural  change. 

'.     Sec.  139.    Monthly  Reporting  Requirements  -  University  of  the  District  of  Columbia  - 
The  University  of  the  District  of  Columbia   shall  submit  to  the  Congress,  Mayor,  and 
Council  of  the  District  of  Columbia  no  later  than  fifteen  (15)  calendar  days  after  the  end 
of  each  month  a  report  that  sets  forth  - 

( 1 )  current  month  expenditures  and  obligations,  year  to  date  expenditures  and 
obligations,  and  total  fiscal  year  expenditures  projections  vs.  budget  broken  out  on  the 
basis  of  control  center,  responsibility  center,    and  object  class,  and  for  all  funds,  including 
capital  financing. 

(2)  a  breakdown  of  FTE  positions  and  all  employees  for  the  most  current  pay  period 
broken  out  on  the  basis  of  control  center,  responsibility  center,  and  for  all  funds,  including 
capital  funds; 

(3)  a  list  of  each  account  for  which  spending  is  frozen  and  the  amount  of  funds 
frozen,  broken  out  by  control  center,  responsibility  center,  detailed  object,  and  for  all 
funding  sources; 

(4)  a  list  of  all  active  contracts  in  excess  of  $10,000  annually,  which  contains;  the 
name  of  each  contractor;  the  budget  to  which  the  contract  is  charged  broken  out  on  the 
basis  of  control  center,  responsibility  center,  and  contract  identifying  codes  used  by  the 
University  of  the  District  of  Columbia;  payments  made  in  the  last  month  and  year-to- 
date,  the  total  amount  of  the  contract  and  total  payments  made  for  the  contract  and  any 
modifications,  extensions,  renewals;  and  specific  modifications  made  to  each  contract  in 
the  last  month;. 

(5)  all  reprogramming  requests  and  reports  that  have  been  made  by  the  University  of 
the  District  of  Columbia  within  the  last  month  in  compliance  with  applicable  law;  and 

(6)  changes  made  in  the  last  month  to  the  organizational  structure  of  the  University 
of  the  District  of  Columbia,  displaying  previous  and  current  control  centers  and 
responsibility  centers,  the  names  of  the  organizational  entities  that  have  been  changed,  the 
name  of  the  staff  member  supervising  each  entity  affected,  and  the  reasons  for  the 
structural  change. 

<S.    Annual  Reporting  Requirements  -  Sec.  140  (a)  The  Board  of  Education  of  the  District  of 
Columbia  and  the  University  of  the  District  of  Columbia  shall  annually  compile  an  accurate 
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and  verifiable  report  on  the  positions  and  employees  in  the  public  school  system  and  the 
university,  respectively.   The  annual  report  shall  set  forth  - 

( 1 )  the  number  of  validated  schedule  A  positions  in  the  District  of  Columbia  Public 
Schools  and  the  University  of  the  District  of  Columbia  for  fiscal  year  1995,  fiscal  year 
1996,  and  thereafter  on  full-time  equivalent  basis,  including  a  compilation  of  all  positions 
by  control  center,  responsibility  center,  funding  source,  position  type,  position  title,  pay 
plan,  grade,  and  annual  salary;  and 

(2)  a  compilation  of  all  employees  in  the  District  of  Columbia  Public  Schools  and 
the  University  of  the  District  of  Columbia  as  of  the  preceding  December  31,  verified  as  to 
its  accuracy  in  accordance  with  the  functions  that  each  employee  actually  performs,  by 
control  center,  responsibility  center,  agency  reporting  code,  program  (including  funding 
source),  activity,  location  for  accounting  purposes,  job  title,  grade  and  classification, 
annual  salary,  and  position  control  number. 

(b)  Submission.  -  The  annual  report  required  by  subsection  (a)  shall  be  submitted  to  the 
Congress,  the  Mayor,  the  District  of  Columbia  Council,  the  Consensus  Commission,  and 
the  Authority,  not  later  than  May  1,  1996,  and  each  February  15,  thereafter. 

K     Sec.  141.  Annual  Budgets  and  Budget  Revisions  -  (a)  Not  later  than  October  1,  1995,  or 
within  1 5  calendar  days  after  the  date  of  the  enactment  of  the  District  of  Columbia 
Appropriation  Act,  1996,  whichever  occurs  later,  and  each  succeeding  year,  the  Board  of 
Education  and  the  University  of  the  District  of  Columbia  shall  submit  to  the  appropriate 
congressional  committees,  the  Mayor,  the  District  of  Columbia  Council,  the  Consensus 
Commission,  and  the  Authority,  a  revised  appropriated  funds  operating  budget  for  the 
public  school  system  and  the  University  of  the  District  of  Columbia  for  such  fiscal  year 
that  is  in  the  total  amount  of  the  approved  appropriation  and  that  realigns  budgeted  date 
for  personal  services  and  other-than-personal  services,  respectively,  with  anticipated  actual 
expenditures. 

(b)  The  revised  budget  required  by  subsection  (a)  of  this  section  shall  be  submitted  in  the 
format  of  the  budget  that  the  Board  of  Education  and  the  University  of  the  District  of 
Columbia  submit  to  the  Mayor  of  the  District  of  Columbia  for  inclusion  in  the  Mayor's 
budget  submission  to  the  Council  of  the  District  of  Columbia  pursuant  to  section  442  of 
the  District  of  Columbia  Self-Govemment  and  Governmental  Reorganization  Act,  Public 
Law  93-19S,  as  amended  (D.C.  Code,  sec.  47-301). 

10.    Sec.  148.    Capital  Project  Employees  -  (a)  Not  later  than  15  days  after  the  end  of  every 
fiscal  quarter  (beginning  October  1,  1995),  the  Mayor  shall  submit  to  the  Council  of  the 
District  of  Columbia,  the  District  of  Columbia  Financial  Responsibility  and  Management 
Assistance  Authority  and  the  Committees  on  Appropriations  of  the  House  of 
Representatives  and  the  Senate  a  report  with  respect  to  the  employees  on  the  capital 
project  budget  for  the  previous  quarter. 
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(b)  Each  report  submitted  pursuant  to  subsection  (a)  of  this  section  shall  include  the 
following  information  - 

( 1 )  a  list  of  all  employees  by  position,  title,  grade  and  step; 

(2)  a  job  description,  including  the  capital  project  for  which  each  employee  is 
working; 

(3)  the  date  that  each  employee  began  working  on  the  capital  project  and  the  ending 
date  that  each  employee  completed  or  is  projected  to  complete  work  on  the  capital  project; 
and 

(4)  a  detailed  explanation  justifying  why  each  employee  is  being  paid  with  capital 
funds. 

Operating  Expenses  and  Grants  -     Sec.  150.  (a)  Ceiling  on  Total  Operating  Expenses.  - 
Notwithstanding  any  other  provision  of  law,  the  total  amount  appropriated  in  this  act  for 
operating  expenses  for  the  District  of  Columbia  for  fiscal  year  1996  under  the  caption 
"Division  of  Expenses"  shall  not  exceed  $4,994,000,000  of  which  $165,339,000  shall  be 
from  intra-District  funds. 

(b)  Acceptance  and  Use  of  Grants  Not  Included  in  Ceiling.  - 

(1)  In  General.  -  Notwithstanding  subsection  (a),  the  Mayor  of  the  District  of 
Columbia  may  accept,  obligate,  and  expend  Federal,  private,  and  other  grants  received  by 
the  District  government  that  are  not  reflected  in  the  amounts  appropriated  in  this  Act. 

(2)  Requirement  of  Chief  Financial  Officer  Report  and  Financial  Responsibility  and 
Management  Assistance  Authority  Approval.  -  No  such  Federal,  private,  or  other  grant 
may  be  accepted,  obligated,  or  expended  pursuant  to  paragraph  ( 1 )  until  - 

(A)  the  Chief  Financial  Officer  of  the  District  submits  to  the  District  of  Columbia 
Financial  Responsibility  and  Management  Assistance  Authority   established  by  Public 
Law  1()4-S  (109  Stat.  97)  a  report  setting  forth  detailed  information  regarding  such  grant; 

and 

(B)  the  District  of  Columbia  Financial  Responsibility  and  Management  Assistance 
Authority  has  reviewed  and  approved  the  acceptance,  obligation,  and  expenditure  of  such 
grant  in  accordance  with  review  and  approval  procedures  consistent  with  the  provisions 
of  Public  Law  104-8. 

(3)  Prohibition  on  Spending  in  Anticipation  of  Approval  or  Receipt.  -  No  amount 
may  be  obligated  or  expended  from  the  general  fund  or  other  funds  of  the  District 
government  in  anticipation  of  the  approval  or  receipt  of  a  grant  under  paragraph  (2)(B)  or 
in  anticipation  of  the  approval  or  receipt  of  a  Federal,  private,  or  other  grant  not  subject  to 
such  paragraph. 
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(4)  Monthly  Reports.  -   The  Chief  Financial  Officer  of  the  District  shall  prepare  a 
monthly  report  setting  forth  detailed  information  regarding  all  Federal,  private,  and  other 
grants  subject  to  this  subsection.    Each  such  report  shall  be  submitted  to  the  Council  of 
the  District  of  Columbia,  and  to  the  Committees  on  Appropriations  of  the  House  of 
Representatives  and  the  Senate,  not  later  than  1 5  days  after  the  end  of  the  month  covered 
by  the  report. 

12.  Development  of  Plans  Regarding  District  of  Columbia  Corrections 

Sec.  151.    (a)  Plan  for  Short-Term  Improvements.  - 

(1)  In  General.  -  Not  later  than  July  1,  1996,  the  National  Institute  of  Corrections 
(acting  for  and  on  behalf  of  the  District  of  Columbia)  shall  enter  into  an  agreement  with  a 
private  contractor  to  develop  a  plan  for  short-term  improvements  in  the  administration  of 
the  District  of  Columbia  Department  of  Corrections  (hereafter  referred  to  as  the 
"Department")  and  the  administration  and  physical  plant  of  the  Lorton  Correctional 
Complex  (hereafter  referred  to  as  the  "Complex")  which  may  be  initiated  during  a  period 
not  to  exceed  5  months. 

(2)  Contents  of  Plan.  -  The  plans  developed  under  paragraph  ( 1 )  shall  address  the 
following  issues: 

(A)  The  reorganization  of  the  central  office  of  the  Department,  including  the 
consolidation  of  units  and  the  redeployment  of  personnel. 

(B)  The  establishment  of  a  centralized  inmate  classification  unit. 

(C)  The  implementation  of  a  revised  classification  system  for  sentenced  inmates. 

(D)  The  development  of  a  projection  for  the  nuinber  of  inmates  under  the  authority 
of  the  Department  over  a  10-year  period. 

(E)  The  improvement  of  Department  security  operations. 

(F)  Capital  improvements. 

(G)  The  preparation  of  a  methodology  for  developing  and  assessing  options  for  the 
long-term  status  of  the  Complex  and  the  Department  (consistent  with  the  requirements  for 
the  development  of  plans  under  subsection  (b)). 

(H)  Other  appropriate  miscellaneous  issues. 

(3)  Submission  of  Plan.  -  Upon  completing  the  plan  under  paragraph  (1)  (but  in  no 
event  later  than  September  30,  1996),  the  National  Institute  of  Correction  shall  subinit  the 
plan  to  the  Mayor  of  the  District  of  Columbia,  the  President,  Congress,  and  the  District  of 
Columbia  Financial  Responsibility  and  Management  Assistance  Authority. 

(b)  Optional  Plans  for  Long-Term  Treatment  of  Complex.  - 

(1)  In  General.  -  Not  later  than  July  1,  1996,  the  National  In.stitute  of  Corrections 
(acting  for  and  on  behalf  of  the  District  of  Columbia)  shall  enter  into  an  agreement  with  a 
private  contractor  to  develop  a  series  of  alternative  plans  regarding  the  long-term  status  of 
the  Complex  and  the  future  operations  of  the  Department,  including  the  following: 
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(A)  A  separate  plan  under  which  the  Complex  will  be  closed  and  inmates  transferred 
to  new  facilities  constructed  and  operated  by  private  entities. 

(B)  A  separate  plan  under  which  the  Complex  will  remain  in  operation  under  the 
management  of  the  District  of  Columbia  subject  to  such  modifications  as  the  District 
considers  appropriate. 

(C)  A  separate  plan  under  which  the  Federal  government  will  operate  the  Complex 
and  inmates  will  be  sentenced  and  treated  in  accordance  with  guidelines  applicable  to 
Federal  prisoners. 

(D)  A  separate  plan  under  which  the  Complex  will  be  operated  under  private 
management. 

(E)  Such  other  plans  as  the  District  of  Columbia  consider  appropriate. 

(2)  Requirement  for  Plans.  -  Each  of  the  alternative  plans  developed  under  paragraph 
(1)  shall  meet  the  following  requirements: 

(A)  The  plan  shall  provide  for  an  appropriate  transition  period  for  implementation 
(not  to  exceed  5  years)  to  begin  January  1,  1997. 

(B)  The  plan  shall  specify  the  extent  to  which  the  Department  will  utilize  alternative 
and  cost-effective  management  methods,  including  the  use  of  private  management   and 
vendors  for  the  operation  of  the  facilities  and  activities  of  the  Department,  including 
(where  appropriate)  the  Complex. 

(C)  The  plan  shall  include  an  implementation  schedule  specifying  timetables  for  the 
completion  of  all  significant  activities,  including  site  selection  for  new  facilities,  design, 
financing,  construction,  recruitment  and  hiring  of  personnel,  training,  adoption  of  new 
polices  and  procedures,  and  the  establishment  of  essential  administrative  organizational 
structures  to  carry  out  the  plan. 

(D)  In  determining   the  bed  capacity  required  for  the  Department  through  2002,  the 
plan  shall  use  the  population  projections  developed  under  the  plan  under  subsection  (a). 

(E)  The  plan  shall  identify  any  Federal  or  District  legislation  which  is  required  to  be 
enacted,  and  any  District  regulation,  polices,  or  procedures  which  are  required  to  be 
adopted,  in  order  for  the  plan  to  take  effect. 

(F)  The  plan  shall  take  into  account  any  court  orders  and  consent  decrees  in  effect 
with  respect  to  the  Department  and  shall  describe  how  the  plan  will  enable  the  District  to 
comply  with  such  orders  and  decrees. 

(G)  The  plan  shall  include  estimates  of  the  operating  and  capital  expenses  for  the 
department  for  each  year  of  the  plan's  transition  period,  together  with  the  primary 
assumptions  underlying  such  estimates. 

(H)  The  plan  shall  require  the  Mayor  of  the  District  of  Columbia  to  submit  a  semi- 
annual report  to  the  President,  Congress,  and  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Authority  describing  the  actions  taken  by  the 
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District  under  the  plan,  and  in  addition  shall  require  the  Mayor  to  regularly  report  to  the 
President,  Congress,  and  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Authority  on  all  measures  taken  under  the  plan  as  soon  as  such 
measures  are  taken. 

(I)  For  each  year  for  which  the  plan  is  in  effect,  the  plan  shall  be  consistent  with  the 
financial  plan  and  budget  for  the  District  of  Columbia  for  the  year  under  subtitle  A  of  tide 
II  of  the  District  of  Columbia  Financial  Responsibility  and  Management  Assistance  Act  of 
1995. 

(3)  Submission  of  Plan.  -  Upon  completing  the  development  of  the  alternative  plans 
under  paragraph  (1)  (but  in  no  event  later  than  December  31,  1996),  the  National  Institute 
of  Corrections  shall  submit  the  plan  to  the  Mayor  of  the  District  of  Calumba,  the 
President,  Congress,  and  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Authority. 

13.  Sec.  156.  Conveyance  of  Certain  Property  to  Architect  of  the  Capitol  -  Pursuant  to 

section    1(b)(2)  of  Public  Law  9X-340  and  in  accordance  with  the  agreement  entered  into 
between  the  Architect  of  the  Capitol  and  the  District  of  Columbia  pursuant  to  such  Act  (as 
executed  on  September  28,  19X4),  not  later  than  30  days  after  the  date  of  the  enactment  of 
this  Act  the  District  of  Columbia  shall  convey  without  consideration  by  general  warranty 
deed  to  the  Architect  of  the  Capitol  on  behalf  of  the  United  States  all  right,  title,  and 
interest  of  the  District  of  Columbia  in  the  real  property  (including  improvements  and 
appurtenances  thereon)  within  the  area  known  as  "D.C.  Village"  and  described  as 
Attachment  A  of  the  Agreement. 


27-054     O— 96 47 
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FINANCIAL  PLANS 

Mr.  Walsh.    Please  provide  the  Committee  with  a  financial  plan  for  each  of  the 
following:    (1)  general  fund,    (2)  water  and  sewer  fund,  (3)  University  of  the  District  of 
Columbia,  (4)  Convention  Center,  (5)  Lottery  and  Charitable  Games,  (6)  Cable  Television 
and  97)  D.C.  General  Hospital,  as  appeared  on  pages  1624  through  1632  of  the  fiscal  year' 
1995  hearings. 

[The  information  follows:] 


FISCAL  YEAR  1997  FINANCIAL  PLANS 
(bi  ttwusands  of  dollats] 


Gnnti  «ml  odw 


GmshiRds 


local  sources,  current  authority: 

Property  taxes _ 

Sales  taies  

Incotne  taxes „.... 

Other  taxes 

Licenses,  permit „.,. 

Fines,  forfeitures 

Service  ctiarges  , 

liscellaneous  


Sutrtotal.  local  revenue 


Federal  sources: 
Federal  payment 
Grants 


Subtotal.  Federal  sources 

Other  financing  sources: 

Sale  of  surplus  property 

Lottery  transfer . . 

Ottier  transfers  

Subtotal,  other  financing  sources 

Revenue  initiatives 

Total,  general  fund  revenues  ~^...~ 


Expenditures: 

Current  operating: 

Govemfflentat  direction  and  support  ... 
Economic  devektpnwnt  and  relation 
PuMic  safely  and  justice 
PuWc  education 
Human  support  jcrvices . 


626.100  „ 

520.600  _ 

657.700  „„ 

531.106  „.... 

.  49.378  ™. 

45.310  .„ 

52.826 

27.229  123.568 


626.100 
520.600 
657.700 
531.106 
49.378 
45410 
52.826 
150.797 


2,510.249 

123.588 

2,633.817 

665.702  ... 

665.702 

855,401 

855.401 

665.702 

855,401 

1.521.103 

24.000  ... 
75.799  ... 

24,000 

75,799 

0 

99.799 

0 

99,799 

46.680  ... 

46.680 

3.322.430 

978,969 

4.301J99 

98.691 

16,972 

115.663 

67.196 

68,508 

135,704 

1,012,112 

29.169 

1.041,281 

593,900 

95.114 

689.014 

901.664 

724.308 

1.62S.972 

234.391 

13,576 

247.9(7 

1374  ... 

3474 

Subtotal,  current  operating . 


2.911428 


947.647 


3.858,975 
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RSCAL  YEAR  1997  FITMICIAL  PIAHS-Continued 
Pfl  ttwisaods  o(  Mm] 


Ucaii 


fiMbMadHT 


Othv  finMciBf  ntS; 
(MlMniet: 

Prindpaiand  Manst. 
Oditf  finmctng  usts: 
D.C.  Gentnl . 
Unhcni^  of  the  District  of  ColumW* 
Convention  Ccntof .._.— 

SuMotai.  other  apenditures 
Total,  itneral  fund  oxpanditum 
Biwiwa  wraua  ipanditurw 

EnlvpriM  fund  data: 

Entarprist  fund  tiptndrtum: 

Water  and  sewer  administration 

WastHflgton  Aqueduct 

^.C.  lottery  and  charitable  games  — 

Cable  television  _ 

Retiiement  Board 

D.C.  General  Hospital 

Correctional  industries  _ 

O.C.  Sports  Commission/Starpiei 

Washington  Convention  Center 

Total,  enterprise  fund  expenditures 

Enterprise  fund  revenue-. 

Water  and  sewer  administration 

Washington  Aqueduct ...._ 

O.C.  lottery  and  charitable  games  — 

Cable  television  „....„.__„._ 

Rebrement  Board 


406.485    

59.735    

38.479  31322 

5.400    - 


2,179 


2.179 


2,179 


O.C.  General  Hospital 

Correctional  industries  

O.C.  Sports  Commission/Starplei 
Washington  Convention  Center  „. 


Total,  enterprise  fund  expenditures 

Revenue  versus  apenditures 

Total  operating  revenues 


2,179 


3,324,609 


Total  operating  expenditures 

Revenue  versus  expenditures 

Sec.  141.  Ceiling  on  eipenses  and  deficit . 

Deficit  -.._ „._.— 


3.423.606 


(98.997) 
58.997 

(40.000) 


593.310 


593310 


1.572379 


1.572379 


Gas  fa* 


406,485 

59.735 
69.801 
5.400 


510.099 

31322 

541.421 

3.421.427 

978369 

4.400396 

(98397) 

0 

(98.997) 

195.619 

195.619 

25.743 

25.743 

247.900 

247.900 

332 

2.511 

16.667 

16,667 

52.684 

52.684 

3.052 

3.052 

8.717 

8.717 

42.596 

42.596 

595.489 


195.619 

195,619 

25.743 

25,743 

247,900 

247,900 

332 

2311 

16.667 

16,667 

52,684 

52,684 

3,052 

3,052 

8,717 

8,717 

42396 

42,596 

595,489 


4,896,888 


4,995,885 


(98,997) 
58,997 

(40,000) 


1352 


UNIVERSnY  OF  THE  DISTRtCT  OF  COUJMBIA  FINANCIAL  PLAN 
[In  thousands  o(  doUanl 


fi«al«Mr 


Fae»\  it» 
1996 


Focal  MM 
1997 


RSWBnUB: 

Tuitioo 

Intn-Oistrict  ctMries 

FtdenI  (nnts  &  contncts 

Privttt  grants  ami  contncts  .... 
Land*gfant  andownncnt  income . 

Aunliaiy  entarprises 

Inwstiiwnt  HKonM  ..~ ~ 

Ifscdlancous  incanw „....„... 


Total  revanue  ._ 

Personal  services „ 

Contractual  strvicss « 

Supplies — . 

Occupancy  costs  ~ — «... — .» — » 

Otpnciation 

lAsceUaneous — 

lotal  expenses .......»»»..»»..«.«.< 

Income  (loss)  before  operating  transfer .» 

Operating  Transfer-in  (out): 

General  Fund  ._ _ _ 

Net  income  (loss)  — - ~ > 

Depredation  dosed  to  contributed  capital 

lflCIQSS0/Q6Cf9CSt M I 

Retained  earnings  (deficit)  at  the  beginning  of  the  ptt 
RataiMi  eamirv  (defidO  at  end  e(  year 


8.737 

13.428 

15.458 

7.133 

6.486 

6.486 

8.364 

10.611 

11.747 

1.122 

1.009 

1.632 

565 

465 

465 

643 

685 

700 

829 

160 

ISO 

3.062 

1.175 

1.170 

30.455 


9.116 


34.019 


9.116 


37.808 


64.063 

56.275 

53.365 

4.352 

3.503 

7.650 

699 

572 

875 

'8.501 

7.593 

969 

6.462 

6.714 

6.976 

12.106 

9.000 

13.427 

96.183 

83.657 

83.262 

(65.728) 
49.961 

(49.638) 
42.924 

(45.454) 
38.478 

(15.767) 
6.462 

(6.714) 
6.714 

(6.976) 
6.976 

(9.305) 
18.421 

0 
9.116 

0 
9.116 

9,116 


WATER  AND  SEWER  UTILITY  ADMINISTRATION 


r  MMMt  catfi  ftow 


1995  KtMl 


FouliMf 
199(mistd 


TnciliMr 
1997  Mart 


Cash  revenue  fnm  operations:  Fund  403: 

Retail  Customers 

Federal  (lOvemment  ._.,.,„ 

Public  Housing „.™ 

Munidpal 


Subtotal  .__ „ 

Whotesate  Water  Sales 

SoMge  Charges 

Other:  Tap  Fees/Revenue  Recovery  . 
Interest  Earnings 

Total  cash 


102.866 

103,312 

103,312 

28.069 

29.956 

22i21 

6.357 

5.291 

5.291 

0 

0 

16.646 

137.292 

138.559 

147.470 

7.081 

8.518 

8.664 

46.377 

47.964 

50.964 

3.595 

4.154 

5.098 
271 

194.345 


199.195 


212.467 
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WATER  AND  SEWER  UWiSTt  ADMINISTRATION— Continued 


Faulim 

HtciliMr 

riMliMr 

199SKtHl 

\9iim^>mt 

1997  M|ri 

49.957 

S3.356 

59,414 

37.499 

42.132 

42.639 

19.878 

23.320 

22.285 

15.572 

24.773 

26.690 

15.412 

16.602 

16.574 

2.351 

466 

448 

Oisbuneinents: 

PcnontI  scniccs  ...... 

Coirtnctml  setvices 

Water  pwchases 

Supplies 

Occupancy „ 

Equipment  &  rentals  . 


Total  DislNnaiiMnts  tar  Oparations  . 

OaM  Senict  Paymanl ~ 

Total  Disbursements  Before  Other .... 

Otter  Transfers: 

Transfer  to  General  Fund  

Routine  Capital  Impnvements 

Aliowancs  for  Uncollectible  Billin(s 

Gross  Receipts  Tax _ ..._„™™ 

Total  Revenue  Requirements 

Net  Cash  Revenue  Balance  From  Operations 
Return  of  Cash  Reserves  fnm  General  Fund 
Fund  403  Cash  Beginning  of  Year 

Cash  End  of  Year 


Capital  hmd  receipts:  Fund  350: 

Reimbursements  From  Grantsflurisdictions 

Bond  Proceeds _ 

Interest  on  Construction  Funds 

Jurisdiction  Equity  Investment — 

Totals  Receipts  .____„.«._»«....._.._-«. 


Capital  fund  disbursement: 
DC  Share: 
Continuing  Imprmements . 
Maior  Construction  


Total  

Aqueduct  Constiuctian 


DC  Financed — 

Grants/Jurisdiction  Major  Construction 

Total  Disbursements  _ 

ftet  Change  in  Cunent  Year  Capital  Cash  Fkw 


Cash  Beginning  of  Year — 

Cash  End  of  Year _ „ 

Combined  Funds  Beginning  Cash  Balance 

Combined  Funds  Ending  Cash  Balance 


140.669 
40.880 


160.649 
41.036 


181.549 


201.685 


536 


484 

2.641 
2.066 


28.564 


22.907 


28.564 


22.907 


168,050 
41.833 


209.883 


2.538 
2.583 
17.710 


182.085 

206.876 

232.714 

12,260 
83,020 

(7.681) 
12.260 

(20.247) 

21.500 

4,579 

95.280 

4.579 

5.832 

44,965 

63,392 

1,363 

4.923 


114,643 


I.65I 
2.551 

9.863 
7,564 

12,147 
20,597 

4.202 
2.295 

17.427 
10.546 

32,744 
33.610 

6.497 
28.564 

27,973 
22,907 

66.354 
44,965 

35,061 

50,880 

111.319 

(6.497) 

(27,973) 

3,324 

24.238 
17,741 

17,741 
(10,232) 

(10,232) 
(6.908) 

107.258 
113.021 


30,001 
(5,653) 


(5,653) 
(1,076) 
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D.C.  LOTTERY  FINANCIAL  PIAN.  ENTERPRISE  FUND  420.  FY  1995-1997 

(In  thousands  of  dollan] 


Operatint  revenue: 
Sales: 

Instant  Lottery 

Lucky  Numbers 

DC  Four 

PowerBall ...._ _.. 

Quick  Cash 

Oiitv  MIHom 

Fees: 

Charitable  Games 


Total  Operating  Revenue 

Operating  expenses: 

Administration 

Pria 

Contractual  Services 

Agent  Commissions 

Adwrtising  _ 


Total  Operating  Expenses 


Operating  Income  (Loss) 

Nonoperating  Rev  (Expenses) 

Interest „ 


Income  (loss)  before  Operating  Transfers 
Operating  transfers  in  (out) _. 


fM  Income ~ „ „_., 

Fund  equity  (Deficit)  at  Beginning  of  Year 
Fund  equity  (Deficit)  at  End  of  Tear 


FY199S 


174 


230.406 


7.647 
112.891 
11.583 
11.947 
3,176 


Revised  fY 
1996 


26.979 

28.500 

28.500 

31.000 

88.318 

93.000 

92.500 

90.000 

53.948 

60.000 

58.000 

60.000 

9.321 

9.400 

9.278 

9.400 

51.666 

38.000 

38,000 

41.000 

0 

0 

2.000 

15.000 

228.900 


8.142 
117.960 
16.036 
12.662 

5.350 


228.278 


7.970 
116.071 
15.323 
12.564 

5.350 


246.400 


7.850 
126.368 
16.977 
12.755 

5.450 


147.244 

160.150 

157.278 

169.400 

83,162 
1.949 

68.750 
1.050 

71.000 
1.500 

77.000 
1.500 

85.111 
(85.100) 

69.800 
(69.800) 

72.500 
(72.500) 

78.500 
(78.500) 

11 

0 

0 

0 

2.644 

2.655 

2.655 

2.655 

2.655 

2.655 

2.655 

2.655 
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CABLE  TELEVISION  RNANCIAL  PLAN,  FY  1995-fY  1997 

(In  ttiousands  of  doHan] 


FY  1995 
tetiMl 


Fri996 
Bodief 


FY  1997 
RequesM 


Operating  Revenue: 
Franctiise  Fees 
Otlier  revenue  . 


Total  Operating  Revenue . 


Operating  Expenses: 

Personal  Services 

Supplies 

Energy _ 

Communications 

Rent  - 

Contracting  Services ... 
Subsidies  &  Transfers 

Depreciation _ 

Equipment _ 


Total  Operating  Expenses 


Income  (loss)  Before  Oper.  Tran 

Operating  Transfer  in  (Out) - 

Net  Income  (Loss) 

Fund  Equity  (Deficit}  Beginning  of  Year 
Fund  Equity  (Deficit)  at  End  of  Year  .„... 


2,157 
156 


2.313 


829 
4 

0 

66 
683 
178 
43 
0 
31 


1.834 


479 
-227 
252 
731 
983 


2.335 
332 


2.667 


333 
6 
3 

80 
749 
600 
0 
0 
34 


1,805 


862 

0 

862 

983 

1.845 


2.452 
332 


2.784 


394 
6 
6 
72 
732 
932 
0 
0 
44 


2.186 


598 
-283 

315 
1.845 
2.160 
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D.C.  SPORTS  COMMISSION  (STARPLEX  FUND)  RNANCIAL  PLAN,  FISCAL  YEARS  1995-97 

[In  ttouunds  of  doUan] 

FY199SMMI  FYl996PraiKM  FY  1997  PraiKM 

Rental  — - ~ 3,354  4.835  2.328 

■Vfc»k  Order „.. _....                 1.413  1.440  1.275 

E«nt  Parking „._ ~ 1.294  1.830  1,580 

Food  &  Beverage  Co _....„ - -                 2.167  2.840  1.875 

Operating  Revenue ~ 8.228  10.945  7,058 


Other  Revenuei 

Commuter  Parking „ „. 203  200  210 

Investment  Income  - 457  425  400 

Ottter  Revenues/Advertising 1.074  1.915  1.175 

Total  Revenues - -..  9.962  13.485  8.843 


Expenditures: 

Continuing  Full  Time 1.079  1.367  1.369 

Temp  Full  Time ^ 607  1,790  1,625 

Overtime/Holiday „„ - ~  240  250  275 

HeaWi/Retirement 324  388  393 

Office  Suppiy  &  Services: 

Professional  Services „ „- 176  277  199 

Utillties/relephone  ..„ 321  496  480 

Administrative  Cost 4,420  6,850  1,211 

Miscellaneous  Expenses  _.  131  175  1,845 

DepreciationA^apital ....„ .._ -..-  1.125  1.125  1.125 

Total  Expenditures  _,„ 8.423  12,718  8,522 

PniKM  Swpkn 1,53J  767  321 


1357 


D.C.  GOIERAL  HOSPITAL  ENTERPRISE  FUND  RHANCIAL  PWH— PUBUC  BENEFIT  CORPORATION 

(In  UMwoods  a  Mian] 


FY  1996 
Reviitd 


FY  1997 
PtojccM 


Revenue: 

Patient-care 

Additional  Patient  Care 

Gfantj 

Other _ 


Total  Revenue 


Operating  Expenses: 
Personal  services 

Contractual  service 

Materials  and  supplies . 
Energy,  comm.  &  ottwr . 


Subtotal  Operating  Expenses 

Depreciation „ 

Bad  Debt _... 


Total  Expenses _... 

Income  (b)ss)  Before  Operating  Fund  ._ — 

Operating  Transfers  IN  (OUT)  General  Fund  ~~ 

Non-Operating  Revenue: 

OrawR  from  the  General  Fund 


Remment  of  General  Fund  Deficit 

General  Fund  Equity  (Deficit)  Digi—inc  of  year 
General  Fund  Equity  (Deficit)  End  of  Year  


85.781 

0 

0 

5.298 


91.079 


89,574 
12.136 
13.677 
5,488 


6.571 
0 


(138.966) 


71,817 

0 

0 

5.500 


77,317 


73,011 
14,726 
12.201 
5.395 


161 


(145.537)         (138.966) 


98.161 
0 
0 

15.500 


113.661 


101,223 
17,551 
15.745 
13.216 


— 

120.875 
7.779 
12.589 

105,333 
8.917 
10.061 

147,735 
11.519 
12,803 

— 

141.243 

124.311 

172.057 

- 

(50.164) 
56.735 

(46.994) 
47,155 

(58,396) 
59,735 

1.339 


(138.805) 


(138.805)         (137,466) 
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CONVENTION  CENTER  FUND  FINANCIAL  PIAN,  RSCAL  YEARS  1995-97 
(In  thousands  of  dollan] 

Fitulyw— 


1996  proiecM 


Revenue: 

Dedicated  tai'  

Intetest-dedicated  taxes 

Subtotal 


BulMing  rental  __ „ 

Exhibition  senices 

Communications 

Concessions 

Wscdlaneous  ..._ _ 

Subtotal „ 


Total  revenue . 


Expenses: 

Personal  sefvices 

Contractual  services „ 

Supplies 

Occupancy  costs 

•  Depredation  .:. _... 

Total  WCC  procram  expenses  .. 
Expansion  related  expenses  ..... 
Total,  expenses  WCC  authority 


Income  (toss)  before  operating  transfer  in 

(jeneral  hmd  transfen  in: 

Hotel  occupancy  tax 

General  fund 


Total  transfers-in 

Washington  Convention  and  Visitors  Association 

D.C.  Committee  to  Promote  Washington — 

D.C.  Chamber  of  Commerce 

Total  promotionalAolal  transfers-out  — 
Net  transfers  to  WCC  Autiiority 


Net  mcome  Oess)  ....__.„_„.._„.... 

Retained  eamiiifi  (deAcrO  at  ttM  be^nnini  if  Ike 
NnaMBi  oaniMfi  (mmj  ai  Die  im  h  ■■inr . 


32.938 


32.938 


7.645 


40.583 


36,400 
1.200 


37.600 


7.603 


45.203 


36.896 
5.000 


41.896 


3.194 

3.638 

3.453 

1.882 

2.089 

1.922 

972 

956 

925 

943 

610 

600 

654 

310 

365 

7.265 


49.161 


9.382 

9.401 

10,795 

1.652 

3.159 

3.400 

380 

586 

500 

1.496 

1.650 

1.800 

2.532 

2.611 

2.800 

95 

360 

200 

15.537 

17.767 

19.495 

0 

27.586 

29.816 

15,537 

45353 

49.311 

25.046 

(150) 

(150) 

4.965 
175 

5.400 
0 

5.400 
0 

5.140 

5)400 

5.400 

2.525 

2.025 

475 

2.700 

2.025 

525 

2.700 

2.025 

525 

5.025 

5.250 

5.250 

115 

150 

150 

2S.161 

0 

0 

81S 

2S.97S 

25.976 

2S.97t 

2S.97C 

25.976 

■BiKtiae  OcMw  I.  I9M.  He  Wiiliii0M  Cwwiiw  Cmtm  ln/Omtt  *d  taam  Mdi«  aWift  mitmM  trntrng  tmm  (tt  GiMnt 
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EMERGENCY  REPROGRAMMING 

Mr.  Walsh.    Please  provide  the  Committee  with  a  listing  of  all  emergency 
reprogramming  approved  without  the  concurrence  of  the  Committee.    Please  include  dates 
approved,  amounts,  agency  involved,  source  of  funds,  emergency  nature,  and  reasons  for  not 
requesting  Committee  approval. 

[The  information  follows:] 

To  our  knowledge,  there  were  no  emergency  reprogramming  approved  in  FY  1996 
without  the  concurrence  of  the  Committee. 


AGENCY  REPROGRAMMING  REPORT 

Mr.  Walsh.    Provide  a  statement  for  the  record  regarding  the  transfer  of 
appropriations,  redirection  of  resources,  and  any  deviations  in  the  line  items  finally  enacted  in 
the  1996  appropriations  act,  similar  to  the  information  on  pages  1545  through  1615  of  last 
year's  hearings. 

[The  information  follows:] 

The  City  was  operating  under  several  continuing  resolutions,  without  an  appropriation 
act  until  April  26,  1996  and  had    reductions  of  $46,409,000  for  pay  renegotiation  or  reduction 
in  compensation,  $500,000  for  boards  and  commissions,  $16,000,000  for  government  re- 
engineering  program,  and   $150,907,000    in  personal  and  nonpersonal  services  to  distribute  to 
the  agencies.   Therefore,  there  was  no  actual  base  from  which  to  reprogram.    However,  on 
August  23.  1996  the  Chief  Financial  Officer  requested  permission  from  the  District  of 
Columbia  Financial  Responsibility  and  Management  Assistance  Authority  to  reallocate  surplus 
budget  authority  to  selected  agencies  to  close  any  remaining  budget  gaps  and  to  sustain  vital 
programs.    He  also  requested  reallocations  to  provide  internal  reprogrammings  required  by 
agencies  to  allow  them  to  meet  their  fiscal  year  1996  budget  allocations.    A  copy  of  the  Chief 
Financial  Officer's  request  and  the  District  of  Columbia  Financial  Responsibility  and 
Management  Assistance  Authority's  approval  follows? 
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District  of  Columbia  Financial  Responsibility 

and  Management  Assistance  Authority, 

Washington,  D.C. 


September  IK  1996     . 

Mr.  Anthony  Williams 
Chief  Financial  OfScer 
One  Judiciary  Square 
441  Fourth  Street,  NW 
Suite  1150 
Washington,  D.C.  20001 

Dear  Mr.  Williams: 


Please  be  informed  that  pursuant  to  Section  1 1 7  of  the  1 996  Appropriations  Act 
for  the  District  of  Columbia  (P.L.  104-134)  and  the  District  of  Columbia  Financial 
Responsibility  and  Management  Assistance  Act  of  1995  (P.L.  104-8),  the  District  of 
Columbia  Financial  Responsibility  and  Management  Assistance  Authority  has  reviewed 
your  reprogramming  requests  dated  August  23, 1 996.  It  has  found  them  to  be  consistent 
with  the  applicable  financial  plan  and  budget  and  approves  the  requests  to  rcprogram 
funds. 


Sincerely  yours, 

Andrew  F.  Brimmer 
Chaimian 


One  Thomi*  Circle  NW.   ■    Suite  900  ■  WailiinffUin,  DC  20005  4  (202)  304-3400  ■   (202)504-3431  (fax) 
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Government  of  the  District  of  Columbia 
Executive  Office 


Olfies  of  IfM  Chief  Financial  Officsr 


441  Fourrh  Streel  NW 
Washingajo.  D.C.  20001 


August  23,  1996 


Dr.  Andrew  F.  Brimmer,  Chairman 

District  of  Columbia  Hnancial  Responsibility 

and  Management  Assistance  Authority 

One  Thomas  Orclc,  N.W. 

Suite  900 

Washington,  D.C   20005 

Dear  Dr.  Brimmer: 


As  you  know,  I  am  committed  to  holding  the  line  on  spending  while  maintaining  basic  public 
services.  My  financial  staff  has  been  diligently  working  with  agencies  with  unique  problems  to 
develop  and  implement  budget-balancing  action  plans  to  eliminate  potential  deficits.  In  loading 
fourth-quarter  agency  budgets,  wc  arc  limiting  i^portionmencs  to  projecied  spending  levels  for 
those  agencies  that  are  reflecting  a  surplus  for  the  craient  fiscal  year  in  order  to  make  available 
excess  budget  authority  for  reprogramming  to  other  agencies. 

I  am  hereby  requesting  permission  to  reallocate  surplus  budget  authority  to  select  agencies  to 
close  any  remaining  budget  gap  and  to  sustain  vital  programs.  First,  I  propose  reallocating 
$82,000  from  the  Tax  Revision  Commission  to  the  Council  of  the  Distria  of  Columbia  to  offset 
a  projected  deficit  of  $82,000  due  primarily  to  unbudgeted  terminal  leave  and  severance  costs. 
Legislation  establishing  a  temporary  Tax  Revision  Commission  was  passed  by  Council  on 
February  20,  1996.  The  $200,000  budgeted  for  Fiscal  Year  1996  is  not  expected  to  be  fiilly 
expended  given  the  number  of  months  remaining  in  the  fiscal  year. 

Secondly,  I  propose  redirecting  $191,000  from  the  Metropolitan  Police  Department  (MPD)  to  the 
D.C.  National  Guard  (DCNG)  pursuant  to  the  April  1996  Memorandum  of  Understanding  (copy 
attached)  between  the  heads  of  the  MPD  and  the  National  Guard.  Chief  Soulsby  agreed  to  a  one- 
time temporary  transfer  of  budget  authority  for  14  full-time  equivalent  (FTE)  positions  and 
associated  funding  in  order  to  prevent  the  National  Guard  from  terminating  the  14  employees  in 
Fiscal  Year  1996  and  rehiring  them  in  Fiscal  Year  1997.  This  agreement  was  made  in  the  spirit 
of  goodwill  in  recognition  of  the  assistance  and  cooperation  the  National  Guard  has  provided  our 
law  enforcement  agencies  in  the  fight  against  crime. 
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Thiidly,  I  propose  reallocadng  $147,000  of  below-budgct  personal  services  expenditures  from  the 
Office  of  Economic  Development  (OED)  to  Banking  and  Financial  Institutions  to  offset 
unbudgeted  space  rental  costs.  Funds  arc  available  in  OED  due  to  savings  in  personal  services 
resulting  from  vacancies.   These  vacancies  will  be  filled  in  Fiscal  Year  1997. 

Lasdy,  I  propose  redirecting  $523,000  from  the  Dcpanment  of  Recreation  and  Parks  to  the 
Department  of  Administrative  Services  (DAS)  to  pay  for  outstanding  bills  for  printing,  postage, 
and  telecommunication  costs  inconed  by  the  four  executive  offices  of  the  Mayor  for  Fiscal  Year 
1996.  Bclow-budget  expcnditurss  are  projected  for  the  Department  of  Recreation  and  Parks 
because  funding  for  a  youth  initiative  program  was  authorized  too  late  in  the  year  to  allow  lead 
time  for  its  proper  expenditures.  Attachment  1  provides  a  list  of  the  affected  agencies,  the 
amounts  to  be  reallocated,  and  the  Local  funds  budget  authority  after  reallocation. 

In  addition  to  those  reallocations,  attachment  2  provides  internal  rcprogrammings  requested  by 
agencies  to  allow  them  to  meet  their  Fiscal  Year  1996  budget  allocations.  The  details  of  the 
proposed  reprogrammings  by  agency  are  enclosed  for  the  Authority's  review  and  consideration. 

My  financial  staff  will  continue  to  monitor  spending  by  these  agencies  to  ensure  that  expenditures 
do  not  exceed  their  Fiscal  Year  1996  budget  authorizations.  I  have  reiterated  to  agency  directors 
and  controllers  that  they  will  be  held  strictly  accountable  for  any  overspending  by  their  agencies. 

I  respectively  request  the  Authority's  approval  of  the  rcprogramming  requests.  Thank  you  for 
your  prompt  attention  to  this  nutter.   Please  let  me  know  if  you  have  any  questions. 


Sincerely, 


Anthony  A.  Williams 
Chief  financial  Officer 


Enclosures 


Marion  Barry,  Jr.,  Mayor 

Michael  C.  Rogers,  City  Administrator 

Ronald  E.  Lewis,  Acting  Budget  Director 


i.^R{mI.br 
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Attachment  1 


PROPOSED  FY  1996  REALLOCATION  OF  LOCAL  FUNDS 
(Dollars  In  Thousands) 


Council  of  the  District  of  Columbia 
Tax  Revision  Commission 

D.C  National  Guard 
Metropolitan  Police  Dcpaitmcnt 

Banking  and  Financial  Institutions 
Assistant  Qty  Administrator  for  - 
Economic  Development 

Department  of  Administrative  Services 
Recreation  and  Paries 


Approved 
Local  Funds 
Budget 

Adjusted 
Local  Funds 
Budeet 

Amount  to  be 
Reallocated 

7.295 
200 

7.377 
118 

82 

(82) 

667 
228.532 

858 
228.341 

191 

(191) 

231 

378 

147 

1.518 

1.371 

(147) 

26,477 
25.198 

27,000 
24,675 

523 
(523) 
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MEMORANDUM  OF  UNDERSTANDING 

BETWEEN 

DISTRICT  OF  COLUMBIA  NATIONAL  GUARD 

AND 
DC  METROPOUTAN  POUCE  DEPARTMENT 


SUBJECT:    Iatn«Distriet  Tnasfer  of  Positions 


1.  PURPOSE:  To  transfer  fowrteta  (14)  full  time  equivtlcntj  (FIEi)  firom  tiic  DC 
Mettopolitah  PoHee  Department  to  die  District  of  Columbia  National  Guard  for  the  cuiroat 
FY  1996  budget 

2.  REFERENCES: 

e.        Moor's  FY  1996  Proposed  Budget  whicb  cut  Ae  DC  National  Guard 

byUFTEs. 
b.        Mayor's  FY  1997  Recommeaded  Budget  which  restores  the  14  FTEs. 
C.        Budget  Review  Meeting  with  DC  Officials  held  S  Febraaiy  1996  which 

acknowledged  the  thoftfall. 

3.  PROBLEM;  To  restore  fourteen  positions  to  the  DC  National  Guard's  FY  1996 
budget  This  wiD  eliminate  texminating  14  FTEs  in  FY  1996  and  rehiring  employees  again 
iiiFY1997. 

4.  SCOPE:  The  DC  Metropolitan  Police  Department  win  provide  a  solutios  to  the 
problem  by  immediately  transferring  14  FTEs  to  the  District  of  Columbia  National  Guard. 
y/ba  ibe  District  restores  the  FY  1997  positions  to  &e  DC  National  Guard,  tiie  FTEs  will 
be  returned  to  die  DC  Metropolitan  Police  Department 

5.  EFFECTIVE  DATE:  Immedittely 


'  WARRENLreEEMAN 
Major  General.  DCNG 
Commanding  General 


i^^lARRYp.  SOULSBY 
Chief  ^Police 

Metropolitan  Police  Deparonent 


Date: 


*?R  19  5i" 


Date: 


y-^y'*/'A- 


1365 


e 

at 

B 
2 


o  E 


1366 


a 
B 


3. 
< 


■a  £ 


:i 


E 
03 


1367 


o 

38 

i3 

•g 

y 

^ 

■a 

3 

It 

u 

4> 

1| 

J 

g 

T3 

e 

II 

■a 
S 

s 

1 

ll 

5 
a. 

c 

S 

.s 

■s 


^  E 

I  2 
I  S 


S 


1 

a. 
a. 


1368 


•c 


a 
w 

s 

3 


e  -a 


c   ^3 

2  e  S 

■  '5  -5  ja  a, 


1  S 


£  g  w 


^       i 


s 

P  E 


3  P 


H      ■" 


I  i 


1369 


& 


Si  2 

•«     C    1^ 

-2*3 
•  ^   2    o 

S  §-^ 

s  a  ^ 

g  3  S 

o  .5  5 
is   «  S 

So  "O   « 
V     DO 
:»  S  a 

S  a  is 
o  u  £ 
J=  S  „ 

-3   S 
^  _.  "» 

■"IT    ^     « 

ON  3  5 

<^   >»  ta  «» 

o  "3.  =   w 

i.1  §.» 
«•§  Ig- 
b:  5  S  .§ 


§ 


5   ?S 


s 

J3 


<;    s 


3  i 

a  s 

<  X 


1370 


□S   J3    -^   tS 


<       a 


n  £ 

Q  e 


o  it 

II 


I 


1371 


DISTRICT  REVENUES 

Mr.  Walsh.    Please  provide  the  Committee  with  table  of  revenues  for  the  fiscal  years 
1995,  1996  and  estimated  for  fiscal  year  1997  similar  to  pages  1617  and  1618  of  the  fiscal 
year  1995  hearings. 

[The  information  follows:] 

FY  1995-1997  REVENUE  ACTUALS  AND  ESTIMATES 
(In  Thousands) 


FY  1995 
Actuals 


FY  1996 
Estimate 


FY  1997 
Estimate 


Tax  Revenues: 

Real  Property 
Personal  Property 
Public  Space  Rental 

Total,  Property  Taxes 

General  Sales  and  Use 

Alcoholic  Beverage 

Cigarette 

Motor  Vehicle  Excise 

Motor  Vehicles 

Hotel  Occupancy 

Total,  Sales  Taxes 

Individual  Income 
Corporate  Franchise 
Unincorporated  Business  Franchise 

Total.  Income  Taxes 

Public  Utility  Taxes 

Toll  Telecommunication  Tax 

Insurance  Tax 

Health  Care  Provider  Fee 

Arena 

Estate  Tax 

Deed  Recordation 

Deed  Transfer 

Economic  Interest  Transfer 

Total,  Other  Taxes 

Total,  Tax  Revenues 


654,284 
61,305 
14,754 


640,100 
65,200 
14,400 


626,100 
65,400 
14,100 


730.343 

719,700 

705,600 

485,651 

449,434 

463,900 

4,930 

4,900 

4,800 

20,117 

19,500 

18,900 

34,617 

27,500 

27,500 

30.440 

0 

0 

8,352 

5,306 

5,500 

584,107 

506,640 

520,600 

643,676 

658,115 

657,700 

121,407 

118,100 

126,800 

39,272 

34,600 

36,000 

804,355 

810,815 

820,500 

131,012 

141,900 

143,300 

44,554 

46,700 

48,600 

34,703 

34,055 

34.906 

175 

14,800 

0 

468 

0 

0 

16,807 

17,100 

17.600 

22,691 

22,400 

22,600 

21 ,826 

21 ,600 

21 ,800 

0 

0 

0 

272,236 

298.555 

288,806 

2.391.041 

2.335.710 

2.335.506 
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FY  1995 
Actuals 

FY  1996 
Estimate 

FY  1997 
Estimate 

Non-Tax  Revenue: 

Business  Licenses  and  Permits 
Non-Business  Licenses  and  Permits 

29,943 
17,640 

46.536 
0 

49,378 
0 

Total,  Licenses  and  Permits 

47.583 

46.536 

49,378 

Fines  and  Forfeitures 

42.447 

45.045 

45,310 

Other  Charges 

52,687 

52,398 

52,826 

Interest  Income 
Surplus  Property           - 
Other  Transfers 
Other  Revenues 

17,994 
0 
0 

35,840 

0 

2,800 

800 

29,838 

0 

5,499 

0 

27,229 

Total,  Miscellaneous  Revenue 

53.834 

33,438 

32,728 

Total,  Current  Non-Tax  Revenues 

196,551 

177,417 

180,242 

Total,  Tax  and  Non-Tax  Revenues 

Lottery  Transfers 
Inaugural  Expenses 
Federal  Payment 

2,587,592 

85,100 

0 

660,000 

2,513,127 

72,500 

0 

660,000 

2,515,748 

70,300 

5,702 

660,000 

Total,  Revenues 

3,332.692 

3,245.627 

3,251.750 
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OUTLAYS 

Mr.  Walsh.    Please  provide  the  Committee  with  a  table  of  budget  outlays  for  the  fiscal 
years  1995,  1996,  and  estimated  for  fiscal  year  1997  similar  to  pages  1617  through  1622  of 
the  fiscal  year  1995  hearings. 

[The  information  follows:] 


BUDGET  OUTLAYS  FY  1995-FY  1997 


FY  1995 

FY  1996 

FY  1997 

Agency 

Actual 

Budget 

Request 

GOVERNMENTAL  DIRECTION  AND 

SUPPORT 

Local  Funds 

98,729 

110,750 

92,838 

Federal  Funds 

1,482 

2,134 

12,192 

Other  Funds 

5.735 

4,474 

4.780 

Intra-Dlstrict  Funds 

10,288 

23,981 

23,730 

Total  ^ 

116,234 

141,339 

133.540 

ECONOMIC  DEVELOPMENT  AND 

REGULATION 

Local  Funds 

69,752 

55,400 

67,196 

Federal  Funds 

70.030 

38.792 

45,708 

Other  Funds 

16,544 

17.658 

22.800 

Intra-Dlstrict  Funds 

73,484 

16.330 

13.092 

Total 

229.810 

128.180 

148,796 

PUBLIC  SAFETY  AND  JUSTICE 

Local  Funds 

921.214 

946.755 

1,012.112 

Federal  Funds 

6.027 

8.942 

19.310 

Other  Funds 

5,302 

5.160 

9,859 

Intra-District  Funds 

5,995 

9,115 

14,058 

Total  ^ 

938,538 

969,972 

1.055,339 

PUBLIC  EDUCATION  SYSTEM 

Local  Funds 

682,248 

671,617 

632,379 

Federal  Funds 

67,990 

87,385 

98,479 

Other  Funds 

26,996 

21,719 

27.957 

Intra-District  Funds 

16,932 

9,846 

9.846 

Total  ^ 

794.166 

790.567 

768.661 

HUMAN  SUPPORT  SERVICES 

Local  Funds 

987,253 

967.382 

961.399 

Federal  Funds 

647,605 

682.650 

676.665 

Other  Funds 

44,783 

46,754 

47.643 

Intra-District  Funds 

15.742 

4,674 

4,470 

Total 

1 .695.383 

1,701,460 

1.690,177 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

234,391 

3,047 

10,529 

47,836 

PUBLIC  WORKS 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

210,899 

3,598 

6,166 

35,323 

216,406 

2,682 

18,342 

50,629 

Total 

255.986 

288,059 

295,803 

FINANCING  AND  OTHER  USES 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

366,461 
0 
0 
0 

390,285 
0 
0 
0 

396,212 
0 
0 
0 

Total 

366,461 

390,285 

396,212 

FINANCIAL  CONTROL  BOARD 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

3,150 
0 
0 
0 

3,400 
0 
0 
0 

Total 

0 

3,150 

3,400 

ENTERPRISE  AND  OTHER  FUNDS 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

185,105 

0 

290,594 

52,124 

235,039 

0 

297,437 

48,512 

2,179 

0 

593,310 

21,496 

Total 

527,823 

580,988 

616,985 

TOTAL,  OPERATING  EXPENSES 

Local  Funds 

Federal  Funds 

/                                  Other  Funds 

Intra-District  Funds 

3,521,661 
796,732 
396,120 
209,888 

3,596,784 
822,585 
411,544 
163,087 

3,402,106 
855,401 
716,878 
134,528 

Total 

4,924,401 

4,994,000 

5,108,913 

CAPITAL  OUTLAY 

Local  Funds 

:  '                            Federal  Funds 

■  >: ';                             Other  Funds 

Intra-District  Funds 

165,078 

93.152 

0 

0 

(22,810) 

124,849 

0 

0 

(86,496) 

133,419 

0 

0 

Total 

258,230 

102,039 

46,923 

GRAND  TOTAL 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

3,686,739 
889,884 
396,120 
209,888 

3,573,974 
947,434 
411,544 
163,087 

3,315,610 
988,820 
716,878 
134,528 

Total 

5,182,631 

5,096,039 

5,155,836 
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GOVERNMENTAL  DIRECTION  AND  SUPPORT 


Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Council  of  the  District  of  Columbia: 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

7,696 
0 
0 
0 

7,295 
0 
0 
0 

8.876 
0 
2 
0 

Total 

7,696 

7.295 

8,878 

Office  of  the  Auditor 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

992 
0 

0 

952 
0 
0 
0 

982 
0 
0 
0 

Total 

992 

952 

982 

Advisory  Neighborhood  Commissions 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

562 
0 

0 

572 
0 
0 
0 

572 
0 
0 
0 

Total 

562 

572 

572 

Office  of  the  Mayor 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,189 

0 

0 

562 

1.160 

0 

0 

388 

1,577 

0 

0 

632 

Total 

1.751 

1.548 

2,209 

Office  of  the  Secretciry 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,682 

0 

72 

400 

1.915 

0 

79 

430 

1,651 

0 

79 

478 

Total 

2,154 

2.424 

2.208 

Office  of  Inspector  General 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,063 

0 

0 

51 

3.437 

0 

0 

56 

7.200 
0 
0 
0 

Total 

1,114 

3,493 

7.200 

Office  of  Communications 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

85 

0 

0 

233 

101 
0 
0 

212 

112 
0 
0 

238 

Total 

318 

313 

350 

1376 

Page  2 


Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Governmental  Direction  &  Support  -  cont. 
Office  of  Intergovernmental  Relations 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Fijnds 

659 

23 

0 

803 

623 
0 
0 

636 

684 
0 
0 

555 

Total 

1,485 

1,259 

1,239 

City  Administrator/Deputy  Mayor 

Local  Funds 

Federal  Funds 

Other  Funds 

!       Intra-District  Funds 

6,033 

1 

84 

758 

3,171 

0 

0 

804 

3,944 

0 

0 

693 

Total 

6,876 

3,975 

4,637 

Office  of  Personnel 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

9,755 

0 

877 

1,116 

8,673 

0 

921 

1,002 

8,645 

0 

921 

1,002 

Total 

11,748 

10,596 

10,568 

Department  of  Administrative  Services 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

27,402 

0 

1,920 

3,557 

26,477 

0 

1,637 

17,217 

10,965 

0 

1,637 

17,217 

Total 

32,879 

45,331 

29,819 

Contract  Appeals  Board 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

530 
0 
0 
0 

528 
0 
0 
0 

563 
0 
0 
0 

Total 

530 

528 

563 

Office  of  the  Chief  Financial  Officer 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  FOnds 

120 
0 
0 

190 

1,729 

0 

0 

190 

1,269 

0 

0 

190 

Total 

310 

1,919 

1,459 

Office  of  the  Budget 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

857 

0 

0 

1,542 

3,724 
0 
0 

1,668 

2,574 
0 
0 

1,677 

Total 

2,399 

5,392 

4,251 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Governmental  Direction  &  Support  -  cont. 
Office  of  Financial  Management 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

13,279 

0 

2,634 

644 

23,520 

0 

1,782 

1,008 

21,000 

0 

2,086 

678 

Total 

16.557 

26.310 

23,764 

Department  of  Finance  and  Revenue 

Local  Funds 

Federal  Funds 

Otfier  Funds 

Intra-District  Funds 

20,839 

0 

77 

18 

20,755 

0 

55 

18 

22,284 

0 

55 

18 

Total 

20.934 

20,828 

22.357 

Tax  Revision  Commission 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

200 
0 
0 
0 

0 
0 

0 
0 

Total 

0 

200 

0 

Board  of  Elections  and  Ethics 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

2.547 
0 
0 
0 

2,807 
0 
0 
0 

2,777 
0 
0 
0 

Total 

2.547 

2,807 

2,777 

Office  of  Campaign  Finance 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

955 
0 
0 
0 

747 
0 
0 
0 

804 
0 
0 
0 

Total 

955 

747 

804 

Public  Employee  Relations  Board 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

457 
0 
0 
0 

467 
0 
0 
0 

325 
0 
0 
0 

Total 

457 

467 

325 

Office  of  Employee  Appeals 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,617 
0 
0 
0 

1,126 
0 
0 
0 

1.113 
0 
0 
0 

Total 

1.617 

1.126 

1.113 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Governmental  Direction  &  Support  -  cont. 
Met.  Wash.  Council  of  Governments 

Local  Funds 

Federal  Funds 

-    .                                            Other  Funds 

Intra-District  Funds 

400 
0 
0 
0 

400 
0 
0 
0 

396 
0 
0 
0 

Total 

400 

400 

396 

Statehood  Constitution  Convention 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

10 
0 
0 
0 

0 
0 
0 
0 

0 
0 
0 
0 

Total 

10 

0 

0 

Grants  Management  and  Development 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 

1,458 

71 

414 

371 

2,134 

0 

352 

378 

12,192 

0 

352 

Total 

1.943 

2,857 

12,922 

Certificate  of  Participation 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

0 
0 
0 
0 

7,926 
0 
0 
0 

Total 

0 

0 

7,926 

Human  Resources  Development 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

0 
0 
0 
0 

12,257 
0 
0 
0 

Total 

0 

0 

12,257 

Real  Estate 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

0 
0 
0 
0 

(4,488) 
0 
0 
0 

Total 

0 

0 

(4.488) 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Governmental  Direction  &  Support  -  cont. 
Management  Information  Systems 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

0 
0 
0 
0 

(6,317) 
0 
0 
0 

Total 

0 

0 

(6.317) 

Energy  Cost  Reduction 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 

0 

0 
0 
0 
0 

(2,271) 
0 
0 
0 

Total 

0 

0 

(2.271) 

Purchasing  and  Procurement 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

0 
0 
0 
0 

(12.960) 
0 
0 
0 

Total 

0 

0 

(12.960) 

Total.  Governmental  Direction  and  Support 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

98.729 
1.482 
5.735 

10.288 

110,750 

2,134 

4,474 

23,981 

92,838 

12,192 

4,780 

23,730 

Total 

116.234 

141,339 

133.540 
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ECONOMIC  DEVELOPMENT  AND  REGULATION 


Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Deputy  Mayor  for  Economic  Development 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-Distrlct  Funds 

1,625 

20 

9 

1,642 

1,518 
0 
0 

2,314 

0 
0 
0 
0 

Total 

3,296 

3,832 

0 

Business  Services  &  Economic  Develop. 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

0 
0 
0 

0 

28,527 

598 

11,002 

1 1 ,840 

Total 

0 

0 

51,967 

Banking  and  Financial  Institutions 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

431 
0 
0 
0 

231 
0 
0 
0 

0 
0 
0 
0 

Total 

431 

231 

0 

Office  of  Tourism  and  Promotion 

Local  Funds 

Federal  Funds 

Other  Funds 

.,  -    -                  Intra-District  Funds 

363 
0 

160 
0 

995 
0 
0 
0 

0 
0 
0 
0 

Total 

523 

995 

0 

Office  of  Planning 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

2,845 

0 

2 

46 

1,860 

0 

0 

50 

0 
0 
0 
0 

Total 

2,893 

1,910 

0 

Office  of  Zoning 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

351 
0 

187 
0 

299 
0 

253 
0 

617 
0 

253 
0 

Total 

538 

552 

870 

Housing  and  Community  Development 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

5,057 

50 

1,952 

9,976 

4,101 

0 

0 

11,013 

0 
0 
0 
0 

Total 

17.035 

15,114 

0 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Economic  Develop.  &  Regulation  -  cont. 
Public  and  Assisted  Housing 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-Dlstrict  Funds 

10.365 

35.850 

66 

59,185 

8,344 
0 
0 
0 

8,330 
0 
0 
0 

Total 

105,466 

8.344 

8,330 

Department  of  Employment  Services 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-Districl  Funds 

18,255 

29.149 

9,482 

1,010 

9,581 
32.261 
10,143 

1,628 

17,748 

36,110 

11,143 

1,011 

Total 

57,896 

53,613 

66,012 

Board  of  Appeals  and  Review 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

147 
0 
0 
0 

129 
0 
0 
0 

157 
0 
0 
0 

Total 

147 

129 

157 

Board  of  Real  Property  Assess.  &  Appeals 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

185 
0 
0 
0 

321 
0 
0 
0 

351 
0 
0 
0 

Total 

185 

321 

351 

Consumer  and  Regulatory  Affairs 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

22,305 
4,861 
4,627 
1,625 

20,660 
6,444 
7,082 
1,325 

4,726 

8,913 

222 

241 

Total 

33.418 

35,511 

14,102 

Public  Service  Commission 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-Dlstrict  Fun  Funds 

5,390 

100 

59 

0 

5,280 

87 

180 

0 

4,303 

87 

180 

0 

Total 

5,549 

5.547 

4,570 

Office  of  People's  Counsel 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District 

2.433 
0 
0 
0 

2.081 
0 
0 
0 

2,437 
0 
0 
0 

Total 

2.433 

2,081 

2.437 

27-054     0—96 
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FY  1995 

FY  1996 

FY  1997 

Agency 

Actual 

Budget 

Request 

Economic  Develop.  &  Regulation  -  cont. 

Total,  Economic  Develop.  &  Regulation 

Local  Funds 

69,752 

55,400 

67,196 

Federal  Funds 

70,030 

38,792 

45,708 

Other  Funds 

16,544 

17,658 

22,800 

Intra-District  Funds 

73,484 

16,330 

13,092 

Total 

229,810 

128,180 

148,796 
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PUBLIC  SAFETY  AND  JUSTICE 


Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Metropolitan  Police 

Department 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

223,418 
2,370 
2,220 
1,668 

228,532 
5,982 
1,468 
1,642 

244,931 

10,876 

4,793 

4,037 

Total 

229,676 

237,624 

264,637 

Fire  and  Emergency  Services 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

88,928 

0 

578 

72 

89,727 

0 

233 

0 

106,070 

6 

578 

72 

Total 

89,578 

89,960 

106,720 

Police  &  Fire  Retirement  System 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

204,918 
0 
0 
0 

220,000 
0 
0 
0 

226,700 
0 
0 
0 

Total 

204,918 

220.000 

226,700 

Judges  Retirement  System 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

5,100 
0 
0 
0 

4,700 
0 
0 
0 

5,500 
0 
0 
0 

Total 

5.100 

4,700 

5,500 

Court  of  Appeals 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

5,929 
0 
0 
0 

5,937 
0 
0 
0 

6,167 
0 
0 
0 

Total 

5.929 

5.937 

6,167 

Superior  Court 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

73,134 

306 

2 

1,195 

75,252 

0 

0 

1,600 

74,295 

820 

740 

2,899 

Total 

74.637 

76,852 

78,754 

D.C.  Court  System 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

33,277 
0 
0 
0 

33,331 
0 
0 
0 

36,291 
0 
0 
0 

Total 

33,277 

33,331 

36.291 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Public  Safety  and  Justice  -  continued 
Office  of  the  Corporation  Counsel 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

13,670 

0 

170 

1,857 

12.148 

138 
4,491 

12,705 

0 

138 

4,491 

Total 

15.697 

16.777 

17,334 

Settlements  and  Judgments 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

14,469 
0 
0 
0 

14,800 
0 
0 
0 

14,800 
0 
0 
0 

Total 

14.469 

14.800 

14,800 

Public  Defender  Service 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

7,638 
0 
0 
0 

7,702 
0 
0 
0 

7,797 
0 
0 
0 

Total 

7.638 

7,702 

7,797 

Pretrial  Services  Agency 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

3,200 

1,359 

28 

204 

4,225 

1.204 

0 

0 

3,891 

1.396 

0 

776 

Total 

4,791 

5.429 

6.063 

Department  of  Corrections 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

238,832 

904 

2,304 

951 

242.908 

930 

3,321 

1,382 

264,289 
2,620 
3,610 
1,783 

Total 

242.991 

248.541 

272,302 

Board  of  Parole 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

5,378 

164 

0 

27 

5,305 
0 
0 
0 

6,106 

2,171 

0 

0 

Total 

5.569 

5.305 

8,277 

National  Guard 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1.032 
0 
0 
0 

667 
0 
0 
0 

902 
0 
0 
0 

Total 

1.032 

667 

902 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Public  Safety  and  Justice  -  continued 
Office  of  Emergency  Preparedness 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,396 

924 

0 

21 

1,316 

826 

0 

0 

1,460 

1,427 

0 

0 

Total 

2,341 

2.142 

2.887 

Judicial  Disabilities  and  Tenure 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

122 
0 
0 
0 

126 
0 
0 
0 

128 
0 
0 
0 

Total 

122 

126 

128 

Judicial  Nomination  Commission 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

20 
0 
0 
0 

79 
0 
0 
0 

80 
0 

0 
0 

Total 

20 

79 

80 

Civilian  Complaint  Review  Board 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

753 
0 
0 
0 

0 
0 
0 
0 

0 
0 
0 
0 

Total 

753 

0 

0 

Total,  Public  Safety  and  Justice 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

921,214 
6,027 
5,302 
5,995 

946,755 
8,942 
5,160 
9,115 

1,012,112 

19,310 

9,859 

14,058 

Total 

938,538 

969.972 

1.055,339 
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PUBLIC  EDUCATION  SYSTEM 


Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Public  Schools 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

519,460 

57,371 

7,324 

10,492 

492,489 

75,786 

4,343 

2,557 

482,514 

85,823 

7,928 

2,557 

Total 

594,647 

575,175 

578,822 

School  Repairs 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

2,730 
0 
0 
0 

0 
0 
0 
0 

Total 

0 

2.730 

0 

Teachers  Retirement  System 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

87.109 
0 
0 
0 

111,000 

0 

0 

800 

88,100 

0 

0 

800 

Total 

87.109 

1 1 1 ,800 

88,900 

University  of  the  District  of  Columbia 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

49.966 
9.468 

17,238 
6,423 

42,924 

10,611 

16,922 

6,486 

38,479 

11.747 

19,575 

6,486 

Total 

83,095 

76.943 

76.287 

D.C.  School  of  Law 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

3.928 

0 

1,607 

11 

0 
0 
0 
0 

0 
0 
0 
0 

Total 

5,546 

0 

0 

Educational  Licensure  Commission 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

358 

132 

0 

0 

0 
0 
0 
0 

0 
0 
0 
0 

Total 

490 

0 

0 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Public  Education  System  -  continued 
Public  Library 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

19,755 

457 

827 

6 

20,754 

446 

454 

3 

21,529 

446 

454 

3 

Total 

21,045 

21,657 

22,432 

Commission  on  the  Arts  and  Humanities 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,672 

562 

0 

0 

1,720 

542 

0 

0 

1,757 

463 

0 

0 

Total 

2,234 

2,262 

2,220 

Total,  Public  Education  System 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

682,248 
67,990 
26,996 
16,932 

671,617 

87,385 

21,719 

9,846 

632,379 

98,479 

27,957 

9,846 

Total 

794.166 

790,567 

768,661 
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HUMAN  SUPPORT  SERVICES 


FY  1995 

FY  1996 

FY  1997 

Agency 

Actual 

Budget 

Request 

Department  of  Human  Services 

Local  Funds 

858,048 

847,675 

825,954 

Federal  Funds 

636.750 

673,649 

666,295 

Other  Funds 

42,760 

44,013 

44,878 

Intra-District  Funds 

12,595 

1,277 

1,073 

Total  ^_ 

1.550.153 

1,566,614 

1.538.200 

Department  of  Recreation  and  Parks 

Local  Funds 

22.388 

25.198 

28.218 

Federal  Funds 

0 

0 

64 

Other  Funds 

1,200 

2.133 

2.133 

Intra-District  Funds 

2,937 

3,199 

3.199 

Total  ^_ 

26.525 

30.530 

33.614 

Office  on  Aging 

Local  Funds 

13.450 

13.536 

13,611 

Federal  Funds 

5,369 

5.310 

5,410 

Other  Funds 

0 

5 

5 

Intra-District  Funds 

185 

143 

143 

Total  _ 

19.004 

18.994 

19,169 

D.C.  General  Hospital  Payment 

Local  Funds 

56.735 

47,155 

59,735 

Federal  Funds 

0 

0 

0 

Other  Funds 

0 

0 

0 

Intra-District  Funds 

0 

0 

0 

Total  ^ 

56.735 

47,155 

59.735 

Unemployment  Compensation  Fund 

Local  Funds 

7,455 

5,937 

7,678 

Federal  Funds 

0 

0 

0 

Other  Funds 

0 

0 

0 

Intra-District  Funds 

0 

0 

0 

Total  _ 

7.455 

5,937 

7.678 

Disability  Compensation  Fund 

Local  Funds 

26,561 

26,000 

24.793 

Federal  Funds 

0 

0 

0 

Other  Funds 

0 

0 

0 

Intra-District  Funds 

0 

0 

0 

Total  ^ 

26.561 

26.000 

24.793 

Office  of  Human  Rights 

Local  Funds 

1.300 

1,246 

742 

Federal  Funds 

57 

106 

197 

Other  Funds 

1 

1 

0 

Intra-District  Funds 

0 

35 

35 

Total  _ 

1.358 

1.388 

974 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Human  Support  Services  -  continued 
Office  on  Latino  Affairs 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

822 

0 

0 

25 

635 

0 

0 

20 

668 

0 

0 

20 

Total 

847 

655 

688 

Commission  for  Women 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

117 
0 
0 
0 

0 

0 

20 

0 

0 
0 
0 
0 

117 

20 

0 

Energy  Office 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

377 

5,429 

822 

0 

0 

3,585 

582 

0 

0 

4,699 

627 

0 

Total 

6,628 

4,167 

5,326 

Total,  Human  Support  Services 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

987,253 

647,605 

44,783 

15,742 

967,382 

682,650 

46,754 

4,674 

961,399 

676,665 

47,643 

4,470 

Total 

1.695.383 

1 ,701 ,460 

1,690,177 
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PUBLIC  WORKS 

Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Department  of  Public  Works 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

82,426 
3,598 
5,840 

35,323 

80,647 

2,682 

17,771 

50,629 

98.201 
3,047 
9,958 

47,836 

Total 

127,187 

151,729 

159.042 

Taxicab  Commission 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,174 

0 

326 

0 

919 
0 

571 
0 

429 
0 

571 
0 

Total 

1,500 

1.490 

1,000 

Washington  Metropolitan  Area  Transit 
Commission 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

96 
0 

0 
0 

96 
0 
0 
0 

96 
0 
0 
0 

Total 

96 

96 

96 

Washington  Metropolitan  Area  Transit 
Authority  (Metro) 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

123,051 
0 
0 
0 

130,899 
0 
0 
0 

131,820 
0 
0 
0 

Total 

123,051 

130,899 

131,820 

School  Transit  Subsidy 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

4,152 
0 
0 
0 

3,845 
0 
0 
0 

3,845 
0 
0 
0 

Total 

4,152 

3.845 

3,845 

Total,  Public  Works 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

210,899 

3,598 

6,166 

35,323 

216,406 

2,682 

18,342 

50,629 

234,391 

3,047 

10,529 

47,836 

Total 

255.986 

288,059 

295,803 
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FINANCING  AND  OTHER  USES 


Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Washington  Convention  Center  Transfer 
Paynnent 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

5,175 
0 
0 
0 

5,400 
0 
0 
0 

5,400 
0 
0 
0 

Total 

5,175 

5,400 

5,400 

Repayment  of  Loans  and  Interest 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

309,403 
0 
0 
0 

327,787 
0 
0 
0 

333,710 
0 
0 
0 

Total 

309.403 

327,787 

333,710 

Repayment  of  General  Fund  Recovery 
Debt 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

36,695 
0 
0 
0 

38,678 
0 
0 
0 

38.314 
0 
0 
0 

Total 

36,695 

38,678 

38.314 

Interest  on  Short-Term  Borrowing 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

12,412 
0 
0 
0 

18,420 
0 
0 
0 

34,461 
0 
0 
0 

Total 

12,412 

18,420 

34,461 

Optical  and  Dental  Benefits 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

2,776 
0 
0 
0 

0 
0 
0 
0 

0 
0 
0 
0 

Total 

2,776 

0 

0 

Inaugural  Expenses 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 
0 
0 

0 
0 
0 
0 

5,702 
0 
0 
0 

Total 

0 

0 

5.702 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Financing  and  Other  Uses  -  continued 
Workforce  Reduction 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 

0 

0 
0 

0 
0 

0 
0 

(21,375) 
0 
0 
0 

Total 

0 

0 

(21.375) 

Total,  Financing  and  Other  Uses 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

366,461 
0 
0 
0 

390,285 
0 
0 
0 

396,212 
0 
0 
0 

Total 

366,461 

390,285 

396,212 
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DISTRICT  OF  COLUMBIA  FINANCIAL  RESPONSIBILITY  AND 
MANAGEMENT  ASSISTANCE  AUTHORITY 

FY  1995              FY  1996              FY  1997 
Agency Actual Budget Request 


Local  Funds 

0 

3,150 

3,400 

Federal  Funds 

0 

0 

0 

Other  Fun  Funds 

0 

0 

0 

Intra-Dlstrict  Funds 

0 

0 

0 

Total 0 3,150 3.400 
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ENTERPRISE  AND  OTHER  FUNDS 


Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Department  of  Public  Works  (Utility 
Administration 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

157,474 

0 

3,034 

5,387 

186,303 

0 

433 

4,744 

0 

0 

195.619 

4,381 

Total 

165.895 

191.480 

200,000 

Washington  Aqueduct 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

18.077 
0 
0 
0 

39,524 
0 
0 
0 

0 

0 

25,743 

0 

Total 

18.077 

39.524 

25.743 

Lottery  and  Charitable  Games 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

7,661 

0 

231,760 

7,688 

7.778 

0 

222.000 

0 

0 

0 

247,900 

0 

Total 

247.109 

229.778 

247.900 

Office  of  Cable  Television 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

1,690 

0 

154 

2 

1.434 

0 

332 

0 

2,179 

0 

332 

0 

Total 

1.846 

1.766 

2,511 

Sports  Commission  (Starplex) 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 
0 

3,475 
0 

0 
0 

6,457 
0 

0 
0 

8.717 
0 

Total 

3.475 

6.457 

8.717 

D.C.  General  Hospital  (PBC) 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

203 

0 

39,562 
21,416 

0 

0 

52.477 
5,615 

0 

0 

52,684 
5,615 

Total 

61.181 

58.092 

58.299 
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Agency 

FY  1995 
Actual 

FY  1996 
Budget 

FY  1997 
Request 

Enterprise  and  Other  Funds  -  continued 
Retirement  Board 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-Dlstrict  Funds 

0 

0 

10,319 

0 

0 

0 

12,417 

0 

0 

0 

16,667 

0 

Total 

10,319 

12,417 

16,667 

Correctional  Industries 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 

0 

2,290 

4,763 

0 

0 

3,231 

5,596 

0 

0 

3,052 

6,100 

Total 

7,053 

8,827 

9,152 

Washington  Convention  Center 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

0 

0 

0 

12,868 

0 

0 

0 

32,557 

0 

0 

42,596 

5,400 

Total 

12,868 

32.557 

47,996 

Total,  Enterprise  and  Other  Funds 

Local  Funds 

Federal  Funds 

Other  Funds 

Intra-District  Funds 

185,105 

0 

290,594 

52,124 

235,039 

0 

297,347 

48,512 

2,179 

0 

593,310 

21,496 

Total 

527,823 

580,898 

616,985 
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OBJECT  CLASS  COMPARISON 

Mr.  Walsh.    Please  submit  for  the  record  a  comparison  of  growth  rates  in  District 
spending  for  FY  1995-FY  1997,  similar  to  page  1634  of  the  fiscal  year  1995  hearings. 

[The  information  follows:] 


Growth  Rate  of  District  Government  Spending 

FY  1995  Actual  Expenditures  -  -  FY  1997  Proposed  Budget 

by  revenue  type  by  object  class  (dollars  In  ttiousands) 

«*v 

«t?« 

n'»9W 

pt  im 

■■■■■"Wli -#■■■" 

WH-9) 

Typ« 

OfafadCIOM 

AOwA 

OCOIA 

PK^MtAd 

DlliMMiC* 

%Chan9« 

LOCAL  FUNDS 

S 

n 

CONTINUING  FUU  TIME 

1.096,358 

1.069.677 

1.077.306                         7,629 

0.71% 

s 

12 

REGULAR  PAY  -  OTHER 

87.859 

71.696 

43,972                      -27,724 

-38.67% 

s 

13 

ADDITIONAL  GROSS  PAY 

120.398 

81,132 

93,578                        12/446 

15.34% 

s 

14 

FRINGE  BENERTS 

162.207 

168,657 

153,122                      -15,535 

-951% 

Sulitotot  Panonol  S«ivic«s 

1,4M.822 

1.391.162 

1.367,978                      -23,184 

-1.67% 

s 

20 

SUPPUES  &  MATERIALS 

41,424 

77,695 

43,415                      -34580 

-44.12% 

s 

3A 

ENERGY 

62.304 

72532 

65,655                     -16,577 

-22.9.6% 

s 

3B 

COMMUNICATIONS 

19.390 

16.818 

17,330                            612 

3,04% 

s 

3C 

RENT 

45.261 

36,775 

36,758                             -17 

-0.05% 

s 

40 

OTHER  SERVICE  CHARGE 

275.446 

315,680 

299,033                      -16,647 

-557% 

s 

50 

SUBSIDIES  ^TRANSFERS 

1.186.267 

1508,481 

1535,010                       26,629 

2.20% 

s 

60 

LAND  AND  BUILDINGS 

0 

16506 

0                      -16505 

-100.00% 

s 

70 

EQUIPMENT  &  RENTAL 

22.901 

43,894 

35,687                        -8507 

-18.70% 

s 

80 

DEBT  SERVICE 

394.413 

425,921 

406,486                      -19,436 

-4.56% 

s 

95 

INITIATIVES 

0 

0 

-95546                      -95545 

NA 

s 

99 

UNKNOWN  PAY  PST 

4 

0 

0                                0 

0.00% 

Subtotal  Non-Paraonal  SarvicM 

Z047^10 

2,213,701 

^034.128                    -179,573 

-8.11% 

Total 

3.514.231 

3,i04.8«3 

3,402,106                    -202,757 

-5.62% 

PRIVATE  a  OTHER  FUNDS 

o 

11 

CONTINUING  FUU  TIME 

20.296 

30,412 

42.607                        12,195 

4010% 

o 

12 

REGULAR  PAY  ■  OTHER 

9.022 

14,177 

12,338                        -1339 

-12.97% 

o 

13 

ADDITIONAL  GROSS  PAY 

SJOSS 

1,528 

6.504                         4.976 

325.65% 

o 

14 

FRINGE  BENEFITS 

5.429 

4.606 

10.067                         5561 

109.47% 

Subtotal  Panond  S«ivIcm 

39.803 

50,923 

71.516                       20.593 

40^44% 

o 

20 

SUPPUES  &  MATERIALS 

18,725 

27.342 

26,U3                        -1529 

-4.49% 

o 

3A 

ENERGY 

4.6C0 

3,757 

6JSCe                         4.745 

126  30% 

o 

3B 

COMMUNICATIONS 

^JSta 

1.9S0 

93m                            258 

13  23% 

o 

3C 

RENT 

6AW 

999 

U70                          371 

37.14% 

o 

40 

OTHER  SERVICE  CHARGE 

70X193 

102.066 

132530                       30.164 

29.55% 

o 

50 

SUBSIDIES  &TRANSFERS 

239.612 

159,560 

465,946                     306,386 

192.02% 

o 

60 

LAND  AND  BUILDINGS 

1 

1,315 

1,126                           -189 

-1437% 

o 

70 

EQUIPMENT  &  RENTAL 

4,666 

9,763 

8,316                        -1,447 

-1482% 

o 

91 

EXP  NT  BUDGET  O 

0 

71 

71                                   0 

0.00% 

Subtotal  Non-P*nonal  ScrvlcM 

34S,t09 

306.823 

645,881                     339,058 

110.51% 

Total 

385.612 

357.746 

(con11nu«cD 

717.397                     359,651 

100^3% 
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Growth  Rate  of  District  Government  Spending 

FY  1995  Actual  Expenditures  -  -  FY  1997  Proposed  Budget 

by  revenue  type  by  object  doss  (dollars  in  ttiousands) 


itev 

ivtws 

FY  1994 

fytw; 

1Y96-W 

FY  96-97 

Typ« 

Obi«:tClca« 

Actual 

OCf&A 

Propo4#<J 

DMmmic* 

%Chaft9« 

INTRA-DISTRia  FUNDS 

1 

n 

CONTINUING  RJLL  TIME 

84,716 

49,702 

82,993                       33,291 

66  98% 

1 

12 

REGULAR  PAY  -  OTHER 

26,463 

60,346 

25,239                      -35,107 

-58,18% 

1 

13 

ADDITIONAL  GROSS  PAY 

13,094 

8,008 

10375                         2,867 

35.80% 

1 

14 

FRINGE  BENEFITS 

19.718 

23,052 

16,608                        -6,444 

-2795% 

Subtotal  P«nond  Ssrvlcm 

143,991 

141,108 

135,715                        -5.393 

•3.82% 

1 

20 

SUPPUES  8c  MATERIALS 

6,280 

1 1 ,857 

6,263                        -5.594 

-47  18% 

1 

3A 

ENERGY 

69 

2A49 

1W6                        -1,574 

-5942% 

1 

3B 

COMMUNICATIONS 

1,116 

355 

471                             116 

32.68% 

1 

3C 

RENT 

2292 

2,640 

92                        -2,548 

-96.52% 

1 

40 

OTHER  SERVICE  CHARGE 

20,331 

60,017 

41,558                      -18,459 

-30.76% 

1 

50 

SUBSIDIES  8. TRANSFERS 

4,473 

1,402 

-54,370                      -55,772 

-3978.03% 

1 

60 

LAND  AND  BUILDINGS 

-11 

139 

0                           -139 

-100.00% 

1 

70 

EQUIPMENT  &  RENTAL 

1,937 

3.317 

2/aS,                           -862 

-2599% 

1 

80 

DEBT  SERVICE 

58 

0 

0                                0 

0,00% 

1 

91 

EXP  NT  BUDGET  O 

0 

750 

750                                0 

0,00% 

Subtotal  Non-P»itonal  S«ivlc«t 

3«.S34 

83,126 

-1,706 

-84.&32 

•10Z05% 

fEDERAt  FUNDS 


11    CONTINUING  FULL  TIME 

109.442 

76,725 

62,157 

-14,568 

-18,99% 

12   REGULAR  PAY  -  OTHER 

61,768 

64,153 

61,991 

-2.162 

-3.37% 

13    ADDITIONAL  GROSS  PAY 

12,708 

3,791 

7,113 

3,322 

87  63% 

14   FRINGE  BENEFITS 

28,279 

22,488 

19,889 

-2,699 

-11.55% 

Subtotal  Psnond  Saivic** 

21Z197 

147.157 

1SI.150 

-14.007 

-9.58% 

2(1  SUPPUES  8t  MATERIALS 

16,331 

27X306 

17280 

-9,726 

-3601% 

3A  ENERGY 

1,367 

538 

395 

-143 

-26.58% 

3B   COMMUNICATIONS 

917 

1,111 

877 

-234 

-21.06% 

3C  RENT 

M18 

1,771 

3457 

1,686 

95.20% 

40  OTHER  SERVICE  CHARGE 

85,969 

82,822 

129,929 

47,107 

56.88% 

50  SUBSIDIES  SiTRANSFERS 

512,023 

516,988 

548,879 

31.891 

6.17% 

70   EQUIPMENT  8.  REf^AL 

6.692 

9,103 

14,378 

5275 

57.95% 

91    EXP  NT  BUDGET  O 

0 

661 

661 

0 

0,00% 

95  INITIATIVES 

0 

0 

-11,605 

-11.605 

NA 

Subtotal  Non-P«nonal  S«fvlc*> 

624.717 

440.000 

704.251 

44.2S1 

10.04% 

834,914 


Total -ALL  FUNDS 
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CAPITAL  OUTLAY  PROGRAM 


Mr.  Walsh.    Please  submit  for  the  record  the  capital  outlay  program  for  fiscal  year 
1997,  similar  to  the  information  on  pages  1636  through  1638  of  the  fiscal  year  1995  hearings. 

[The  information  follows:] 


FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


FY  1997 
Request 


Office  of  the  City  Administrators:  InfonnatkNi  Technology/Infrastructure  Modernization 


Department  of  Administrative  Services: 

Energy  Conservation „.. 

Energy  Conservation — — 

Repair  North/South  Potomac  Buildings 

Space  Consolidation 

Site  Purchase 

Office  Building  Renovations  

Government  Center  .„ _. 

District  Reporting  System 
District  Reporting  System 
Energy  Conservation 


Total,  Administrative  Services 


Office  of  the  Secretary:  Records  Building 


Office  of  Personnel:  Automated  Personnel  System 

Office  of  the  Budget 

Facility  Condition  Assessment 


Office  of  Financial  Management 

Equipment  Acquisition  

Financial  Control  System  ... 
Pay  and  Position  Control  ... 
Upgrade  SHARE  Center 


Total.  Financial  Management 

Department  of  Finance  and  Revenue:  Computer  Systems  Project 


3,000 


41,000 

(2.000) 

151 

(11.018] 

1.000 

(3,115,000) 

3,448,000 

100.000 

0 

150.000 


612.133 


(89,000) 


(1.820.000) 


1.000.000 


(187.000) 
31.123,000 
(2.000,000) 
(3.274,000) 

25.662.000 
465.000 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


Department  of  Business  and  Economic  Development 

Economic  Development  Zones 

Economic  Development  Zones  — 

Automation  Assistance 

Economic  Development  Revitalization  „... 

Adams  Morgan  Patliing 

Economic  Development  Fund  

Business  improvements 

Neighbortwod  Revitalization 

Employment  Center 

Commerical  Center 

Employment  Centers  _ 

Commerical  Centers 


Neighbortwod  Revitalization 

NeighbortHMd  Revitalization 

NeigtitMrtMOd  Revitalization 

Commerical  Center 

Commerical  Center ._ _ 

Emptoyment  Center  Constnictioo  .... 
Empk^ent  Center  Construction  .... 
Employment  Center  Construction  .... 

Business  Credit  Assistance 

Incubator  Facilities  


Total,  Business  Services  and  Economic  Development 


Department  of  Housing  and  Community  Development: 

Ft  Lincoln  Streets - 

Ft  Lincoln  Utility 

Ft  Lincoln  Drive  Paving - — 

Ft  Lincoln  New  Town - 

Parkside/Kenilworth 

Knox  Hill  — 

Deanwood  Gardens 

Affordable  Housing  Program 

Land  Acquisition  

Camp  Simms  Development 

Transitional  Housing ~ 

Commerical  Centers 

Wunder  Project - •■ 


FY  1997 
Request 


Total.  Housing  and  Community  Development 


1.481,000 

(5.772.000) 

(4.600.000) 

(6.000.000) 

(12.180.000) 

806.000 

(1.000) 

(357.000) 

(5.000) 

(564.000) 

(130.000) 

(2.379.000) 

(400.000) 

(599.0001 

(107.000) 

(260.000) 

(2.41&000); 

(500,000)1 

(657,000)' 

(419,000) 

(41,000)! 

(4.000); 

(35.104.000) 


(1.513.000) 

5,000.000 

(959.000) 

(40,000) 

(12,000) 

5,000,000 

(25,000) 

2,324,000 

(11,491,000) 

(4,886,000) 

(7.509,000) 

(2.800,000) 

(100.000) 

(17.011.000) 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title ^^ 

Department  of  Public  and  Assisted  Housing: 

Warehouse  Renovation  

Scattered  Site  Renovation _ — 

Vacant  Unit  Repairs - 

Corrector  Replacement - --• 

ArdMtectural  Improvements _ 

Asbestos  Removal -. 

Soil  Erosion  Control 

Stanton  Terrace _ _ 

Valley  Green  _ « 

SiteLigtrting „ 

Engineering  Survey - 

Richardson- Dwelling  

Window  Replacements  — . 

Roof  Replacements 

Gas  Lines  - 

EastCapitoi  ~ - « 

Benrang  Terrace  « - 

Benning  Terrace  « 

Bany  Farm  Renovation  „... 

Highland  Dwelling  Addition  

General  Improvements  ~ 

Greenleaf  Highrise 

Ellen  Wilson 

Gneenleaf  Gardens - 

James  Apartments ~. 

Carrollsbufg  Dwellings 

Eastgite  Gardens „ — 

ArtlHif  Capper  Building  ..„ — 

Renovation  of  Public  Housing „ — „ „ 

Kenilworth/Parlsside „ „ ~ _ 

Compfehensi\«  Modernization  Frontier  ™ _ 

Total,  Public  and  Assisted  Housing — 

Department  of  Employment  Services:  Information  Technology/Infrastructure  Mod- 
ernization   '. 

Police  Department 

Police  Computers _ „ - 

Permanent  Improvements  _ , 

Permanent  Improvements  „ - 

Addition  to  1st  District  Station  „ 

Police/rire  HartMrUnit 

Helicopter  Facility ._ — «... 

Central  Cellbtock  Expansion  . ~ 


FY  1997 
Request 


(317.000) 
(990,000) 

(7,265.000) 

(1,307,000) 

(598.000) 

(566.000) 

(4S.000) 

(701.000) 

(6.317.000) 

(2.489,000) 

(204,000) 

(27.000) 

(1.485,000) 
(901.000) 
(116.000) 
(517,000) 
403.000 
(419.000) 
(196.000) 
(137.000) 

(8.546,000) 
(116,000) 

(6.210,000) 
(84.000) 
(393.000) 
(171.000) 
(786.000) 
(214.000) 
(47,000) 

(5,768.000) 
(34.000) 


(46.566,000) 


233,000 


(252,000) 

(12,000) 

(23,000) 

(9,000) 

9.000 

(21.000) 

4.500.000 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Protect  Title 


FY  1997 
Request 


Outdoor  Range  Renovation  

Roof  Replacements  

Former  Seven  District  Rehabilitation 


Total,  Police  Department 


Fire  and  Emergency  Medical  Services  Department 

Fire  Apparatus  Replacement 

Engine  Co.  No.  12  Replacement 

Engine  Co.  No.  11  Replacement „ 

Fire  Station  S.  Capitol  

Roof  Replacement 

Rehabilitation  Engine  Co.  No.  5 

Training  Building  

Permanent  Improvements  - — 

Rehabilitation  Engine  Co.  No.  3  

Ambulance  and  Communication  Equipmcf* 

Communications  System ~.... 

Ptnnaflent  Improvements  

Permanent  Improvements 

Permanent  Improvements  


Total,  Fire  Department 


(2.082.000) 

2.317,000 

(197) 

4.426.803 


1,237.000 

(13,000) 

(7,000) 

(21,000) 

(1.000) 

(2.000) 

(587.000) 

743.000 

(63.000) 

4.000.000 

4.000.000 

(3,0001 

(40.000) 

(6.000) 

9,237.000 


D.C.  Court  System: 

New  Appellate  Court 

Convert  Unusable  Space  „ 

Exterior  Windows 

Arbitration  Center 

General  Improvements 

Juvenile  Cellblock „ 

Additional  Courtrooms  and  Chambers 
(Central  Recordifif  Systsn^   


Central  Recording  S^fstem 
General  bnpravements 

Stainmell  for  Prisoner 

Building  Restoration 

Renovation  of  BuMing  — 
Senior  Judges  Chambers . — 
Judicial  Reorganization  Act « 

New  Court 

HVAC  Criminal  Court 

Permanent  Improvements  .... 
Permanent  improvements  — 
Court  Facility  improvements 


25 

(5.000) 

(961.000) 

(500,000) 

(36,000) 

(879.000) 

10.000,000 

1S0,000 

(1.350.000) 

2.906,000 

(596,000) 

10,664 

2.709 

800 

4.996 

(57.000) 

(680.000) 

(3,000) 

(18.000) 

(35.000) 


Total.  D.C  Courts 


7.955.194 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


FY  1997 
Request 


Depntment  of  Correctioni: 

Equipment 

Detention  Center  Addition  .... 

Equipment ™ «.« 

Equipment - 

Occoquan  II 

Civil  Action  2136-80 

Culinary  Improvements  

Occoquan  III  _ 

Road  Resurfacing  „ 

Water  System  „._ 

Vehicle  Shop  Renovation  — 

Residential  Lighting 

Culinary  Improvements  _ 

Maximum  Security 

Occoquan  III  ~ 

Perimeter  Lighting „... 

Code  Compliance/Occoquan 


Sewrage  Treatment  Plant 

General  Improvements  _.._ 

General  Improvements  ._ 

Correctional  Facility  lmpfDvemaiS~.~ 

General  Improvements  

General  Improvements 

Correctional  Facility  Improvements  .. 
Correctional  Facili^  Improvements  .. 

Correctional  Modular  Housing 

Modular  Correctional  Housing 

Heating  Plant 

Judiciary  Square  Jail 

Medium  Security  Facility 

Master  Plan  Phase  I  

Damaged  Building  Replacement  

Damaged  Building  Replacement  

Perimeter  Renovations  

Correctional  Treatment  Facility 

Correctional  Emergency  Facility 

Youth  Facility  Renovation  

Youth  Facility  Renovation  


(1,000) 

81.000 

(7.000) 

(141.000) 

(288.000) 

(171.000) 

(90.000) 

(427,000) 

(319.000) 

(7.000) 

(7.000) 

(277.000) 

(20.000) 

(240.000) 

(49.000) 

(293,000) 

(16.291.000) 

(22.610.000) 

(165.000) 

(2,694.000) 

(11.000) 

(87.000) 

(494.000) 

(105.U00) 

(1.000) 

(154.000) 

(121.000) 

342.000 

(2,200.000) 

(83.095.000) 

(617.000) 

(1.767.000) 

(394.000) 

(9.475.000) 

(96.000) 

(1.746.000) 

(10.242.000) 

(292.001) 


Total.  Corrections -- -        (154.571.00D 


Office  of  the  Emergency  Preparedness:  Two-way  Radio  System 


(3.314.000) 


Public  Schools: 

Permanent  Improvements 
Permanent  Improvements 
Permanent  Improvements 
Burrville  Equipment  


(1.00(0 
(12.000) 
(44.000) 

(3.000) 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 

Eaton  Elementary  Modernization 

Eaton  Elenientary  School  

LaFayette  Modernization/Addition  

Martha  Washington  Equipinent  

Martha  Washington  Vocational 

Ellington  Arts  

Eastern  High  School 

Bell  Career  Center 

Phdps  Career  Center 

Permanent  Improvements  » 

Pre-Vocational  Center 

Coolidge  High  School 

Equipment _ - 

McKinley  High  School 

Equipment „ 

Boiler  Replacement 

Roof  Replacement _ 

Air  Quality  Control 

Room  Conversion 

Replace  Windows  

Public  Address  Cloch  

Electrical  Modernization 

Safety  and  Security 

Retaining  Wall  &  Auditorium  improvements 

Asl)estos  Abatement 

Air-Conditioning  

Erosion  Control 

Safety  and  Building  Improvements  

Permanent  Improvements  

Sharpe  Health  School  Modernization 

Roof  Replacements  

Roof  Replacements  

Boiler  Replacements  

Boiler  Replacements  

Window  Replacements  

Ooor  Replacements  „ 

Door  Replacements 

Electrical  Systems  Replacement 

Room  Conversions 

Room  Conversions 

General  Improvements  

Maintenance  PAYGO _ 

Maintenance/PAYGO  

Maintenance/PAYGO 

General  Improvements  

General  Improvements  

General  Improvements  


FY  1997 
Request 


(242.000) 

17.000 

(156.000) 

(7.000) 

(1.000) 

(78.000) 

(99,000) 

(17.000) 

(47.000) 

(92,000) 

(2.683.000) 

(44.000) 

(9,000) 

2.000 

(1.000) 

(1.102.000) 

(662.000) 

44.000 

(77.000) 

(4.000) 

(9.000) 

(32.000) 

(60.000) 

(6.000) 

(1.262.000) 

6.000 

(81.000) 

(32.000) 

(102.000) 

(4.311.000) 

(171,000) 

(38.000) 

(682.000) 

(60.000) 

(911.000) 

10,000 

(670.000) 

407.000 

77.000 

(120.000) 

29,424.000 

82.400.000 

(31.000) 

(126.000) 

136.000 

(133.000) 

26.000 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 

General  Imprwements  

General  improvements  

General  Improvements  

A/C  Replacements 

Attiletic  Facility  Improvements  ..„ 

SctKwl  Modernizations 

Total,  Public  Schools 

Univefsity  of  the  District  of  Columbia: 

Central  Library  

Mt.  Vernon 

Van  Ness  II - 

Brook  Mansion '. 

Van  Ness  III 

Structural  Defects  Van  Ness 

Renovate  Mather  Building  

Carnegie  Repairs 

Architectural  Barrier  Reinoval — 

Renovate  Wilson 

Equipment  Phase  III 

Site  Purchase 

Site  Purchase ~ 

Site  Purchase 

SprinWer  System  

Electrical  and  Safety  Modernization 

Aerospace  Building  

Emergency  Repairs .._ 

Roof  Replacement/Water  Repair 

Studio  Upgrade  Paygo 

Aerospace  Equipment 

Equipment 

Total,  University  of  D.C  

PuMic  Library: 

Permanent  Improvements  

Porta-Branch 

Lamond  Riggs 

Renovation  Petworth  Library 

HVAC  Martin  Luther  King  Memorial  Library 

Shepherd  Part*  Library 

-Asbestos  Abatement 

Roof  Replacements  

Permanent  Improvements  

Total,  Public  Library  


PC  1997 
Request 


101.000 
(25,000) 

(20,%9,000) 
314,000 
257,000 

(10,720,000) 

67,291,000 


(9,000) 

515,000 

1,000,000 

(1.000) 

(71.082) 

(62.000) 

(5.764,000) 

2.000.000 

1,000,000 

2,000,000 

(5.000,000) 

(676.000) 

(571,000) 

(5,000,000) 

(1.557,000) 

1,000,000 

1,716 

(361,000) 

204,000 

(200,000) 

2.000 

(16.000) 

(11.565,366) 


(67,000) 

(213.000) 

(1.000) 

(1.000) 

378.000 

(%.000) 

500,000 

500.000 

322.000 

1,322,000 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


FY  1997 
Request 


Commission  of  the  Arts  &  Humanities:  Public  Arts  Fund 


Oepartment  of  Human  Services: 

Pennanent  Improvements  

Permanent  Improvements  

Improve  Heat  System _ 

Renovation  J6  Johnson 

Oak  Hill  Addition 

Animal  Shelter  Improvement 

Pennanent  Improvements  

Code  Compliance  O.C.  Village 

Receiving  Home  Improvements 

J.B.  Johnson  Renovation 

Income  Maintenance  Center  Ward  8  .. 

Roof  Rehabilitation  

Oak  Hill  General  Renovations 

General  Renovations 

General  Renovations  „ 

General  Renovations  _ 

General  Renovations — 

General  Improvements  _.. 

Mechanical/Electrical  Renovations  .... 

Plumbing  Renovations  ™ 

Plumbing  Renovations  ~. 

.  Shelter  Renovations  „_ 

Shelters  for  Homeless 

Community  Mental  Health  Center 

Facility  Master  Plan  Study _ — 

Equipment  Acquisition  

Renovation  Vending  Cafe _ 

Shelters  for  Families _ 

Automated  aient  Eligibility  System  .. 

St  Elizabeths  Potwer  Plant 

St  Elizabeths  General  Improvements 

General  Renovations  ....„ 

General  Renovations 

St  Elizabeths  General  Improvements 
St  Elizabeths  General  Improvements 

O.C.  General  Renovation 

O.C.  General  Renovation — 

Building  Renovation „ 


(654,000) 


(6,000) 

(250,000) 

(1.000) 

(1.000) 

(24.000) 

(2.000) 

(8.000) 

(2,345.000) 

(4.937.000) 

(1.976.000) 

(30.374) 

0 

(3.475.000) 

(132,000) 

(41,000) 

(7.000) 

(38.0001 

(238.000) 

(273,000) 

(117.000) 

(7.000) 

(26.000) 

(38,000) 

(3.000) 

(967,000) 

(774.000) 

(1.000) 

(1.000) 

(936,000) 

(298,000) 

2S7JM 

1.550.000 

(S.000.000) 

1.550.000 

(3.481.000) 

2.500.000 

(3.427.000) 

(15.000) 


Total.  Human  Services 


(23.008.374) 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


Department  of  Recreation  and  Parte: 

Ncigtilwrtwod  Parte  

Permanent  Improvements  

Permanent  Improvements  

Permanent  Improvements 

Permanent  Improvements  ...„ 

Langdon  Par*  East „ _ 

Camp  Site  BuildingAttility 

Shapiro  Tract  ..„ _ „.. 

Joy  Evans  Center 

Fairfax  Recreation  Center  Development 

Wheatley  Playground  Development  

Building  Additions _ 

Guy  Mason  Center  Elevators 

Community  Parli  West 

Banneter „ _ 

Langley 

Petvwrth  „ „ 

Upshur  Recreation  Center  Renovation  .. 

Ft  Davis  Addition 

General  Improvements  

Bald  Eagle 

ttenih»ofth  Addition „. 

Ward  7  Ground  Improvements  

Lighting „ 

Keene/Ft  Stevens  Addition  

Harrison  Recreation  Center 

North  Michigan  Parli  Rehabilitation  

General  Improvements  

General  Improvements  

Genwal  Improvements  

General  Improvements  

General  Improvements  

Banneker  Tennis  Courts 

Chevy  Chase  Elevator  

Oeanwood  Renovation  

Fort  Stanton  Center  Renovation 

KnoK  Hill  Recreation  Center 

Kennedy  Playground  Renovation 

Kalorama  Recreation  Center  Addition  ... 

Lamond-Riggs  Recreation  Center 

Stead  Renovation 

Day  Care  Centers  Renovations  

Performing  Arts  Center  _ 

Resident  Camp  Development 

Takoma  Recreation  Center 

Children's  Theater 

Total.  Recreation  and  Parte 


fy  1997 
Request 

(181,000) 

(2.000) 

(36,000) 

27,000 

(220.109 

(1.000) 

(70.00D 

(162.000) 

(1,000) 

(289,000) 

(2,000) 

(2.000) 

(14,000) 

(63.000) 

(7,006.000) 

(11,000) 

(3,000) 

(2%.000) 

(78.000) 

(6,000) 

(11,000) 

(10.000) 

(9.0001 

(1,000) 

(2.000) 

(15.000) 

(30.000) 

15,131,000 

(484,000) 

(180,000) 

12.000 

363,000 

(453,000) 

(299,000) 

(406) 

(2.668) 

(51,000) 

290,000 

(4,000) 

(100.000) 

1,000 

(100.742) 

(6,000) 

(422,000) 

(5.995,000) 

(1.000) 

(795.924) 


-9- 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


FY  1997 
Request 


Office  on  A£ing: 

Renovate  Wastiington  Center  for  Aging  Services 

Washington  Wdiness  Center 

Congress  Heights  Center  

Multiple  Senior  Center  ._ „ 

Model  Cities  Senior 

Rock  Creek  Park  Senior  Center 

Senior  Wellness  Center 

General  Improvements 

Total.  Office  on  Aging _.. 


Department  of  Public  Works— Government  Facilities: 

Municipal  Office  Building 

Elimination  Fire  Harzards  District  Building 

District  Building  Renovation 

Permanent  Improvements  

Replace  HVAC  System  City  Hall  ..„ 

Conversion  Surplus  School „ 

Renovation  District  Building 

Underground  Storage  Tank  

Permanent  Improvements  

Electrical  Modernization 

Emergency  Repairs 

Conversion  of  Buildings 

504  Compliance  Modernization 

Emergency  Renovations  

Roof  Repairs 

Vehicle  Inspection  Station  Improvements 

Electrical  Modernization 

Roof  Rehabilitation  

Elevator  Rehabilitation _ 

Emergency  Improvements  - 

Permanent  improvements  

Electrical  Modernization 

Electrical  Modernization  _ 

Major  Roof  Renovations 

Roof  Replacement 

Emergency  Renovations  

Emergency  Renovations  

Emergency  Renovations  

Department  ol  PuUic  WMtB  Sunwt  Facilities 
Department  of  Putriic  Weris  Support  Facilities 
Department  of  Public  Worts  Support  Facilities 
Department  of  Public  Works  Support  Facilities 


(304,000) 

(36.901) 

ai37.000) 

(2.000) 

(122.000) 

(1.000) 

2.500.000 

952.000 


(150.901) 


(1,818.000) 

177 

(13.000) 

(11) 

(29.000) 

(5,000) 

(37.971.000) 

(700.000) 

(36,686) 

1,514 

(1,000) 

(12,000) 

(1.000) 

17.292 

(39.000) 

(27.000) 

(3,000) 

(45,000) 

(39.000) 

(1,000) 

(29,000) 

(1,450,000) 

(401.000) 

100.000 

(14,000) 

(36.000) 

(589,000) 

(10,000) 

600.000 

(6.000) 

(4.000! 

(103.0001 


-10- 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


FY  1997 
Project  Title     Request 


HVAC  Systems  Rehabilitation  (100.000) 

HVAC  Sterns  Rehabilitation  „ (45^000) 

Elevator  Rehabilitation _ 500,000 

Architectural  Barrier  Modernization 50o!o00 

Architectural  Barrief  Modernization (IsioOO) 

Architectural  Barrier  Modemizatiofl _ , (37!oO(B 

Asbestos  Abatement 3,500,000 

Asbestos  Abatement „ (193!oOO) 

Asbestos  Abatement _ __ (1,335,000) 

PC8  Equipment  Removal  „ „ (469!oOO) 

Department  of  Public  Works  Engineering  Library _ (209io00) 

&)ndition  Assessments „ „ (164!o00) 

Asset  Management „ „ — (259,000) 

Preliminary  Project  Engineering „ „„ (560.000) 

General  Improvements  .._ ^.. „ __ 1.991,000 

General  Improvements  ....„ ^ „ „ (17l!o00) 

CAD  Network _ „ ^ ""L  (297,000) 

CAD  Netvwrk  .„ „ _  (1,169,000) 

Security  Systems  Installation „ _ _ (465,000) 

Total,  Governmental  Facilities _ (4rB63;714) 

Department  of  Public  Works — ^Transportation  facilities: 

Anacostia  Freeway „ (10,000) 

Potomac  River  Freeway „ 181,000 

East  Leg  1-295 (361000) 

Center  Leg  S.W _ _ 1,107,000 

S.  Capitol  Street (124,000) 

Southern  Avenue „ „ „ „ (539,000) 

Safety  Improvements _ „.  94!o00 

Highway  Beautification „ „ 3  000 

Bicycle  Network  — „ _ o'ooo) 

Bridge  Rehabilitation  and  Replacement _ (580,000) 

Traffic  Operations  Improvements (149^000) 

Woodrow  Wilson  Bridge „ „ _ 11,000 

federal  Minority  Construction  Aid „ 2^000 

Management  System l]ooo 

Environmental  Hazard  Elimination  77,000 

Electrical  ^ems  Improvements _ _ 156!oOO 

Transportation  Electrical  Improvements „ 2.91o!o00 

Mobile  Radio  System (l!631.000) 

Mobile  Radio  ^em „ (338.000) 

Highway  Aid  Match  Fund 268,000 

Highway  Aid  Match  Fund „ (33!o00) 

Highway  Aid  Match  Fund  ..„ 6,426!oOO 

Intersection  Reconstiuction ^ (60.000) 

New  Yorii  Avenue 15.000 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Proiect  Title 


Communication  Cable 

Liberty  Plaza  Reconstruction 

Downtown  F  &  G  Streets 

Downtown  F  &  G  Streets 

Barney  Circle 

Union  Station  

Anacostia  Metro  


Whitehurst  Freeway 

Whitetiurst  Freeway 

Whitetiurst  Freeway 

Suitland  Paritway  

Suittand  ParVway  

Blair  Road.  N.W 

Local  Street  Improvements  .. 
Local  Street  Improvements  .. 
Local  Street  Improvements  .. 
Local  Street  Improvements  .. 
Local  Street  Improvements  .. 
Local  Street  Improvements  .. 

Safety  Improvements 

Safety  Improvements 

Safety  Improvements _... 

Safety  Improvements 

Safe^  Impravements 

Safety  Improvements 

Safety  Improvements 

Traffic  Safety  Improvements 
Traffic  Safety  Improvements 
Traffic  Safe^  Improwments 

Metro  Betterments  _ ~... 

Metro  Bettennents 

Bridge  Rehabilitation 

Bndge  Rehabilitation 

Bridge  Rehabilitation 

Bridge  Rehabilitation 

Bridge  Rehabilitation 

Bridge  Rehabilitation 

Bridge  Rehabilitation 

Bridge  Rehabilitation 

Bridge  Rehabilitation 

Resurface  StnetsAlighways . 
Resurface  Streets/Highways 
Resurface  Streets/Mghways 
Resurface  Streets/Highways 
Resurface  Streets/Highways 
Resurface  Streets/Highways 
Resurface  Streets/Highways 


FY  1997 
Request 


(1.187.000) 

(3.249.000) 

(138.000) 

(411.000) 

(84.000) 

688,000 

1.050,000 

(9.000) 

(94.000) 

(2.054.000) 

(9.000) 
508.000 

2,000 

3.000 
(102.000) 
(485.000) 
(172.000) 
(582,000) 
6.521.000 

11,000 

52.000 
221.000 
121,000 

13.000 

26,000 
(69,000) 

23.000 

123,000 

2,712.000 

17.000 
(110,000) 
(446.000) 

(49.000) 
(250.000) 
(289,000) 
(312.000) 
(598,000) 
(3,345.000) 
(374,000) 
34,253.000 

125,000 
(170.000) 

69.000 
312.000 

40.000 
(266.000) 
(503.000) 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


FY  1997 
Request 


Resurface  Greets/Highways 

Roadway  Resurfacing 

Roadway  Resurfacing 

Roadway  Resurfacing 

NeighbortMod  Street  ImprDvement 

NeighboitKWd  Street  Improvement 

Neigtiboftnod  Street  Improvetnefrt 

Roadside  Improvements 

Roadside  Improvements 

Roadside  Improvements 

Roadside  Improvements 

Roadside  Improvements 

Roadway  Upgrading 

Roadway  Upgrading 

Roadway  Upgrading 

Roadway  Upgrading 

Roadway  Upgrading 

Roadway  Upgrading „ 

Roadway  Upgrading 

Roadway  Upgrading 

Roadway  Upgrading 

Traffic  Operation  Improvements  

Traffic  Operation  Improvements  

Traffic  Operation  Improvements  

Traffic  Operation  Improvements  

Traffic  Operation  Improvements  

Traffic  Operation  Improvements  

Roadway  Reconstruction 

Roadway  Reconstruction 

Roadway  Reconstruction  

Roadway  Reconstruction 

Mitigation  &  Air  Quality 

Major  Equipment  Acquisition 

Federal  Demonstration 

Anacostia  Street  Reconstruction 

Neighborhood  Street  Improvement 

0  Street  Retaining  Wall  

Federal  Planning  &  Management  System 

Capital  Revenue  Adjustment 

Bicycle  Network 

Bkcfde  Improvements 

Southern  Avenue,  S.E 

S.  Capitol  Street „ 

Minnesota  Avenue.  N.E  

Minnesota  Avenue  Extension 


Total,  Transportation  Facilities 


(794,000) 
(3.810,000) 
(3.571.000) 
17.840.000 
(11,000) 
(5.000) 
(632.000) 
1.000 
14.000 
(4.000) 
14.000 
10.405.000 
206.000 
306.000 
(346.000) 
(177.000) 
(360.000) 
(271.000) 
(708.000) 
(1.375.000) 
10,078.000 
54.000 
1,073.000 
(40.000) 
(86,000) 
(708.000) 
4.365,000 
(2.514.000) 
100.000 
(565.000) 
6.228.000 
3.808.000 
(32.000) 
2,000.000 
(40.000) 
100.000 
(142,000) 
8.281,000 
111.000 
(213.0001 
(1,961.000) 
(1.051,000) 
223,000 
(20,000) 
(5,000,000) 

79.727,000 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


Project  Title 


FY  1997 
Request 


Department  of  Public  Worlts— Cnviroflmefltal  Facilities: 

Relief  Fkjod  and  Drain — 

Capital  Hill  Relief  Sewer 

Solid  Waste  Removal  -...- 

Space  Maintenance  Headquarters „ 

Stormwater  Facility .- 

New  Maintenance  Facility ~ - 

Oxon  Run  Stream  Improvements 

NJ  &  K  Streets  Facility 

Kearney  Street  Storm  Sewer - 

ft  Totten  Building 

11th  i  0  Streets  Facility „ 

Georgetown  Relief  Sewer  ...„ _ 

Storm  Sewer  Replacement - 

NE  Boundary  Relief  Sewer 

Lawrerjce  Avenue  Storm  Sewer  _... 

Urtan  Retrofit  Demonstration  — — . 

Environmental  Supply  Facili^ 

Anacostia  Restoration - 

Water  Quality  Planning  — » 

Storm  Water  Pollution _ 

Upgrade  Motor  Vehicle  Registration 

Major  Equipment  Acquisition _ 

Material  Recovery  Facility —. 

Solid  Waste  Reduction  Center  ...._ 

SWRC  Design  Plan _ 


Total,  Environmental  Facilities 


(437.000) 

(13.911.000) 

(40.000) 

(93.000) 

(672.000) 

(1.164.000) 

(1.282.000) 

(9.000) 

(33.000) 

(708.000) 

(5.000) 

(987.000) 

(8.693,000) 

(2.955.000) 

(3.570.000) 

(959.000) 

(363.000) 

(530.000) 

(100.000) 

(800.000) 

1.500,000 

1.023.000 

(986.000) 

(559.000) 

(805.000) 

(37.138.000) 


Washington  Metropolitan  Area  Transit  Auttiority: 

Metrobus "•••• 

Metrorail  Rehabilitation  

Metrorail  Construction — 


Total.  WMATA 

Washington  Coiwention  Center: 

Convention  Center 

Convention  Center 

Convention  Center  Annex 


Total.  Convention  Center 

Total.  Capital  Outlay,  General  Fund 


11.000.000 
42.000.000 
32.000.000 

85,000.000 


(16.000) 
(700.000) 
(263.000) 

(979.000) 
(91.496.149) 
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FISCAL  YEAR  1997  CAPITAL  IMPROVEMENT  REQUEST 


FY  1997 
P^°|ect  Title Request 

Highway  Trust  Fund 34  000  000 

Total.  Appropriated  Auttwity _ (57.496.149) 

Federal  Grants  (Public  Worte  and  DPAH) _ „.„ 133.419,000 

Grand  Total.  Capital  OuUay  75.922.851 
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SUMMARY  OF  FEDERAL  FUNDS 

Mr.  Walsh.    Provide  a  summary  of  Federal  funds  contained  in  the  President's  Budget 
transmitted  to  Congress  on  February  5,  1996  similar  to  page  1640  of  the  fiscal  year  1995 
hearings. 

[The  information  follows:] 

DISTRICT  OF  COLUMBIA 

Fwlcroi  Funds 
General  and  apecial  fkin<lr 


PrafnM  iiri  FiMKiii  (in  miitions  of  Mlsrs) 

UMifcitm  aKk  20-1700-0-1-806  l^^  ■ 


1  *T  frum  KtKiT: 

OCOl    Payment  to  ttie  District  of  Columbia  (enecal  fund  660 

00  03    RetJTimert  funds  contribotwi 54 

00.04    Presidential  Inaujuration  paimtnt — 

lOOO       Total  obligations  (object  class  41.0) 7M  712  770 


\m«L 

l«7«l 

660 
52 

660 

104 

6 

I  far  1 
21.40    UnoMipted    balance    available,    start    of    year: 

Uninvested  balance 2  

22  00    New  bud^  auttwity  (gross) 712    712    770 

23.90       Total  budgetary  resources  available  for  obligation  714  712  770 

23.95    He»  obligiticfis  -714-  -712  -770 

Ntv  kcdgft  airiktrily  (vusK  MUM. 

40.00    Appropnation 712  712  770 

eiMfli  li  M*aM  aMpOMB: 

7310    New  obligations  714  712  720 

73.20    Total  outlays  (gross) -714  -712  -770 

Oil^s  (pttA  iiMb 

tS.90    Outlays  fro*  ne»  eunert  ayttwftr  - - - '12  '1?  '"> 

86.S3    Qutttys  fww  cuntrt  baUnces - 2  .^_^^^^^^^^^^^^  

87  00        Total  outlays  (gross)  714  712  770 

Ktt  budgtt  autiionly  ui  mtUttti 

8900    Budget  aultmnty      712  "2  "0 

90.00    Outlays     714  '12  770 


27-054     0—96 49 
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I +00  L  Street,  NU.  Suite  300 
Washington,  D.C.  20005 


<^VCT0.. 


Telephone  1202]  535-1271 
Facsimile  |202)  535-1414 


Delivered  Via  Facsimile 

Amerigo  Miconi 

Clerk 

House  Appropriations  Subcommittee 

on  the  District  of  Columbia 
H-214,  The  U  S  Capitol 
Washington,  DC  20255 


Dear 


This  is  in  reply  to  your  June  6,  1996  request  regarding  District's  Retirement  Funds  information  I 
have  posed  your  questions  to  the  D  C  Retirement  Board's  actuary    Enclosed  is  his  reply 

Your  additional  request,  dated  June  14,  1996,  which  we  just  received,  will  be  submitted  to  the  actuary 
today  As  you  know,  the  District's  payment  is  comprised  of  two  parts  -  net- pay-as-you-go  (the 
largest  pan)  and  intlationyamortization  (the  smaller  part)  The  doubling  of  the  Federal  contribution 
will  impact  the  intlation/amorlization  pan  of  the  payment  only  Therefore,  it  should  not  have  a 
significant  impact  if  it  IS  only  for  one  year 

Please  call  me  if  you  any  questions   I  will  forward  the  actuary's  response  to  you  as  soon  as  possible 


Enclosure(s) 
JC/jm 


elh  M   Co»   •   R.jb<-n  L  lloilarrl   •  Je 
tt  ,lham  C-  Pnur  •   Manila  V  Rcp-r 


i.iu-  Feci*    •   B.  Il>  \iin  kaiie  • 
JrlTrev  E.  •ni„inl,-..n   •  Th.mi. 


Mart  K   l..|.|.i.un  •  > 
.  N.  T,,.|«-M   .    \np-la 


nu.  I.,  I'(.  .r.r 
.  \all..l  J.- 
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COO 


MnxiMAN  &  Robertson,  inc 

Actutrtn  <i  CooMibuin 
IntermitionaUy  WOODROW  MUllMAN 

Suit*  7S0  North.  Ml  PcaotrlTuiu  Aveaat  N.W..  Wulnngton,  D.C  20004- 2<12 
Tckphanc:  202/429  »7«0 


June  14.  1996 


Ms.  Jeanna  Cullins 
Executive  Director 
D.C.  Retirement  Board 
1400  L  Street,  NW,  Suite  300 
Washington,  DC  20005 


Dear  Jeanna. 


Re:       Response  to  Special  Requests 


This  letter  responds  to  two  special  requests  from  the  Retirement  Board  At  your  request  we  have 
estimated  the  pay-as-you-go  cost  for  participants  depending  on  their  status  at  Home  Rule  The 
secoiKi  request  was  (o  answer  two  questions  raised  by  the  DC.  Appropriation  Subcommittee 

Pay-aa-yQU-go  Cost  for  Home  Rule 

We  estimated  separately  the  pay-as-you  go  cost  for  two  groups  of  participants: 

•  Group  1 :    all  pre-Homc  Rule  retirees 

•  Group  2:    all  participants  hired  before  Home  Rule. 

The  pay-as-you-go  cost  for  these  two  groups  are  shown  in  the  following  chart: 


mB^-^^m^msm^&^^mmmmm^ 

Fiscal 
Year 

Teachers 

Police/ 
Fire 

Judges 

Total 

Teachers 

Police/ 
Fire 

Judges 

Total 

1997 

$26.0 

$51.5 

$0  1 

$776 

$134.7 

$222.5 

$3.5 

$360.7 

1998 

25.3 

51  5 

0.1 

769 

147.2 

231  1 

35 

3818 

1999 

23.8 

519 

0.1 

75.8           1562 

2419 

34 

401.5 

2000 

223 

52.1 

0  1 

74.5 

166.1 

2529 

3.4 

422  4 

2001 

207 

523 

0.1 

73.1 

176  7 

264.1 

3  4 

444.2 1 

Alkv^ .  Adanu.  Ihxavii, Onca«>,  OtlUit,  I>rar«>,  Httitid,  Umttum.  Inili.T.H.,  Irrm>,  ■«•  Atifdci,  MiKrMkc*, MiB»i«yi4li,  Nctr Ts<k. Osaka, 
rWUiMpkli.  MkoMli,  tmiUai,  ML.  Poftbad.  OK  St.  Uou,  Salt  Lab  City,  Sa>  Dtcfa.  Saa  FraiKuo,  Sank.  VaKfa.  Wa>kia(loa,  O.C  ■iiaiiuli,  Tafcr* 

WOODROW  MOUMAN  Mciabci  Flno.  i,  l-.i».Hil  (  4Uc>  W.«IJ>mU 
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Ms.  Jeanna  Cullins 
June  14.  1996 
Page  2 

As  a  comparison,  the  projections  of  the  pay-as-you-go  cost  from  our  most  recent  valuation  are  shown 
in  the  following  chart 


WW^ 

iJi^iliilli 

Fiscal 
Year 

Teachers 

Police/ 
Fire 

Judges 

Total 

1997 

$140.3 

$231.7 

$44 

$376.4 

1998 

154  2 

2419 

43 

400  4 

1999 

164.9 

255.6 

4.5 

4250 

2000 

176  7 

270.1 

4.6 

451  4 

2001 

189.5 

284.0 

S.2 

478  7 

It  is  our  understanding  that  the  interest  in  the  pay-as-you-go  cost  for  these  two  groups  is  a  result  of 
discussions  about  the  Federal  government  paying  the  District's  portion  of  the  net  pay-as-you-go  cost 
You  will  notice  that  the  pay-as-you-go  cost  for  Group  2  is  greater  than  the  total  District  payment  of 
$321 . 1  million  for  FY  1997.  This  is  because  the  District  payment  is  offset  by  employee  contributions 
(and,  for  teachers,  the  1979/2004  amortization  component),  which  were  not  factored  into  the 
previous  chart.  Most  of  the  employee  contributions,  however,  are  for  the  participants  hired  after 
Home  Rule.  If  employee  contributions  for  Group  2  are  factored  in,  the  resulting  lut  pay-as-you-go 
is  still  greater  than  the  current  District  contribution  aa  shown  in  the  chart  below. 


Irlrrrli 

ililt^'^iii^llBiiiil 

:|tfS5Spr 

I  Fiscal 
Year 

Teacheis 

Police/ 
Fire 

Judges 

Total 

1997 

$1254 

$219.9 

$3.5 

$348.8 

1998 

1383 

2288 

3.4 

370.5 

1999 

1479 

239.8 

3.4 

391.1 

2000 

158.5 

251.1 

3.4 

413.0 

I2OOI 

169  8 

262.5 

34 

435.7 1 

In  performing  this  analysis  we  used  the  data  and  assumptions  described  in  the  October  1,  1995 
valuation  report  for  FY  1997    In  our  valuation  data  we  did  not  have  date  of  hire  for  any  of  the 
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Ms  Jeanna  Cullins 
June  14,  1996 
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currently  retired  participants  The  allocation  between  pre-Home  and  post-Home  Rule  participants 
(for  Croup  2)  was  performed  based  on  an  estimated  hire  date  for  these  retirees  We  estimated  the 
date  of  hire  for  these  participants  as  needed  using  their  age  at  retirement,  retirement  benefit,  and  the 
average  age  at  hire  for  the  population  in  general.  Further  detail  on  this  process  can  be  provided  if 
necessary. 

Requests  from  D.C.  Appropriiitions  Subcommittee 

The  DC.  Appropriations  Subcommittee  had  two  requests  regarding  the  effect  on  the  unfunded 
liability  on  two  changes  to  the  retirement  system   The  requests  and  their  responses  are  shown  below. 

/.  Pluase  provide  for  the  record  the  amount  by  which  the  unfunded  liabilities  of  the  retirement 
funds  would  have  been  reduced  if  the  twice-a-year  COLAs  had  been  reduced  to  once-a-year 
beginning  April  I,  19A  I,  when  the  twice-a-year  COLAs  were  eliminated  for  Federal  civil  service 
employees. 

Eliminating  the  twice-a-year  COLAs  as  indicated  would  have  decreased  the  unfunded  actuarial 
liability  as  of  October  1, 1995  from  $5. 1 5  billion  to  $5.09  billion  (i  e .  $60  million  or  1 .2%  of  the 
current  UAL).  In  addition,  because  of  the  pay-as-you-go  funding  method,  the  District  would 
have  had  to  contribute  less  to  the  system  during  the  years  since  1981.  Cumulative  District 
contributions  from  FY  1982  through  the  end  of  FY  1 995  would  have  been  about  $1 5  million  less, 
representing  a  value,  accumulated  at  7%  to  October  1,  1995,  of  about  $23  million. 

Our  analysis  was  perfi^rmed  assuming  the  March  COLA  increase  would  have  been  eliminated. 
This  means  that  the  first  COLA  increase  eliminated  would  have  been  in  March.  1982.  We  used 
the  FY  1982  ( 10/1/8 1 )  actuarial  liabilities  calculated  by  Buck  Consultants  in  our  analysis.  We  did 
not,  however,  have  a  separate  liability  for  police/fire  who  were  retired  prior  to  1 980.  (Policc/firc 
who  retired  before  1980  were  subject  to  equalization,  not  COLAs,  and  would  be  unaffected  by 
this  change )  We  estimated  that  50%  of  the  actuarial  liability  as  of  FY  1982  was  due  to  these 
retirees.  If  more  information  becomes  available,  we  would  he  willing  to  revise  our  estimates. 
Nonetheless,  we  fed  the  figures  above  present  a  realistic  representation  of  the  effect  of 
eliminating  twice-a-year  COLAs. 

2.  Please  provide  for  the  record  the  amount  by  which  the  unfunded  liabilities  of  the  retirement 
funds  would  have  been  reduced  if  a  t'ederat  Employee  Retirement  System  (FKRS)  type  of 
retirement  plan  had  replaced  the  current  system  for  all  new  hires  as  of  January  /.  IV75:  May  I, 
1984:  and  October  I.  19H7. 

Per  Jorge  Morales,  the  FERS-type  retirement  plans  wc  were  to  compare  against  were  those 
selected  by  the  working  group  for  redesigning  the  retirement  plan  for  new  hires    These  plans  are 
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June  14.  1996 
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desciibed  on  pages  C-5  and  C-10  of  our  October  24,  1994  report.  We  have  attached  copies  of 
these  pages  for  your  reference  You  will  note  that  the  FHRS-type  plans  have  a  defined  benefit 
component  and  a  defined  contribution  component  in  addition  to  social  security. 

As  indicated  in  our  report,  these  plans  are  mon:  expensive  than  the  current  retirement  plan  The 
District  would  have  had  to  contribute  a  substantially  higher  amount  just  to  maintain  the  current 
level  of  the  unfunded  liabilities 

Based  on  the  historical  information  available,  we  were  able  to  produce  a  very  rough  estimate  of 
the  additional  unfunded  liability  assuming  the  District  payments  made  in  FY  1980  through  FY 
1995  remained  unchanged  and  assuming  new  employees  were  hired  at  a  relatively  constant  rate 
between  the  assumed  effective  date  of  the  FERS-type  plan  and  October  I,  1995.  Unfortunately, 
historical  information  before  1979  was  insufficient  to  produce  such  a  liability  estimate  for  the  plan 
efiFective  January  1,  1975.  Instead,  we  used  an  effective  date  of  October  1,  1979,  Our  estimates 
of  the  increase  in  the  unfunded  liabilities  are  shown  in  the  following  chart: 


If  the  current  net  pay-as-you-go  funding  method  remained  intact,  the  required  FY97  District 
payment  of  $321  1  million  would  have  been  increased  by  roughly  $20  million  if  the  new  plan  was 
efl^ve  October  1, 1987.  If  the  FERS-type  benefit  structure  were  adopted  earlier,  then  a  larger 
pOTtion  of  the  active  population  would  be  covered  umler  the  more  expensive  provisions.  As  such, 
the  estimated  FY  1997  District  payment  would  increase  with  progressively  earlier  dates  to  S30 
million  for  April  1,  1984,  and  $35  million  for  October  1,  1979, 

If  you  have  any  questions,  please  call 


cc:  Gene  Kalwarski 


Sincerely, 

MTIXIMAN  &  ROBERTSON.  INC. 


John  L  Colberg,  F.S.A 
Actuary 


MJIXIMAN  Se  RORKRIMJN.  INC. 
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District  ofColumbb  Teachen 

Option  5  -  Defined  Benefit/Contribution  (Hybrid) 


Social  Security 
Plan  Contributions 


Thrift  Plan 


6.2% 
1.3% 


Total 


up  to  3% 
next  2% 
nextS% 

7.5% 
plus  thrift  plan 


5.        Vesting 
Thrift  Plan 


Years  in  Service 

less  than  1 

1  but  less  than  2 

2  but  less  than  3 

3  but  less  than  4 

4  but  less  than  S 

5  or  more 


Employer 

6.2% 

Actuarially 
determined 
contribution 
needed  to  fund 
the  plan 

up  to  3% 

50%  of  next  2% 

0% 

Actuarially 
determined 
contribution 
needed  to  fund 
the  plan  (plus 
up  to  4%  in 
thrift  plan) 

Vesting 
Percentage 

0% 
20% 
40% 
60% 

80% 
100% 


Benefit  Formula 
Unreduced  Benefits 


1%  of  high  three  average  pay  X  years  of  service 
age  SO  with  2S  years  of  service 
age  60  with  20  years  of  service 
age  62  with  5  years  of  service 


Percentages  shown  are  percent  of  payroll 


C-5 


MILUMAN  &  ROBERTSON.  INC. 
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District  of  Columbia  Police  Oflicen  and  Fire  Fighten 

Option  5  -  Defined  Benefit/Contribution  (Hybrid) 


1.       Social  Security 
2        Plan  Contributions 


3.        Thrift  Plan 


4        Total 


5         Vesting 
Thrift  Plan 


6.        Benefit  Fonnula 


EoiBlajffis 

pmploycr 

6.2% 

6.2% 

1.3% 

■    Actuarially 

detennined 

contribution 

needed  to  fimd 

the  plan 

up  to  3% 

up  to  3% 

next  2% 

50%  of  next  2% 

next  5% 

0% 

7.5% 

Actuarially 

phis  thrift  plan 

detennined 

contribution 

needed  to  fiutd 

the  plan  (phis 

up  to  4%  in 

thrift  plan) 

Vesting 

Years  in  Service 

Pp^ffitage 

less  than  1 

0% 

1  but  less  than 

20% 

2  but  less  than  3 

40% 

3  but  less  than  4 

60% 

4  but  less  than  5 

80% 

3orniore 

100% 

1 .7%  of  high  three  average  pay  X  years  of  service 
up  to  20  plus  1 .0%  high  three  average  pay  X  years 
of  service  exceeding  20 


7.        Unreduced  Benefits     -  age  SO  with  25  years  of  service 


V 


Percenln^r^  cfcmtOT  nr,>  j 


MILLIMAN  &  ROBERTSON,  INC. 

C-IO 
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UOOLSlreel.  NW,  Suite  300 
Washington.  DC.  20005 


<^\(^^  Of'c, 


Telephone  i202l  535-1271 
Facsimile  l202l  535- 14 U 


Via  Facsimile 

Mr  Amerigo  Miconi 

Clerk 

D  C  House  Appropriations  Subcommittee 

H-I48,  TheUS  Capitol 

Washington.  DC  20515 

Dear  N^lfe^i 

This  is  in  reply  to  your  June  14,  1996  request  regarding  the  financial  impact  of  doubling  the  Federal 
contribution  to  the  District's  retirement  fijnds 

We  have  posed  the  question  to  the  Board's  actuary    Enclosed  is  their  reply 

Please  call  me  or  Jorge  Morales,  the  Board's  Deputy  Director  for  Operations  and  Benefits,  if  you 
have  any  questions  on  the  above  matter 


Sincerely. 


'^Jeat/aM  Cullins 
Executive  Director 


S^U-. 


Enclosure 
JM/vkb 


Krnnnh  M.  Cox   •   R„hen  L  DolUnJ   •  Joann.llp  ¥veh    •   Brin  \nn  kjm-  •   Man-  R.  Lippman  •  Martin  1..  I'f.if.-r 
B.n.a(..iiiM.ttillMin.  ttilhamCfVor  •    Martha  K  Riifri^  •  J.-ffro  F..  Tb.,m|.M.n   •   Th..ina^  N.  Ti|.|.-U    •    Anpla  K,  N.iili.l  J.  anna  M   (.ulli. 
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WO 


MILLIMAN  &  ROBEKISON,  iNC 

Actuarin  ft  CoMuhml* 
Intmiatwnalfy  WOODROW  MILUMAN 

Sulu  750  North,  601  ftaatyiytelt  A»»Bue  N  W  .  WufciniioB,  DC  HKXM-Zill 
Tckpkoar  202/42?  WM 

June  18.  1996 

VIA  FACSINflLE 

Ms.  Je&nna  Cullins 
Executive  Director 
DC.  Retirement  Board 
1400  L  Street.  NW,  Suite  300 
Washington.  DC  20005 

Re;       Effect  of  Doubling  the  Federal  Payments 

Dear  leanna: 


At  the  request  of  Jorge  Morales,  we  have  responded  to  the  DC  ApprtDpriations  Subcommittee' j  June 
14.  19%  request  This  request  asked  tor  the  reduction  in  the  District  payment  to  the  retirement  funds 
if  the  Federal  govannient  doubles  its  $52  07  million  annua!  contnbution  in  fiscal  year  (FY)  1997. 

If  this  is  a  one-time  increase  (i.e.,  FY  1997  only),  the  FY  1997  District  payment  would  decrease  by 
$7  !  million,  from  $321.1  to  S3 14  0.  If  the  increase  in  Federal  payments  is  expected  to  continue 
through  FY  2004.  the  annual  District  payment  in  FY  1997  would  be  reduced  by  $45  4  million,  from 
$321 . 1  million  to  $275.7  million.  The  reduction  in  the  District  payment  for  future  years  would  be 
similar  (in  dollars)  to  the  FY  1997  decrease 

The  decrease  in  the  District  payment  occurs  in  1979/2004  amortization  component  Because  the 
Federal  government  would  be  contributing  an  additional  amount,  tlte  projected  unfunded  liabilhy  in 
2004  would  be  lower  by  the  amount  of  the  additional  Federal  contributions  plus  interest  The  District 
would  then  receive  an  annual  credit  equal  to  the  present  value  of  the  additional  Federal  payments 
amortized  over  10  years. 


Albaar.  AdMit, Bomou, di^^^^u,  UmD«H Uo»v,  Hwlbirri, Nvuuaa. ln<n—(i«H»  I***^ l"  AMfitn, Mltamkii,  MlnM«pnlH.  N«w  task. Onaka. 
Pfca«Jd^ha.  PtMciii*  P^i1«M&  MB,  Fortl«.d.  0«.  $*.!«•*  $Jl  Ui«  Citr.  S»  Koft  «"'"»«»«*  S««««*«.  ^ 

WlKlimOW  M1I.14MAN  M»»l«t  IHct«>  ••  I'tioofsl  Uftn  Wod*n* 
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Mi  Jeanna  Cultins 
June  18.  1996 
Page  2 


Our  calculations  are  based  on  assumptions  and  methods  used  in  the  October  1,  1995  actuarial 
valuation  report,  including  a  7%  investment  return  Appendix  F  of  this  report  further  explains  how 
the  District  payment  is  calculated. 


If  you  have  any  questions,  please  call. 


Sincerely, 

IVflLLIMAN  &  ROBERTSON.  INC 


cc:        Gene  Kalwarski 


JLC/dci/79 


MnjUMAN  Ac  ROBUrrSON,  INC» 
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QUESTIONS  FOR  THE  RECORD 
Addressed  to  the  D.C.  Retirement  Board 


QUESTION  NO.  1. 

Please  provide  for  the  record  a  list  of  all  out-of-town  travel 
by  members  and  staff  of  the  D.C.  Retirement  Board  during 
fiscal  year  1996.  For  each  trip,  please  provide  the 
following: 

a.  Name(s)  of  individual (s)  making  the  trip. 

b.  Origination  and  return  dates  of  the  trip. 

c.  Purpose  of  the  trip. 

d.  Name{s)  of  person(s)  and  organizations (s)  contacted  related 
to  D.C.  Retirement  Board  matters, 

e.  Name  of  person/organization  paying  for  the  trip. 

f .  If  the  trip  was  not  paid  for  by  the  D.C.  Retirement  Board, 
please  provide  the  D.C.  Retirement  Board's  relationship  with 
the  person/organization  that  paid  for  the  trip. 

g.  Cost  of  the  trip  regardless  of  who  paid  for  it. 
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.V^NCTOf. 


'  400  L  Street,  NW,  Suite  300 
/Washington,  D.C.  20005 


November  13,  1996 


Telephone  (202)  535-1271 
Facsimile  (202)  535-1414 


DELIVERY  BY  MESSENGER 

TO  Migo  Miconi 

House  Subcommittee  on  D  C  Appropriations 

FROM  Jeanna  M,  Cullins 

Executive  Director 


SUBJ: 


Request  for  Information  on  Travel 


Thank  you  for  the  second  extension  regarding  the  response  to  your  request  received  on 
October  29,  1996    The  response  took  a  significant  amount  of  time  to  compile 

To  the  best  of  my  knowledge,  based  upon  the  Board's  travel  records,  meeting  transcripts, 
and  individual  records,  the  attached  matnx  reflects  all  tr\jstee  and  staff  travel  dunng  fiscal  year 
1996 

Where  available,  I  have  attached  the  actual  agenda  for  the  conference    1  believe  the 
agendas  provide  an  excellent  explanation  of  the  purpose  of  the  conference  and  goes  fijrther  m 
that  they  reflect  actual  issues/topics  discussed,  the  actual  time  involved  m  attendance,  and  if  the 
trustee  or  staff  person  was  a  speaker,  the  topic  discussed    With  respect  to  contacts,  where 
available,  I  have  included  the  list  of  attendees    The  Board  nor  the  Staff  mamtams  this  type  of 
information    Further,  given  that  the  average  size  of  these  conferences  is  well  m  excess  of  a 
hundred  people,  although  someone  may  have  been  on  the  attendance  list,  whether  a  trustee  or 
staff  member  had  contact  is  not  a  certainty 

With  regard  to  your  question  regarding  "the  relationship  of  the  Board  to  the 
person/organization  who  paid  for  the  trip"  or  a  portion  thereof,  such  entities  basically  fall  mto  two 
categories  a)  educational  organization  who  have  no  relationship  to  the  Board  [e  g  Pensions 
2000,  IFE,  IMI,  IIR,  etc  ],  or  b)  client  conferences,  where  the  Board  is  a  panicipant  in  a 
partnership,  or  is  a  client  of  the  firm,  and  therefore  are  invited  as  part  of  annual  due  diligence 
regarding  the  performance  of  the  investment  or  firm  in  general  Of^en  specific  language  is  included 
in  the  contract  of  the  entity  regarding  such  client  conference  [See  Attachment  A]    The 
Retirement  Reform  Act  also  included  specific  language  which  authorizes  the  payment  of  such 
conferetice  where  such  is  the  customary  practice  in  the  industry  [See  Attachment  B]  As  you 
review  the  hst  of  attendees  at  various  conferences,  you  will  note  thai  virtually  every  State  is 
represented  on  some  list 


Kenneth  M.  Cox   •  Roben  L.  Dollard  •  Jeannelte  Feely  •   Belly  Ann  Kai 
i-Williams         William  C.  Pryor  •  Manha  F  Rogers  •  Jeffrey  E.  Thompson  •  Tl 


Marc  R.  Lippman   •  Marlin  L  Pfcifer 
i  N,  Tippell   •   Angela  E.  Vallol 
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Request  for  Information  Response 
Page  2 


With  regard  to  costs,  unfortunately,  we  are  unable  to  provide  you  with  the  costs  incurred 
by  outside  entities  We  do  not  have  knowledge  of  such  costs     Therefore,  we  can  only  provide 
you  with  the  costs  incurred  by  the  Board 

You  should  be  aware  that  all  trips  paid  for  by  an  outside  entity,  even  where  the  Board 
participant  is  a  speaker,  are  required  to  be  approved  by  the  full  Board    1  have  included  a  copy 
of  the  Board's  written  travel  procedures  for  your  information  [Attachment  C] 

I  have  also  included  information  regrading  the  Funds  exposure  to  "derivatives"  Such 
information  is  required  to  be  and  is  disclosed  annually  by  our  auditors  I  have  also  included  a 
copy  of  the  Board's  policy  regarding  derivatives  for  your  information 

I  hope  you  find  the  information  provided  responsive  to  your  request  If  you  have  any 
questions,  please  do  not  hesitate  to  contact  me 


cc  Bema  Gunn-WiMiams,  Chairman 


H 
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Institute  for  International  Research  (IIR) 
Public  Forum  on  Transaction  Costs  See 
Attachment  #  1 3  for  Contacts  Speaker* 

TSG  Capital  Fund  II,  LP 

Annual  Meeting  -  Client  Conference  - 

Annual  Limited  Partners  Meeting 

International  Business  Communications 
(IBC)  "Soft  Dollars  and  Directed 
Brokerage"  See  Attachment  #9  for 
Agenda/Purpose  &  Contacts  "Speaker 

Pension  2000  (P2000)Third  Annual 
Alternative  Investments  Conference  See 
Attachment  #14  for  Agenda/Purpose  & 
Contacts(Board  Approval  Obtained 
December  14,  1995) 
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for  Agenda  /Purpose  (Board  Approval 
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J  P.  Morgan  -  Discussion  of  potential 
litigation  and  recoupment  of  investment, 
due  diligence  visit 

AICPA  Employee  Benefit  Plans 
Conference  will  earn  24  out  of  the  40 
credits  required  annually,  under  the 
Continuing  Professional  (CPE)  rules  for  a 
CPA  license 

D  J  (DJ)Murphy  Associates,  Inc  - 
Sixth  Educational  Conference 
Global  Perspective  of  the  World's  Capital 
Markets  -  Issues  regarding  global 
investing  were  discussed  in  a  round-table 
discussion  workshop  sharing  information 
between  trustees  and  staff  of  various 
pension  funds  (Board  Approval 
Obtained  April  26,  1996)  "Discussion 
Leader 

1441 


Z 

o 

H 
Efa 

o 
o 

b  NO 

<  2 

^  -r 
t"  2 

Q  u 
^  I 

I  s- 

H  2 


I 

z 
o 


o 


o  o  T  o 

O  O  00  o 

»/S  fo  —  r^ 

0\  fN  0^  f^ 

in  <N  iA>  t~- 


C     4)     4>     C 

=  u-    q    3    g 
(^   4j  DC  O  .2 

i  i|  i^ 


^  E 

°  I 

c  ,= 

<U  U. 

E  c 

4)  O 

?  c 


.2   o 
re  ft. 

§^ 


.r        .^ 


E  ^ 

j:  -a 


C    00 

<  < 


00  c 


<    c 
_    o 


o  c  ^ 

■-  <u  -o 

<«  'Ou    C 

O  ._     0) 

3  O     00 

7  <   cs    S 

O     .    %     O. 

1)  1)    t!   C/5 

o  o 


c    c 


<u 


o  ,(u  tii  c; 


.-Jo 

c   2   " 


w   o  s    o 
cj  <J  <  u 


2i     -  J 


a  t:  = 


1442 


o 

H 
bb 
O 
H 

O 

^  s 

9  >- 

^1 

w| 
u  & 

H  (Z) 

2  "^ 

H  2 


§8 

—  fS 

o 
o 

0 

0 

vO__ 

Jeanna  Cullins 
Steven  Glass 

« 

■3 

u 

C 

i  i 
0  .2 

Q 

2 

Q 

c 
o 

u 
2 

4) 

< 

Philadelphia,  PA 

vO 
On 

tN 

VO 
(N 

VO 
CO 

Ov 
m 

OS 

Ov 

National  Association  of  Public  Pension 
Attorneys   10th  Annual  Legal  Education 
Conference  brings  attorneys  together  who 
represent  public  pension  plans  to  discuss 
topical  legal  issues  of  common  concern  - 
Executive  Director  is  a  member  of  the 
Executive  Board  -  See  Attachment  #26  & 
26A  for  Agenda/Purpose  &  Contacts 

National  Association  of  State  Retirement 
Administrators  brings  public  pension  plan 
administration  from  all  states  and  the 
District  to  discuss  issues  and  their 
retirement  systems.  See  Attachment  #27 
$  27A  for  Agenda/Purpose  &Contact 
Speaker* 

Wharton  School,  University  of 
Pennsylvania  -  Fundamentals  of  Money 
Management  -  intensive  educational 
course    See  Attachment  #28  for 
Agenda/Purpose 
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QUESTION  NO.  2. 

Please  provide  information  on  the  Board's  investments  in 
"derivatives" . 

ANSWER  NO ■  2 ■ 

Derivatives  are  financial  instruments  that  "derive"  their  value  from  the  cash  flows  of  some 
"underlying"  instruments,  such  as  a  commodity,  bond,  foreign  exchange  rate  or  mortgage. 

Types  of  Derivatives 

a)  Those  that  transfer  risk  from  or  to  the  investor  (e.g.):  The  derivatives 
that  transfer  risk  can  be  useful  when  that  risk  is  being  transferred  envoy  from 
the  investor,  but  dangerous  when  that  risk  is  being  transferred  to  the 
investor.  This  type  of  derivative  is  typically  leveraged  either  explicitly  or 
implicitly.  Therefore,  a  change  in  the  value  of  the  underlying  instrument 
can  magnify  the  change  in  the  value  of  the  derivative  by  some  multiple. 
This  is  where  the  power  of  this  type  of  derivative  comes  from. 

b)  Those  that  divide  risk  among  Investors  (e.g.  CMOs):  Derivative  securities 
like  CMOs  are  created  by  segmenting  the  cash-flows  of  mortgage-backed 
securities  into  various  tranches.  The  risky  tranches  (support  tranches) 
absorb  the  risk  of  cash-flow  uncertainty  away  from  the  stable  tranches.  The 
stable  tranches  in  fact  have  better  risk  profiles  than  the  underlying 
mortgage-backed  secunty  itself.  With  this  type  of  derivative  security,  it  is 
important  to  understand  the  risk  parameters  of  the  particular  segment  being 
purchased:  whether  risk  has  been  transferred  to  it  or  away  from  it. 

Uses  of  Derivatives 

Much  like  fire,  the  way  derivatives  are  used  is  more  important  than  the  type  of  derivative 
used.  Fire  can  be  used  to  protect  us  from  the  cold  winter  months  or,  if  used  carelessly,  can 
make  us  disappear  into  smoke.  Similarly,  derivatives  can  be  used  to  protect  a  portfolio 
against  risk  or,  if  used  unwisely,  can  bum  up  a  portfolio's  value.  There  are  two  main  ways 
to  use  derivatives  in  investing: 

a)  To  hedge  against  adverse  market  movements:  Almost  all  investments 
have  underlying  risks.  Derivatives  can  be  used  to  "transfer  away"  those 
risks  to  other  investors  or  speculators,  while  making  the  portfolio  less  risky 
than  it  would  be  without  the  derivative.  This  is  typically  called  a  "hedge." 

b)  To  try  to  enhance  the  yield  on  a  portfolio  by  speculating  on  a  market 
movement:  In  this  application,  the  investor  uses  the  same  derivative 
instrument  to  take  a  view  on  a  particular  market's  future  movement,  if  that 
view  turns  out  to  be  correct  the  investor  enhances  the  portfolio  yield. 
However,  if  that  view  is  incorrect,  the  investor  pays  the  pnce  through  a 
much  lower  yield  than  the  portfolio  would  have  earned  without  the 
derivative. 


1445 


The  Board's  believes  that  using  highly  leveraged  types  of  derivatives  that  transfer  risk  to  the 
portfolio  may  not  be  within  the  spirit  of  our  guidelines.  We  also  believe  that  using 
derivatives  purely  to  speculate  on  the  direction  of  interest  rates  or  exchange  rates  is  also  not 
within  the  spirit  of  our  guidelines  either.  This  would  also  apply  to  structured  notes  like 
range  floaters  or  capped  floaters,  that  attach  a  derivative  to  an  otherwise  innocuous 
investment. 

One  of  the  very  important  and  implicit  guidelines  for  all  our  portfolios  is  liquidity.  If  a 
security,  however  attractive,  does  not  have  an  acceptable  level  of  liquidity,  the  Board  will 
consider  it  inappropriate  for  our  portfolios. 

Unless  specifically  directed  otherwise,  the  Board  believes  that  some  derivatives  should  be 
used  only  for  hedging  purposes,  to  transfer  risk  away  from  our  portfolios. 

With  regard  to  derivatives  that  segment  risk,  like  CMOs,  the  Board  once  again  refers  back 
to  our  first  principle;  is  ii  within  the  spirit  of  our  guidelines?  For  example,  CMOs  segment 
the  payments  from  (underlying)  mortgage  securities  into  various  tranches.  Some  of  the 
tranches  are  less  risky  than  the  underlying  mortgage  securi^y  since  the  risky  portion  is  part 
of  another  tranche.  We  believe  that  the  spirit  of  our  guidelmes  may  not  allow  for 
investments  in  the  tranches  that  absorb  the  risks  fi-om  the  more  stable  tranches  widiout 
controlled  risk  monitoring.  We  do  however  believe,  that  in  selected  portfolios,  it  may  be 
appropriate  to  purchase  the  stable  CMO  tranches,  provided  we  aie  comfortable  with  their 
liquidity. 

There  have  been  niunerous  accounts  in  the  press  about  cases  on  derivatives  positions.  The 
Board  beheves  that  some  derivatives  can  be  an  extremely  usefiil  tool  in  managing  the  risks 
in  a  portfoho  and  in  increasing  returns  while  assuming  acceptable  levels  of  risks.  In  nearly 
all  cases  where  derivatives  were  associated  with  large  losses,  the  positions  taken  would  have 
violated  portfolio  guidelines  whether  they  had  been  taken  in  derivatives  or  in  the  underlying 
"traditional"  securities. 

Some  of  the  Board's  investment  managers  believe  that  positions  in  derivatives  can  improve 
the  portfolio's  risk/reward  profile.  At  the  same  time,  it  is  important  to  establish  clear 
investment  guidelines  to  ensure  that  they  are  used  prudently.  The  best  guidelines  tend  to 
focus  on  portfoho  risk  (as  opposed  to  individual  security  risk).  In  this  context,  the  Board  has 
just  adopted  a  comprehensive  statement  of  guidelines  to  govern  the  use  of  derivatives  in 
fixed  income  and  equity  accounts.  (See  attached) 

We  hope  that  by  sharing  with  you  our  views  on  the  sensible  use  of  derivatives  that  we  have 
increased  your  comfort  in  our  process.  The  Board  will  not  use  derivative  investments  to 
acquire  any  type  of  risk  or  a  quantity  of  risk  that  violates  either  the  letter  or  spirit  of  our 
guidelines.  Rather,  the  Board  uses  derivative  investments  only  if  they  are  more  efficient  than 


27-054     0—96 50 
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non-derivative  securities  of  equivalent  risk  for  achieving  our  investment  objective. 

D.C.  RETIREMENT  BOARD 
DERIVA  TIVE  HOLDINGS  AS  OF  SEPTEMBER  30,  1996 


CMOS  $76,878,472 

Interest  Only  CMOS  $  4,348,035 

Collateral  Strip  CMOs  $13,818,323 

Private  Label  Mortgage  Bank  Securities/ 

Commercial  Mortgage  Back  Securities  $  3,706,732 

Floatmg  Rate  Notes  $  1,540,136 

Asset  Back  Securities  $5,460,915 

Forward  Foreign  Exchange  Contracts  $58,467,222 

Options  $        42.653 

TOTAL  $164,242,488 

Percent  of  Total  Fund:  4.4% 
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STATEMENT  OF  DERIVATIVES  INVESTMENT  POUCY,  GUIDEUNES  AND  PROCEDURES 
NOVEMBER  1996 

This  policy  shall  be  effective  immediately  upon  adoption,  and  supersedes  all  previous  policies,  procedures 
and  guidelines  pertaining  to  derivatives  investment  by  money  managers. 

I.  STRATEGIC  OBJECTIVES 


The  strategic  objective  of  the  use  of  derivatives  is  to  facilitate  risk  management,  and 

in  publicly-traded  stocks  and  bonds.    The  growth  of  derivative  instruments 

investment  process.  A  "derivative  instrument"  is  defined  in  ' ' 

value,  usefulness  and  marketability  from  an  underlying  instrument 

or  a  direct  obligation  of  an  issuer,  i.e.  a  "spot"  or  cash  market  ins] 

international  money  managers  for  the  express  purpose  of  invi 

Board  is  a  long-term  investor,  therefore,  the  assets  are  expeci 

gains  from  investment  principally  in  cash  market  positions  in  stocl 

institutional  investor,  the  Board  is  in  a  position  to  take  advanta] 

investment  performance  objectives  are  achieved  as  specified 

II.  BENCHMARK 


Not  applicable. 

III.  PURPOSE 

This  document  shall  set  forth  the  permitted 
specific  parameters  and  requirements  an|| 
their  use 

DERIV, 


ist  of  investing 

iBS  facilitated  the 

which  derives  its 

hip  of  an  as^ 

l&^^^^^Uiomest^^d 

-traded^^^^^^boodlpnhe 

i  for  the  geni^^^^J^^-tenn 

However,  as  a  sigailtcant  global 

instruments  to  ensure  overall 


nder  whiag^Sfivative  instniments  may  be  used,  their 
;  monitori^procedures  to  ensure  care  and  prudence  in 


There  arc^^i^P^l^trategi§^^i9^^y>e  achieved  through  the  use  of  derivatives. 

le  derivative  sufGciently  parallel  those  of  the  cash  market 
on  a  short-term  basis  for  the  cash  market  instrument,  or  on  a 
This  strategy  is  particularly  useful  when  investing  cash  flow  or 
ive  can  be  used  to  manage  more  precisely  market  entry  and  exit  pomts. 

f Control.  When  char^pRpEs  of  the  derivative  instrument  sufficiently  parallel  those  of  the  cash  market 

ncnt,  and  opposite  j^tion  in  the  derivative  can  be  taken  from  the  cash  market  instrument  to  alter  the 

plity)  of  the  cash  instrument.  This  strategy  is  useful  to  manage  risk  without  havuig 

i  referred  to  as  "hedging",  the  use  of  derivatives  in  this  context  means  that 

orrelation  in  price  movement  between  the  cash  market  or  instnunent  and  derivative 

;  three  year  period. 

C.  ArSWage:  When  the  diaracteristics  of  a  derivative  are  more  attractive  than  either  the  cash  market  instrument 
or  another  related  derivative,  then  the  first  derivative  is  purchased,  or  the  cash  market  instrument  is  swapped  to 
gamer  the  short-term  return  potential  from  the  derivative  instrument  alone.  This  strategy  is  particularly  useful 
to  capture  mis-pricing  in  the  derivative  instrument  relative  to  either  the  cash  market  instrument  or  another 
derivative. 
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D.  Specularton:  When  the  characteristics  of  the  derivative  are  the  sole  reason  for  its  purchase  or  sale  where  an 
underiying  naked  cash  position  is  taken  in  the  portfolio.  This  strategy  also  implies  the  leveraging  of  the  portfolio 
which  may  create  an  obligation  of  value  in  excess  of  the  value  of  that  portfolio.  Of  these  four  strategies,  only 
substitution  and  risk  control  are  permitted.  Arbitrage  and  speculation  are  strictly  prohibited. 

V.  GENERAL  REQUIREMENTS  AND  RESTRICTIONS 

A.  Each  manager  must  prepare,  maintain  and  review  a  written  derivatives  polii^pat: 


I 


specifies  the  philosophy  and  prescribed  use  of  ^vatives 
establishes  limits  to  derivatives  exposure  witl^^glient 
notional  amount  of  derivatives  exposure  as^^pTMnt  of 
Establishes  a  standard  of  care  with  respecl 


1.  back  office  and  systems  capabilitia^j,--^^^' 

2.  internal  audit  and  review  of  deri\  atiV«ahiSC  ^ 

3.  separation  of  responsibilities  ,••''-    --•<■- 

4.  senior  management  supervision  ;     .,     „  - 

5 .  the  required  expertise  of  those  permitted  lb  ajga^p,^  the  use  of  derivatives 

6.  the  authority  of  diosepermitJ,^|rj,^edcn\aiivcS.w 


ccounts, 
sed  in  terms  of  a  percentage  of 


establishes  and  describes: 

1 .  the  accounting  aJp'valuatiq 

2.  the  counter-pgf exposi^credit 

3.  the  valueJifek  analysfFwith 


use  of  derivatives 


the  impact  to  a  client's  portfolio  caused  by  the  use 


ofderivfll^S 

4.  reconctljltion  proce|ift,withJ|l^  Street  Bank,  the  Board's  master  custodian  bank 

5.  p^3|i^^'requirem||ip^^oard 
^  x&isi^^^jjijy  gf  re^^^^^  policy  and  by  whom  it  is  reviewed 


ihc  munitorii 


Ihc  rcmat^spsst  of  traders,  portfolio  managers  and  other  individuals  involved  in  the  use  of  denvatives 
to  avoftiii^ropriate,  fraudulent  or  non-complaint  behavior. 

I>       J  lager^^ust  mark  to  market  derivative  positions  daily. 

'ifc^ave  a  daily  pricing  source  for  valuing  derivative  positions 

V>     1  iiiagers  must  reconcile  daily  cash  and  margin  positions  with  State  Street  Bank  and  Trust  Company. 

E.    Any  derivative  transaction  which  results  in  the  leveraging  of  the  fwrtfolio  is  strictly  prohibited. 
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F.   Permission  to  use  derivatives  can  only  be  conferred  through  a  manager's  investment  guidelines  which  are 
incorporated  by  reference  in  its  contract  with  the  Board.  If  derivative  use  is  permitted  then  this  Pohcy  apphes. 

G  Any  derivative  transaction  or  any  action  with  respect  to  derivatives  not  expressly  permitted  in  this  Policy  is 
prohibited  unless  singularly  approved  the  Board. 

H.  Each  inanager  must  make  available  to  the  Board  copies  of  any  policy  with  res[^^to  derivatives  it  maintains 
which  is  applicable  to  the  management  of  the  Board's  account,  especi^  thosej^mies  required  by  this  Policy. 


laction  before  it  is  undertaken 
transactions  ari^xempt  &om 


I.  Managers  must  perform  a  cost/benefit  analysis  with 
and  must  make  that  analysis  available  to  the  Board 
this  requirement. 

J.  While  the  use  of  options  is  permitted  as  expre|^,  the  sinp!aneous,  buBojSpostn^  tiptions  positions  taken 
by  a  manager  is  strictly  prohibited.  An  example^^^^^all  option  is  wntteqsojbat  tlie  premium  income 
received  is  then  used  to  finance  the  purchase  of  a  j 


VI.  TYPES  OF  RISKS 


to  assess  the  market-related  nsks  to 
impaa  of  market-related  risk  on  the 


A.  Market  Risk  -  Managers  must  have  systeni5,-pr§^ures  i 
the  price  beliavior  of  tlie  derivative  instrumcnls  heldi^toe  portfoho 
value  of  the  portfolio  managed  for  theiBoard  -<% 

B.  Credit  Risk  -  Managers  mus^ave  available  ^^(^^^^  credit  policies  which  are  applicable  to  their 
derivative  use.  Credit  risk  analysfe-must  assei&  the  curreit^^pScement  cost  of  the  transaction  of  a  counter-party 
default  and  estimate  the  replacement  cost  if  the  coi^r-party  were  to  default  at  some  future  point  during  the 
derivatives  exposure  perjcij,  >>  ^ 

Ci  Jjquidity  Risk  ^TCjiSi^nuze  liquiditN  nsk,  thepotential  derivatives  transaction  must  be  supported  by  at  least 
ireejtnarkel  makers   -o^-t  ,  -~^  "^ 


2oK  Rish^^^^m  the  cash  flow  requirements  of  the  Board,  especially  in  the  currency  overiay 
prdgr&inirfisailagers  sh^^|a4i^usc  of  master  netting  agreements  and  have  systems  in  place  to  monitor  when 
unr^t^ediosses  exceed  ut^si^|zed  gains  in  connection  with  derivatives  transactions. 


Basis  Risk  •tf^tm^puTp.  basis  nsk,  the  price  movement  correlation  of  the  derivative  and  the  underlymg  cash 
market  or  instf^^^^pch  represents  the  deliverable  instrument  must  be  at  least  .95  over  a  roUmg  three  year 
period,  except  f^'li^urrency  transactions  for  basket  hedging  must  be  at  least  a  .75  correlation  over  a  rolling 
three  year  | 

■  To  minimize  legal  risk,  managers  are  prohibited  from  engaging  in  derivative  transactions  where 
lions  are  unenforceable  under  the  laws  of  the  relevant  jurisdiction.  Managers  are  required  to  maintain 
t  documentation  to  enable  enforceability  of  a  claim  arising  from  a  derivatives  transaction  and  may  only 
pige  in  derivative  transactions  when  there  exists  appropriate  legal  counsel  expert  in  the  laws  of  the  governing 
jurisdiction  to  protect  the  interests  of  the  Board  in  the  use  of  derivatives. 

G.  Settlement  Risk  -  To  minimize  settlement  risk,  master  payment  netting  agreements  should  be  used  where 
feasible  and  enforceable  for  payments  in  the  same  currency.  Cross  currency  settlement  risk  should  be  minimized 
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by  avoiding  the  use  of  spot  and  short-dated  forward  trades  simultaneously. 

H.  Operational  Risk  •  To  minimize  operational  risk,  managers  must  have  sufficient  internal  controls  to  minimize 
derivative  losses  due  to  errors  or  omissions.  These  internal  controls  must  include: 

•  Oversight  of  informed  and  involved  senior  management. 

•  Documentation  of  policies  and  procedures,  listing  approved  activitieSjsand  establishing  limits  and 
exceptions,  credit  controls  and  management  reports.  ^  -r^r 

•  Independent  risk  management  function,  sqjarate  from  she  por^^amattipment  function,  or  appropriate 
checks  and  balances  to  ensure  proper  risk  management,    i^^^^r^ 

•  Independent  internal  and  external  audits  to  \g|^Jdherenc^^^p^^s  policies  and  pipcedures 

•  Back  office  support  with  sufficient  technolo^^'d  systemsJ^^^l^^^ifinnations,^Scumentation, 
payment,  margin  levels  and  accounting  ani^porting.  

•  A  system  of  independent  checks  and  baj^es  thr^pout  the  dH^^^^BS^ion  process  from 
initiation  of  trade  to  fmal  settlement. 

VII.  COUNTER-PARTY  REQUIREMENTS 


A.   Each  manager  shall  prepare,  maintain  and  review  a  coi3{^^ 
derivatives  that: 


edit  policy  for  non-exchange-traded 


outlines  acceptable  credit  st^Sfds  a  ^^^^g^^mus^'eet; 
outlines  how  a  counter-p^^wll  be^pu^^^^p^^fose  standards; 

specifies  the  individual^pthin  th^^i  res^^lMfdr  evaluating  counter-party  creditworthiness; 
specifies  a  list  of  agjg^d  count^parties  w^ia^dit  exposure  limits; 
outlines  the 
outlines  proced 
provides  f< 
require; 
respoi 
tofchi 
fies  resi 
lie  cre<fi1 
llP^^l^ropna 
1^1 


revi^S|&f  counter -^Brties  for  the  approved  list; 
enfo^^  the  coimtsf-party  credit  policy; 
nde^^^&g,fj3|3ft  policy  procedures  to  ensure  compliance; 
ration  of  ^g^l^King)  activity  responsibilities  from  credit  approval  and  review 
.provides^^^^rate  risk  management  function  within  the  firm,  or  an  appropnate 
[nces  to  ensure  proper  risk  management; 

flst  the  use  of  counter-parties  requiring  credit  enhancement  to  establish 

^mal  reporting  and  control  requirements  for  the  management  of  counter-party 


acting  entity's  chief  executive  oversight. 

B  Counter-p^f  ^ditworthiness  must  be  equivalent  to  "investment  grade"  of  "A3"  as  defined  by  Moody 
ln\(,stor  Ser^p;  or  "A"  by  Standard  and  Poors. 

C  Ind^kliP^counter-party  exposure,  including  Stale  Street  Bank  &  Trust  Co.,  is  limited  to  33%  of  the  notional 
-flRiOl^^me  derivative  exposure  of  the  portfolio  being  managed  for  the  Board.  An  exception  is  allowed  if  total 
dbrjv^ve  exposure  in  the  portfolio  is  less  than  $100  million. 

D.  Any  entity  acting  as  a  counter-party  must  be  regulated  in  either  the  United  States  or  the  United  Kingdom 

E.  The  manager  should,  where  applicable  and  enforceable,  use  master  agreements  permitting  tlie  netting  of 
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counter-party  exposures  to  minimize  credit  risk. 


F  Counter-party  exposure  may  be  adjusted  at  the  request  of  the  Board  as  it  manages  its  overall  counter-party 
exposure. 

G.    Managers  are  prohibited  from  "name  washing"  where  credit  guarantees  ^^nd  through  to  parties  less 
creditworthy  than  the  primary'  counter-party  to  the  transaction. 


Vril.  PERMITTED  AND  RESTRICTED  INSTRi 


The  derivative  instrument  market  is  evolving  and  nej^iStruments 
derivative,  classes  of  derivatives  will  be  descnbe^^below,  and 
autliority  to  do  so. 


tantiy   Rattefuian  list  each 
manji^^with  guidehne 


A.  Futures  Contracts  -  Stock  index  futures,  bond  fuJ^^^^stUTency  futures  contracts  which  are  Commodities 
and  Futures  Trading  Commission  (CFTC)  approvaQT^^^OTnttied  when  the  manager  has  permission  to  invest 
in  the  underlying  or  deliverable  cash  market  instnimerit,  ,No  fiitbres  or  options  on  futures  position  will  be 
established  in  the  portfolio  which  would  create  ah  effective-diOT¥c»^'|j§ta,  or  other  risk  exposure  outside  the 
normal  range  established  for  the  portfolio,MT-«SS'Ume  will  tliS^iTpftlM^  value  of  the  futures  and  options  on 
futures  positions  exceed  25%  of  the  po||^'0  value  for  this  purpo^^e  value  of  each  position  is  defined  as  a 
product  of  the  full  amount  and  th^Bftibcr  of, COntrac<s,_a^j^ESa  for  the  market  value  of  the  most  likely 
deliverable  security  ^W^  ^       ^ ,-  ,  ^^^P 

B.  Options  -  Stock  index  opti^^quity  opffiyns  on  stooa  and  bonds  and  currency  options  are  permitted  for  use 
by  managers  who  have  pe^^lbn  to  ijjf^st  m  the  uriSerlying  or  deliverable  cash  market  instrument 

C  Currency  Forward^nlracts  -^^t^ncyifyMztd  contracts  arc  permitted  for  use  by  managers  who  have 
p^nussion  to  inve^|||il^iinderlyin&?^tvo»able  cash  market  instrument  solely  for  hedging  non  U.S.  dollars 
CspO'iijrcs  Suc^-ind^pare  limit^^^%ore  than  100%  of  the  aggregate  value  of  the  portfolio  securities 
dcnonunated  in  the  hed^^jjrency.  Cross-currency  hedges  are  prohibited. 


'and  Swaptions  -  These  vanous  uiterest  rate  transactions  are  prohibited 

ipnimS''i3Kt  j%h0¥? T  Options  on  futures  are  permitted  for  managers  who  have  permission  to  invest  in  them. 
If  puts  or  nakedM^^^^d  (written),  amounts  payable  under  such  contracts  when  they  become  "in  the  money" 
must  at  all  timlifesp^ered  by  cash  equivalents  held  in  the  portfolio  Options  on  foreign  currency  futures  are 
permitted  solelglbr^lhe  purpose  of  constructing  hedging  strategies  for  non  U.S.  dollar  exposures 

M 

StmcmMIndex  Notes  and  Bonds  -  Structured  notes  and  bonds  are  prohibited. 

w 

Fbyimrd  Contract  -  Forward  rate  agreements  are  permitted  solely  for  hedging  purposes  if  a  manager  has 
ifssion  to  invest  in  them. 

H     Prepayment  Sensitive  Mortgage-Backed  Derivatives  -  Mortgage-backed  derivatives  considered  to  be 
prepayment  sensitive  are  those  that  leverage  exposure  to  changes  in  interest  rates  and/or  prepayment  rates 


1452 


1.  Interest-only  C'lO")  and  Principal  only  ("PO")  Strips-Due  to  the  extreme  prepayment  sensitivity 
of  these  instruments  and  the  prepayment  model  risk  involved,  usage  is  prohibited,  however,  PIMCO,  may  invest 
in  the  aggregate  up  to  3%  of  the  portfolio  market  value  in  lOs  and  POs.  In  this  case,  it  is  the  intention  of  the 
Board  not  to  be  significantly  exposed  to  unanticipated  consequences  holding  leveraged  securities.  It  is  expected 
that  money  managers  will  closely  monitor  all  exposures  and  quarterly  report  to  the  Board  on  their  rationale  for 
all  such  exposures 

2.  Inverse  and  Super  Floaters  -  are  prohibited 

3.  CMO  Residuals  -  are  prohibited 

4.  Other  Esoteric,  "High  Risk"  CMOs  -  ai^rohibit( 


As  the  CMO  market  continues  to  evolve  it  is  expo^l  that  Wall 
"prepajTnent  sensitive"  CMO  tranches  since  futi^^roducts  cafini  ^^ 

required  to  seek  prior  wTitten  approval  from  the  E^rod  before^pSrchasing  su^Si 


I.    Asset  Backed  Securities  -  asset  backed  securiti 
prohibited. 

The  following  derivative  instruments  shall  be  excluded' 


^-^re  leveraged  structures  or  residual  interest  are 


A.  Instruments  that  are  not  traded  on  rra|i§^^^pi|[^%>except  for/OTVvard  contracts. 

B.  Instruments  with  increasing  levera^^xcep^^jf^^y  mv^up  to  3%  in  lOs  and  POs  within  an  overall 
portfolio  context.  j^  /J^^^T™ 

C.  Investments  such  that  tlie  po||folio's  m^it  exp^^^^^eds  its  market  value. 

D.  Investments  where  the  ret&rnis  detern^ed  by  anc^m^tment  prohibited  elsewhere  in  the  guidelines. 


IX.  LISTING  REQUIRBMENTS^?"  -'?^ 

Uvsivatives  which  ar&lfijtures  coiifafiS  ihnst  be  CFTC-approved  and  exchange-traded.    Options  must  be 

VAXrVES 


)ject  the  investor  to  three  kinds  of  nsk:  Objective  pricing  risk,  legal  nsk  and 
yliqiuditj'  ns^'^Ja!ce|in(Kt  derivative  instruments  are  traded  under  unregulated  circumstances,  a  '"common  law" 
practice  shall  pS^f^i;!|Pi^efoie,  before  a  new  derivative  can  be  used,  at  a  minimum,  it  shall  have  at  least  three 
market  makers  vyj^'areTfinancially  secure  and  have  recognizable  standing  in  the  marketplace.  The  benefit  of  three 
market  makers  fSjhaTit  ensures  that  there  will  be  competitive  pricing,  a  minimum  number  of  market  participants 
to  create  "coiiitnonly  accepted  practices  and  requirements"  for  a  new  derivative,  and  a  minimum  degree  of 
hquidity  to  s|^n  insntunonal  use.  The  derivative  must  be  linked  to  a  pre-existing  permissible  cash  market  or 
^^'hich  can  be  used  for  delivery.  Any  new  derivative,  however,  can  only  be  used  after  approval  by  the 


REPORTING  REQUIREMENTS 

Managers  must  prepare  a  report  to  the  Board  quarterly  which  outlines: 
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•  the  derivatives  and  the  counter-parties  used  and  the  market  value,  cost  value,  gain/loss  and  notional 
exposure,  amount  of  exposure, 

•  a  description  of  the  strategy  and  expected  outcome  of  the  derivative  use; 

•  the  quantified  impact  to  the  portfolio 

XII.  OPERATIONAL  REQUIREMENTS 

Managers  must  at  all  times  comply  with  thie  operational  requirements  ophe  Boar^Jftd  its  master  custodial  bank. 

XIII.  RESPONSIBILITIES  AND  DELEGATIONS^         -^^' '' 

The  Board's  Investment  Committee  is  responsible^^Vprovmg^d  .  "olicy  an|4ias  delegated 

responsibility  for  administering  the  Policy  to  the  B^d's  Inv^^^t  ConsuUa.  i    lu  Snff 

The  Board's  Staff  shall  review  the  written  policies  and  procedures  of  the  moi.«>'-TOanag(,r:,  with  respect  to 
derivative  use,  shall  monitor  reports  from  the  r,  c  j^^ef  flu^  master  custodial  bank^at  least  quarterly  to  ensure 
derivative  use  is  in  compliance  with  this  poiics 

The  Staff  and  Consultant  shall  monitor  the  invesin.cru  p.'k  nnance  results  of  the  managers  to  ensure  that  any 
derivative  use  is  not  having  a  long-term  deletenoos  eflect  on  tiie  poijfcijio 


The  managers  are  granted  in\estmenf3fScretionS>^ecJtheir  invesStient  management  contracts  with  the  Board 
subject  to  their  in\cs(ment  nidnagonient  guictolme?.  The  Board  delegates  to  the  managers  the  execution  of 
derivatives  transactions  under  this  Policy,  subj^  to  Seclku^V::?-  of  this  policy.  The  managers  who  are  permitted 
to  use  derivatives  must  contply  with  this  Policj,  or  jJenvatives  use  is  prohibited  Nothing  in  this  Policy 
supersedes  the  managers'  legaf  obliGa'i6n<;  'o  the  Board  contained  in  their  investment  management  contracts. 

XIV.  DEFINITIONS 

e  -  iht  flit  i;inuili,-'neoiJS  ptiieltoie  and  sale  of  two  mstruments  for  the  purpose  of  capturing  a  pncrng 
Scybel\M.t.ii  Jicn;    Tnc  instruments  need  not  have  correlated  price  movements. 

BoihRtsk    'hj'i  t       ]scd  by  deviation  in  spread  between  pncesoftwo  related  instruments  or  markets. 

hfrdption  -  ar  u:strui  ^ent  which  conveys  the  right  but  not  the  obligation  to  buy  a  deliverable  instrument  at  a 
specified  py\^i 

Cash  Market    llic  pin  sical  market  for  a  deliverable  instrument  or  commodity. 

Collateral  tSaiiSsets  pledged  to  secure  payment  of  a  party's  obligation  under  a  transaction. 

'Mhes  Futures  Trading  Commission  (CFTC)  -  an  agency  of  the  US  federal  government  which  regulates 
j^V  &tiarcs  contracts  and  transactions. 

Counter-Parry  -  the  entity  which  is  in  the  opposing  position  to  a  transaction. 

Derivative  -  an  instrument  whose  value,  usefulness  and  marketability  is  dependent  on  or  derives  from  an 
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underlying  asset 

Forward  Conrraa  -  a  standardized  contract  for  a  deliverable  commodity  or  instrument  which  conveys  tlie 
obligation  to  make  or  take  delivery  of  that  commodity  or  instrument  at  a  future  point  in  time  at  a  specified  price 

Futures  Coniraci  -  a  standard  contract  for  a  deliverable  commodity  or  instrument  which  conveys  the  obligation 
to  make  or  take  deliver\'  of  that  commodity  or  instrument  at  a  future  point  in  time.at  a  specii'ied  price 

Hedge  -  the  taking  of  simultaneous,  but  opposite  positions  instnunea^  In.  related  markets  where  the  correlation 
of  price  movement  is  at  least  .95  over  a  rolling  three  y^period  ^c" 


Leverage  -  a  condition  wdiere  tlie  value  of  an  obligatiqiC^ceeds  the  v^iiuc  of  ih.'  niidcrlymg  assets  Ivhich  support 
the  obligation.  S 


Margin  -  collateral  representing  a  portion  of  thelnotione!  sn.ouit  of  a  transactipn  specified  by  the  exchange 
clearing  tlie  U-ansaction  or  the  counter-party  to  the  Ifai'Sacticm. 

Market  to  Market  ■  the  valuation  of  a  security  or,Sthc-  ihitninient,  tiaissaction  or  portfolio  of  same  to  current 
market  prices 

Master  Agreement  -  one  agreement  sj^'^^o^^^  terms,  coruiuions  and  settlement  of  a  number  of 
transactions.  .^^'    ^^^^^^^^...^ 

Netting  •  the  process  by  which  a  single  paymej^bligat^^ppived  from  a  number  of  sums  owed  between  two 
Parties  ^,  }  J;-''  M 


Option  -  an  mstrument  which  convej'S  &g  right,  bufctJbt  the  obligation  to  buy  or  sell  a  deliverable  instrument  at 
a  specified  price  '  ,r  "sSspj-.a^^" 


mJ^tyi^-Counter  -  a  'v,  i  uv  or  instrUttieflt\vhich  is  not  traded  on  an  organized  exchange  where  the  transaction 
!5,^^^|Btonly  to  'i.e  sgf 'cnwnt  between  the  parties  to  the  transaction. 

/"/•m^w-^tha^josi  paid  or  nwcttuc  received  for  an  option. 

,flJ?i?ro/7no«^3jMiJst™''^^"'  which  conveys  the  right,  but  not  the  obligation  to  sell  a  deliverable  instrument  at  a 
specified  pncft^       ^-^ 

Speculation  -  etrtering  into  a  derivative  transaction  where  there  is  not  underiying  related  asset  to  support  the 
transaction,  swM  that  the  denvative  exposure  alone  is  the  object  of  the  transaction. 

Spot  Market  -  the  cash  marset  for  a  deliverable  instrument  or  commodity. 


red  Note  -  an  instrument  which  represents  a  fmancial  obligation  that  is  created  by  modifying  one  or  more 
andard  financial  obligations  or  instruments  like  a  bond  or  mortgage  to  create  a  risk/return  profile  or  cash  flow 
payment  stream  which  differs  from  the  standard  financial  instrument(s)  fi-om  which  it  derives. 

Swap  -  a  contract  wliere  the  parties  agree  to  exchange  the  cash  flows  of  the  underlying  asset  in  amounts  specified 


by  the  contract. 
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Derivatives  Industry  Needs  Upgrades 
In  Risk  Management,  GAO  Concludes 


. .  By  JoKN  Connor 

Doic  f<na  Naa  Seiiilea  .  , 
WAiSHINGTON  -' Despite  progress  In 
controlling  derivatives  risks,  further  Im- 
provements are  needed  In  the  rlsk-man- 
agetnent.  Internal  control  and  corporate- 
governance  systems  of  derivatives  dealers 
and  users,  the  General  Accounting  Office 
said.    ^'  ' 

'  la  a  16S-page  sequel  to  a  nialor  report 
Issued  two  years  ago.  the  GAP  said  that 
"altbougti  market  participants,  regula- 
tors, and  others  h^ve  acted  to  Improve  the 
management,  oversight,  and  disclosure  of 
derivatives  risks,  many  of  the  concerns 
that  GAO  Mentmed  In  Its  1994  repori  stlU 
remain." 

Derivatives  are  financial  instruments 
whose  value  is  determined  from  an  under- 
lying reference  rate.  Index  or  asset  The 
GAO  cited  an  estintate  by  the  Bank  of 
Intematipna]  Settlements  that  the  total 
amount  of  derivatives  products  outstand- 
ing worid-wide  as  of  March  31, 199S,  was 
J55.7  trillion.  '         iV 

'  "Given  tlie  risks  assocl?ted_wl!h'deriv- 
atlve  products,  weaiknesses  In'conxM'Bte 
governance  systems  and  Inattentiofi  to  the 
Importance  of  effective  internal  controls 
can  leave  major  derivatives  end-users  and 
dealers  particularty  vulnerable  to  signifi- 


cant losses,"  the  Congressional  watchdog 
agency  warned. 

Stressing  the  need  to  beef  up  internal 
controls  over  derivatives,  the  GAO  voiced 
concern  that  "favorable  market  conditions 
may  mask  the  need  for  further  improve- 
ments and  that  the  passage  of  time  may 
lessen  the  vigilance  of  entitles'  directors 
and  senior  management" 

The  GAO  also  said  that  "serious  short- 
comings in  accounting  standards  continue 
^obeSposed  as  entitles  experience  major 
Tosses  from  market-sensitive  financial  In- 
struments, wilhEee.Tilngly  little  warning." 
It  said  the  solution  lies  In  adoptlr.g  compre- 
hensive market-value  accounting. 

Notine  that  some  dealers  and  end-users 
of  derivatives  and  similar  financial  instru- 
ments reported  major  financial  losses 
since  it  issued  lis  1994  report  -  It  cjted 
several,  including  the  collapses  of  the 
Orange  County,  Calif.,  hivestment  fund 
and  Barings  PLC  in  Britaln-lhe  GAO  said 
these  entities  all  had  serious  weaknesses 
in  their  corporate-governance  systems. 
Such  systems  concern  transacUons  and 
relationships  within  an  organisation.  In- 
cluding who  controls  what  and  who  makes 
decisions. 

The  agency  said  internal  control  as-' 
sessments  and  reporting  are  essential  to 


saa 


ensure  that  the  directors  and  senior  man- 
agement of  major  derivatives  dealers  and 
end-users  exercise  their  fiduciary  Tespon—— 
ElbUlties.   It  said  voluntary  >.  efforts  toT 
strengthen  controls 'caji  be  vijuable.,  but  1 
that  stakeholders  remain  Vulnerable  If 
such  eontroSs  aren't  uBlformly  adopted. 

The' GAO  said  the  Securities  and  Ex- J 
change  Commission  has  acknowledged  1 
there  may  be  benefits  associated  with 
management  or.  auditor  rejxirts  on  Inter- 
nal-control  systems  of, SEC-regulatedvi) 
dealers  In  and  end-tlsers  of  complex  deriv-.i  js 
atlve  products,  but  noted  the  SBC  Is  fo-.((!i 
cused  Instead  on  Improved  disclosure  ofvi) 
market  risk.     •,  :i    ■    ,  si« 

"Although  we  believe  expanded  disdo-noi 
sure  is  valuable,  it  does, not  provide  the^vr 
addiUooal  accountability .  for  boaitls  of,nji 
directors  and  -senior  management  that,T>3 
would  be  accomplished  through  public  re-oM  . 
porting  of  internal  control  assessments,"  p;ii ' 
the  GAO  said.  J    -.  -  •;      »       1*1 
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Sunday,  March  3,   1996 


MARKET  WATCH 

FLOYD  NORRIS 

Telling 
The  Truth 

About 
Derivatives 


Mark  to  market. 

Those  three  words  can  strike  terror  into 
the  hearts  of  some  corporate  executives, 
and  have  provoked  some  of  the  mgre  con- 
tentious accounting  debates  of  the  last  two 
decades.  Another  one  is  warming  up. 

Accounting  fights  don't  have  the  public 


fied  criticism  of  some  of  the  lesser  decisions 
the  board  is  making,  because  this  is  a  com- 
plicated area  in  which  any  approach  will 
produce  anomalies.  But  better  rules  are 
long  overdue,  and  fights  over  details  should 
not  be  allowed  to  prevent  action. 

As  it  happens,  the  board's  efforts  to  deal 
with  derivatives  are  coming  to  fruition  at  a 
time  when  the  board  itself  Is  under  attack. 
Its  effort  to  force  honest  accounting  of  the 
value  of  stock  options  given  to  corporate  ex- 
ecutives was  blocked  by  companies  that 
ran  to  Congress.  Relishing  that  victory, 
some  corporate  executives  started  an  at- 
tack late  last  year  to  pre-emptively  halt  all 
of  the  board's  work  pending 
a  restructuring  that  would 
get  rid  of  much  of  the 
board's  staff  and  give  busi- 
nesses effective  veto  power 
over  any  board  action. 

That  effort  was  blunted 
by  a  fast  response  by  Ar- 
thur Levitt  Jr.,  the  chair- 
man of  the  Securities  and 
Exchange  Commission.  But 
he  will  lose  his  job  next  year 
if  the  Republicans  win  the 
Presidency,  and  there  con- 


fascination  of,  say,  a  juicy  murder  trial.  But 
for  investors,  they  can  be  a  lot  more  impor- 
tant. This  one  covers  the  area  of  accounting 
for  derivatives.  The  Financial  Accounting 
Standards  Board  will  make  some  decisions 
this  week,  and  it  hopes  to  issue  a  proposed 
rule  within  a  few  months. 

It  is  about  time.  The  issue  has  been  on  the 
board's  agenda  for  a  decade,  while  the  use 
of  derivatives  has  grown  rapidly.  At  least 
some  of  the  esoteric  products  that  Wall 
Street  has  invented  have  been  designed  to 
allow  companies  to  report  profits  that  are 
greater  than  real  economics  allow.  But 
while  the  reported  profits  grow,  a  concealed 
hole  in  the  balance  sheet  can  develop. 

To  address  that,  the  board  has  tentatively 
decided  that  derivatives  should  usually  be 
marked  to  market.  That  is,  if  the  market 
value  of  the  security  falls,  that  fact  should 
be  reflected  in  the  financial  statements.  Had 
that  been  done  before,  some  of  the  more  emr 
barrassing  derivatives  debacles  might  have 
been  averted. 

That  decision  will  scare  some  businesses, 
just  as  they  were  offended  by  previous  rules 
that  ^ept  companies  from  reporting  profits 
on  bonds  that  rose  in  value  while  hiding 
losses  on  bonds  that  fell.  There  will  be  justi- 


tinues  to  be  a  hsk  that  businesses  angry 
abo|^t  being  required  to  make  disclosures 
will  succeed  in  hobbling  the  board. 

There  are  ways  the  board  could  be  im- 
proved, particularly  by  speeding  up  the  pro- 
cess. But  it  is  needed  more  than  ever  be- 
cause Independent  auditors  too  often  fail  to 
act  as  accounting  watchdogs.  When  one  of 
the  Big  Six  accounting  firms  allows  a  client 
to  get  away  with  a  dubious  accounting  prac- 
tice, other  companies  in  the  same  industry 
push  their  auditors  to  do  the  same.  Fearful 
of  losing  business  in  a  highly  competitive  in- 
dustry, the  auditors  too  often  go  along. 
The  F.A.S.B.  is  dubbed  "anti-business"  by 
some  of  its  critics.  Yet  its  23 
years  of  rule  making  have 
coincided  with  the  greatest 
bull  market  in  history,  en- 
abling businesses  to  raise 
capital  at  low  cost  from  In- 
vestors who  believe  Ameri- 
can accounting  can  be 
Irysted  Such  faith  will  not 
increase  if  short-sighted  ex- 
ecutives leave  us  with  no 
genuinely  independent 
agency  watching  over  ac- 
counting standards. 
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Entitlement;  Court  Mandates;  Reassessing  City's  Role 

[CLERK'S  NOTE.— The  following  information  was  supplied  in 
response  to  questions  for  the  record  concerning  the  District's  FY 
1995  budget.  It  was  received  too  late  to  be  included  in  those 
hearings.] 


GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 
EXECUTIVE  OFFICE 


OFFICE  OF 

INTERGOVERNMENTAL  RELATIONS 
441  ■  4th  STREET,  N.W.,  SUITE  1010 
W/SHINGTON,  DC.     20001 


MEMORANDUM 


DATE:      December  27,  1994 

TO:       Migo  Miconi 

House  D.C.  Subcommittee  on  Appropriations 

FROM:      Mimi  Mager,  Director 

Office  of  Congressional  and  Federal  Affairs 

RE:       Response  to  Follow-up  Questions  from  the  Committee 
on  House  Appropriations 

Attached  is  the  response  from  the  City  Administrator's  Office  to 
two  of  the  questions  from  the  Committee  on  D.C.  House 
Appropriations  I  promised  to  send  your  via  hard  copy.   They  are 
presently  working  on  the  others. 

If  you  have  any  questions,  please  feel  free  to  call  me. 

Attachment 
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Response  to  1993  follow-up  questions  from  the  Committee  on  House  Appropriations 


ISSUE: 

In  response  to  a  question  for  tlie  record  last  year  (pp.  658-659,  part  1),  concerning  District 
operations  managed  by  court-appointed  officials,  the  responses  states  that  "one  major  factor.. .is 
the  fact  that  the  District  offers  more  entitlement  programs  than  most  other  jurisdictions 
..."however,  ...  the  District  must  reassess  what  the  role  of  government  can  and  should  be." 

QUESTION: 

a.         Please  list  the  entitlement  programs  that  are  offered  by  the  District  that  are  not  offered 
by  most  other  jurisdictions. 

ANSWER: 

In  general,  the  District  offers  the  same  entitlement  programs  as  most  other  jurisdictions 
across  the  country  including  Aid  to  Families  with  Dependent  Children  (AFDC),  Medicaid, 
Emergency  Assistance  and  Food  Stamps.  How  District  programs  differ  from  others,  however, 
is  in  the  generosity  of  the  entitlement  benefits.  More  specifically,  the  District  of  Columbia 
provides  broader  coverage  and  larger  payment  amounts  to  eligible  District  residents  than  other 
jurisdictions.  The  District,  in  some  instances,  offers  optional  programs  that  the  federal 
government  has  rescinded.  For  instance,  the  federal  government  eliminated  AFDC  benefits  to 
women  in  the  first  trimester  of  pregnancy  and  to  dependent  children  over  age  18,  in  1981.  Yet, 
the  District  opted  to  continue  providing  these  benefits,  which  are  not  federally  reimbursable. 

Similarly,  the  District's  Emergency  Assistance  (EA)  program  is  equally  more  generous 
when  compared  to  other  jurisdictions,  both  in  terms  of  eligible  uses  and  the  generous  amounts 
provided  for  assistance.  For  example,  Maryland  pays  a  maximum  of  $250  for  an  emergency 
of  an^  type.  Virginia  restricts  significantly  what  it  will  pay  for,  limiting  the  one  time  only 
payment  of  $500  to  misfortunes  associated  with  natural  disasters  or  weather  emergencies. 
Conversely,  the  District  pays  up  to  $2,700  for  back  rent  and  mortgage  arrearages. 

A  further  illustration  is  that  of  General  Public  Assistance  (GPA),  a  local  program  yw/Zy 
funded  with  District  appropriated fiinds.  The  GPA  program  disseminates  supplementary  benefits 
to  residents  preliminarily  found  permanently  disabled  and  eligible  for  SSI  benefits  while  the 
resident  SSI  applications  are  pending.  An  agreement  with  the  Social  Security  Administration 
(SSA)  allows  the  District  to  recoup  monies  paid  as  supplementary  SSI  payments  to  recipients. 
However,  residents  remain  on  GPA  if  the  Social  Security  Administration  declares  them  ineligible 
for  SSI  benefits. 


QUESTION: 

b.         What  action  has  the  District  taken  to  reassess  what  its  role  can  and  should  be? 

ANSWER: 

The  District  continues  to  reassess  the  government's  role  with  respect  to  offering 
entitlement  programs.  The  following  illustrates  several  actions  the  District  has  taken  in  attempts 
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to  address  the  growing  fiscal  strain  placed  upon  it  with  respect  to  it's  entitlement 


programs: 


The  Distnct  of  Columbia  has  proposed  a  Revised  FY  1995  Budget  within  the  context  of 
a  Multiyear  Fiscal  Plan  which  covers  Fiscal  Years  1995  through  1999  This  multiyear 
plan  includes  initiatives  that  call  for  the  restructuring  of  some  of  the  optional  programs 
the  Distnct  provides  under  its  entitlement  programs  such  as  AFDC,  GPA,  and  Medicaid 
As  an  example,  the  plan  proposes  that  the  District  provide  AFDC  benefits  to  pregnant 
women  beginning  in  the  third  trimester  of  pregnancy,  which  is  in  line  with  Federal 
government  provisions,  rather  than  provide  them  in  the  first  two  trimesters  as  the  District 
currently  provides. 

The  "Emergency  Assistance  Program  Amendment  Act  of  1994",  enacted  in  the  spring 
of  1994,  limits  the  number  of  times  that  a  resident  is  allowed  to  receive  emergency 
assistance  benefits  from  twice  to  once  during  a  12  month  period.  The  amendment  also 
limits  the  amount  of  assistance  for  utility  arrearage  to  the  actual  dollar  amount  and  not 
to  exceed  $500. 

In  July  1994,  the  Mayor's  Task  Force  on  Welfare  Reform  was  established  and  charged 
with  developing  a  comprehensive  welfare  reform  policy,  leading  to  the  establishment  of 
a  transitional  assistance  system  that  will  move  families  who  are  receiving  AFDC  from 
dependence  on  cash  grant  payment  benefits  to  economic  self-sufficiency.  The  Task  Force 
is  expected  to  render  its  final  recommendations  to  the  Executive  by  December  31,  1994. 
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[SEE  "NON-ELIGIBLE  RECIPIENTS"  ON  PAGE  650,  THIS  VOLUME] 

[EXCERPT  FROM  THE  WASHINGTON  TIMES.  JUNE  28,  1996] 


Medicaid  mon^ 
gone  for  good 

Ineffective  management  proves  costly 


By  Sean  Scully 

THE  WASHINGTON  T1M6S 


The  District  probably  never 
will  recover  the  money  lost  — 
perhaps  $80  million  —  because 
ineligible  people  were  kept  on 
the  Medicaid  rolls  for  four  years, 
a  city  official  said  yesterday 

"How  can  we  now  go  back  and 
take  away  money  from  [health 
care  organizations]  that  in  good 
faith  provided  health  services" 
to  more  than  20.000  people,  said 
Paul  Offner,  the  city's  commis- 
sioner of  health  care  finance. 

City  officials  said  Wednesday 
that,  since  1992,  they  had  been 
paying  $15  million  to  $20  million 
yearly  in  health  care  costs  for 
people  who  no  longtr  were  eligi- 
ble for  assistance.  In  April,  the 
city  kicked  more  than  20,000 
people,  around  15  percent  of  its 
caseload,  off  the  Medicaid  rolls. 
Mr  Offner  said. 

"The  loss  of  that  kind  of 
money  for  us  is  a  major  factor 
It's  a  major  loss,"  said  DC.  Coun- 
cil member  Jack  Evans,  Ward  2 
Democrat. 

The  news  of  overspending  on 
Medicaid  comes  at  a  tough  time 


for  the  city,  which  is  in  a  budget 
crisis  that  has  left  many  agen- 
cies nearly  unable  to  function.  In 
May,  Chief  Financial  Officer  An- 
thony Williams  warned  that  the 
city  faces  a  $116  million  deficit 
next  year  anQTSnTOnfmne 
diate  hope  of  repaying  $300  mil- 
lion from  past  deficits. 

Earlier  this  month  —  citing  in- 
effective management  —  the 
DC  financial  control  board 
forced  out  Vernon  Hawkins, 
head  of  the  city's  Department  of 
Human  Services,  which  controls 
Medicaid  payments. 

Mavor  Marion  Barry  has  long 
complained  that  the  District  is 
saddled  with  responsibilities  — 
including  Medicaid  payments  — 
that  are  far  beyond  its  ability  to 
afford.  In  most  areas,  such  re- 
sponsibilities are  handled  by 
counry  or  state  authorities,  not 
by  cities. 

It's  unlikely  that  the  inehgible 
people  who  received  Medicaid 
services  will  repay  the  city,  Mr 
Offner  said.  Many  of  the  ineli- 
gible people  remam  too  poor  to 
be  worth  suing,  he  said. 

"If  you  win,  you  put  them  back 
on  welfare,"  he  said. 

The  problem  is  not  the  result 
of  fraud,  ciry  officials  say,  but 
DC.  Inspector  General  Angela 
Avant  said  she  plans  an  mves- 
tigation  of  Medicaid  and  welfare 


programs. 

"I'm  lookLig  at  areas  of  risk 
[for  fraud  sind  mismanagement), 
cuid  Medicaid  is  an  area  of  risk 
and  . . .  opportunity,  unfortu- 
nately," Miss  Avant  said. 

She  declined  to  comment  on 
the  specifics  of  the  inehgible 
Medicaid  recipients,  saying  it 
could  jeopardize  her  investiga- 
tion. 

Mr.  Offner  blames  the  prob- 
lem on  a  computer  glitch.  The 
creators  of  the  system  never  pro- 
grammed computers  tracking 
welfare  recipients  to  commum- 
cate  with  computers  tracking 
Medicaid.  People  who  became 
ineligible  for  welfare  remained 
in  the  Medicaid  computer 

"People  have  been  aware  in  a 
vague  way  that  something  was 
wrong  with  Medicaid,"  Mr.  Off- 
ner said,  but  city  officials  never 
mvestigated. 

Rep.  Thomas  M.  Davis  III, 
Virginia  Republican  and  chair- 
man of  the  House  Government 
Reform  and  Oversight  subcom- 
mittee on  the  District,  said  the 
Medicaid  issue  is  another  sign 
that  the  control  board  is  "shining 
a  light  on  things  that  have  been 
going  on  for  years." 

The  control  board  "is  going  to 
work,"  Mr  Davis  said,  'but  it's 
going  to  be  slow  and  ugly." 

It's  not  clear  why  officials  in 
the  human  services  department 
never  found  the  problem,  Mr 
Offner  said,  but  the  $1  billion 
Medicaid  program  has  long  been 
plagued  by  a  lack  of  staff  and 
equipment. 

"You  can't  run  Medicaid  like  a 
'ma  and  pa'  business,  and  that's 
what  they  were  trying  to  do,"  Mr 
Offner  said.  'It's  killing  them." 
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BASELINE  AUDIT,  APRIL  30,  1995 


„«„o  f'^^^^K'S  NOTE.--  A  "BASELINE"  AUDIT  WAS  REQUESTED  BY  THE 
HOUSE  AND  SENATE  COMMITTEES  ON  APPROPRIATIONS  IN  A  JOINT  LETTER 
DATED  APRIL  7,  1995.   THE  REPORT  WAS  COMPLETED  ON  DECEMBER  if 
1995.   AFTER  NUMEROUS  REQUESTS  BY  STAFF,  THE  REPORT  WAS 
TRANSMITTED  TO  THE  COMMITTEE  ON  FEBRUARY  14,  1996,  TWO  MONTHS 
AFTER  IT  WAS  ISSUED,  WITH  HAND-WRITTEN  NOTE  SIGNED  BY  TERRY 
CARNAHAN,  DIRECTOR  OF  FINANCIAL  PROJECTS  FOR  THE  FINANCIAL 
CONTROL  BOARD.   A  COPY  OF  THE  CORRESPONDENCE  TOGETHER  WITH  A  COPY 
OF  THE  HAND-WRITTEN  NOTE  AND  REPORT  FOLLOWS.]         ^  «-Litt  A  COPY 


********** 


906  LIVINGSTON.  LOUISIANA.  C"^': 
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Congress  of  the  lanited  States 

rlk"^j£"^  ^^ousE  of  TR.tpraniuno£B 

EI^^HIlu.""*"  Committct  on  appropnanons  <j'««' 

Washington ,  B£  20515-0015 

April  7,  1995 


Honorable  Marion  Barry,  Jr. 

Mayor 

The  District  of  Columbia 

Washington,  D.C.   20001 

Dear  Mayor  Barry: 

Recent  hearings  on  the  District  government's  fiscal  crisis 
indicate  that  there  is  serious  concern  about  the  accuracy  of  the 
financial  data  used  by  District  officials  to  (1)  manage  the 
District's  fiscal  affairs  and  (2)  report  to  Congress  and  to  the 
public  on  the  city's  financial  status.  Our  Committees  believe 
that  the  Di.strict  needs  to  specifically  identify  its  total 
liabilities,  particularly  obligations  incurred  and  accounts 
payable,  and  the  status  of  appropriated  and  non-appropriated 
funds  for  fiscal  year  1995. 

Accordingly,  the  Committees  would  like  the  District  government  to 
coordinate  with  the  General  Accounting  Office  and  arrange  for  an 
interim  closing  at  April  30,  1995,  to  establish  a  base-line  for 
the  cash  position  and  related  obligations,  accounts  payable  and 
all  other  liabilities  as  well  as  the  status  of  the  fiscal  year 
1995  funds.   GAO  has  agreed  to  coordinate  and  manage  this  effort 
by  the  District,  including  monitoring  any  contractors  involved  in 
working  for  the  District  to  validate  the  accuracy  of  the  amounts 
reported,  or  GAO  would  arrange  for  contractors  under  their 
contracting  process  with  reimbursement  from  the  District.   The 
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Committees  believe  it  is  essential  to  correlate  the  amounts 
established  as  the  baseline  for  the  District  as  near  as  practical 
to  the  second  quarter  financial  status  reports  that  are  due 
Congress  on  April  17,  1995,  and  to  the  hearings  that  will  be  held 
on  the  District's  budget  for  fiscal  year  1996. 

The  Committees  request  that  the  District  arrange  for  the  base- 
line to  be  established  as  of  April  30,  1995,  and  that  a  status 
report  of  the  actions  taken  to  comply  with  this  request  be 
provided  by  April  21,  1995. 

We  look  forward  to  your  response . 


IMML 


JMies   T.    Walsh 

<a  i  rman 
Jistrict  of  Columbia  Subcommitteei 
Committee  on  Appropriations 
U.S.  House  of  Representatives 


umbia  Subcommittee 
ppropriations 


BOa  UVINCSTOn.  LOUISUkNA.  OuXMAK 
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Congress  of  the  Hniteil  States 

tloust  of  "RtprcBcnunoEs 
(Eommittcc  on  3pprapnations         — 
Washington,  B£  205)5-0015 

July  21,  1995 


Honorable  Marion  Barry,  Jr. 

Mayor 

The  District  of  Columbia 

Washington,  D.C.   20001 

Dear  Mayor  Barry : 

This  is  in  reference  to  our  letter  of  April  7,  1995, 
requesting  "the  District  government  to  coordinate  with  the 
General  Accounting  Office  and  arrange  for  an  interim  closing 
at  April  30,  1995,  to  establish  a  base-line  for  the  cash 
position  and  related  obligations,  accounts  payable  and  all 
other  liabilities  as  well  as  the  status  of  the  fiscal  year 
1995  funds. " . 

A  copy  of  a  letter  dated  June  27,  1995  from  the  City 
Administrator  to  the  General  Accounting  Office  (copy 
enclosed)  concerning  our  request  has  been  brought  to  our 
attention.   In  his  letter  the  City  Administrator  requests  the 
assistance  of  GAG  in  contracting  for  two  tasks.   Those  tasks 
are  (1)  an  April  30,  1995  interim  closing  of  accounts 
payaible;  and  (2)  the  annual  audit  for  the  year  ending 
September  ?0,  1995. 

The  Committees  are  concerned  that  the  scope  of  work  in  the 
City  Administrator's  letter  falls  far  short  of  the  request  in 
our  letter  concerning  the  interim  closing.   Further,  since  we 
are  now  almost  three  months  beyond  the  initial  base-line  date 
of  April  30,  1995,  we  suggest  that  the  interim  closing  be 
done  as  of  June  30,  1995.   This  alternative  would  provide 
more  current  information  as  well  as  determine  the  District 
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government's  cash  need  before  year-end.   In  addition,  an 
interim  closing  of  June  30,  1995,  could  be  used  as  good 
interim-period  data  and  testing  by  the  independent 
accountants  who  will  be  doing  the  District's  annual  audit  for 
fiscal  year  1995. 

We  look  forward  to  your  response. 


v^x.-^  I.  VJgLm 


kmes  T.  Walsh 
Chairman 
District  of  Columbia 

Subcommittee 
Committee  on  Appropriations 
U.S.  House  of  Representatives 


Lrman^  _ 

Columbia 
Subcommittee 
Committee  on  Appropriations 
U.S.  Senate 


Enclosure 


John  Hill 

Executive  Director 

District  of  Columbia  Financial 

Responsibility  and  Management 

Assistance  Authority 

Gregory  M.  Holloway 

Director,  Civil  Audits 

U.S.  General  Accounting  Office 

Robert  Pohlman 

Interim  Chief  Financial  Officer 

The  District  of  Columbia 


Robert  Re id 

Controller 

The  District  of  Columbia 
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GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 
EXECUTIVE  CFPCE 


iCHAEL  C.  ROGERS 

ITY  ADMINISTRATOR 

EPUTY  MAYOfi  POfl  OPGRATIONS 

'ASHINGTON.  DC.     2D001 


Jun«27,  1935 


Mr.  Jeffr*/  C.  Steinhoff 

Director 

Planning,  Rtportlng,  Accounting 

and  informatton  Managemam  Division 

Genarat  Accounting  Offica 

Room  6B04 

441  G  Straat.  N.W. 

Washington,  O.C.  20548 

Daar  Mr.  Stainhoff : 

The  District  of  Columbia  raqulraa  your  assistanca  in  contracting  for  an  auditor  to 
parform  the  following  two  tasics: 

1 .  April  30,  1995  Intarim  closing  of  accounts  payabia 

2.  The  annual  audit  for  the  year  ending  September  30,  1995 

As  you  are  aware,  our  previous  auditors.  Coopers  &  Lybrand  have  withdrawn  from 
Xh€  final  year  of  our  audit  contract  and  we  have  an  urgent  need  to  replace  them  for 
this  upcoming  audit  period,  prior  to  thm  installation  of  the  new  Inspector  General. 

I  Ivive  arranged  for  the  funding  of  the  first  tssk  to  be  made  available  from  existing 
1995  funds  and  for  the  second  tasic  during  1996  as  the  work  Is  performed. 

It  is  our  understartding  that  you  have  an  auditing  contract  in  place  in  which  you 
may  issue  task  orders  from  tinw-to-time.   I  sm  requestir>g  that  you  prepere  s 
request  far  one  audit  firm  to  perform  both  tasks.   It  is  our  view  that  this  approach 
will  generate  savings  to  the  City.  At  such  time  ss  the  cost  estimates  are  received, 
we  will  arrange  for  tf>e  1995  portion  of  the  funding  to  be  transferred. 

I  understand  that  an  evaluation  Is  performed  on  the  task  proposals  so  that  you  nnay 
select  a  contractor  to  be  awarded  the  work.  Due  to  the  serious  impact  this  work 
will  have  on  the  future  of  our  City,  I  request  that  a  member  of  my  staff  participate 
in  the  review  of  the  task  proposals  and  the  ovetaii  audit  firm  selectkin  process. 
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?  would  aoprecUBts  leceivlng  from  you  a  draft  interegency  agreement,  which 
8ncorpor«t98  y©ur  requirements,  as  «oor»  as  pos»ibl«,  as  we!!  as  a  lirrsetabte 
estimat«  for  putting  these  task  orders  in  place.  I  am  also  interested  in  seeing  how 
each  firm  proposes  to  schedule  the  work,  as  well  as  their  estimate  of  the  man 
hours  that  will  be  required  wh®n  It  is  received. 

I  appractate  your  sfislstartce  with  this  very  pr^ssins  "Wtter  as  ow  internal  options 
are  extramaly  limited,  I  have  directed  Mr.  Robert  Raid,  O.  C.  Controller  (727-511 6) 
to  work  v«th  your  office  to  assist  In  th«  effetsuation  of  this  r®Q«e«t. 

Thank  you  for  your  essistanec,  and  if  there  are  any  questions, 

Sir^^reiy, 


Enclosure 


.^^^ 


John  Hill 

Executive  Director, 

District  of  Columbia  Rnaneial 

Responsibility  and  i^nangement 

Assistance  Authority 

Robert  Pohlman 
Robert  Hekj 
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TASK  #1 
April  30,  1 995  Interim  Closino  of  Accounts  Payable 

Scope  of  work 


1 .  Tba  auditor  >/^tt  perform  a  positive  confirmation  of  accounts  payable 
balances  of  the  District  of  Columbia's  General  Fund  as  of  April  30^  1995; 
thia  includes  identification  of  unrecorded  accounts  payable. 

2.  Folfow-up  woric  on  confirmations  shall  include  reconciliation  of  exceptions 
and  a  determination  of  the  correct  ending  accounts  payable  balances. 

3.  The  auditor  will  use  appropriate  statistical  methods  to  assure  that  the  total 
payables  can  be  verified  with  a  95%  confidence  level  that  the  amount  is  not 
materially  in  error. 

4.  Accounts  payable  for  this  purpose  are  defined  as  all  items  normally  charged 
to  accounts  payable  as  presented  in  the  CAFR  (balance  sheet  category  41), 
Thii  does  not  include  payroll  related  items,  accruals,  deferred  revenue,  or 
cerltral  reserves. 

5.  The  auditor  will  prepare  a  report  which  presents  the  total  accounts  payable 
balances  as  of  April  30.  1995.  and  the  results  of  the  detailed  work.   In  the 
event  the  total  balance  cannot  be  determined  precisely,  a  range  of 
reasonable  amounts  will  be  presented.  The  report  will  affirm  that  all  agreed 
procedures  have  been  performed. 
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TASK  #2 
The  Annual  Audit  for  Year  ending  September  30,  1995 

Scope  of  Work 


Scope: 


The  District  desires  the  auditor  to  exp.ess  an  opinion  on  the  fair  presentation  of  lis 
general  purpose  financial  statements  in  conformity  with  generally  accepted 
accounting  principles  for  state  and  local  governments.  There  are  no  limitations  on 
the  scope  of  the  audit  except  as  to  the  confidentiality  of  Income  tax  returns  (D  C 
Code  7-1805.4). 

The  auditor  is  not  required  to  audit  the  combining  and  individual  fund  statements 
and  sche<<ules.  However,  the  auditor  is  to  provide  an  "in-relation-to"  report  on  the 
combininjj  and  Individual  fund  statements  and  schedules  based  on  the  auditing 
procedures  appfied  duHng  the  audit  of  the  general  purpose  financial  statements. 
The  auditor  is  not  required  to  audit  the  statistical  section  of  the  CAFR, 

Standards!: 

To  meet  the  requirements  of  the  scope  of  work,  the  audit  shall  be  performed  In 
accordance  with  generally  accepted  auditing  standards  as  set  forth  by  the 
Anr>erican! Institute  of  Certified  Public  Accountants. 

Auditor's  {Reports: 

Following  the  conrH)ietlon  of  the  audit  of  the  year's  financial  statements,  the  auditor 
shall  issue  a  report  to  the  Mayor  and  Council  of  the  Distrtet  on  the  fair  presentation 
of  the  financial  statements  in  conformity  with  generally  accepted  accounting 
principles;  for  state  and  local  governments. 

The  auditor  will  be  required  to  develop  or  have  developed  the  actuarial  present 
value  of  disability  compensation  expected  to  be  paid  to  disabled  or  deceased 
employees  or  their  beneficiaries. 

Additional  Auditor's  Reports 

The  auditor  may  be  required  to  issue  separate  auditor's  repoas  on  the  financial 
statements  of  the  following  organizational  units  of  the  District: 

1 .  Public  Schools 

2.  Water  &  Sewer  Utility 


Task  #2 

2. 

Lonery  &  Games 

3. 

Disability  Compensation 

4. 

Unemployment  Compensation 

5. 

Pension  Trusts 

6. 

Genjeral  Hospital 

7. 

Housing  Finance 

8. 

Conjvention  Center 

9. 

Sp<^s  Complex 

10. 

University 
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Each  of  the  above  organizational  untts  that  elects  to  obtain  a  separate  auditor's 
report  on  its  financial  statements  under  this  scope  of  woric,  shall  do  so  by  notifying 
the  auditor  in  writing  prior  to  the  end  of  thte  fiscal  year  to  be  audited. 

In  addition,  the  auditor  will  be  required  to  conduct  compliance  avidits  of  the  Public 
Employee^  Benefit  Services  Corporation  (PEBSCO)  and  Capital/PEBSCO,  Inc.,  joint 
administrators  of  the  District  of  Columbia  Deferred  Compensation  Plan  (IRC  457) 

Managemlent  Latter: 

The  auditor  shall  communicate  in  a  letter  to  management  any  reportable  conditions 
found  during  tiie  audit.  A  reportable  condition  shall  be  defined  as  a  significant 
deficiencV  in  the  design  or  operation  of  tlie  internal  control  structure,  which  could 
adversely:  affect  the  Districts  ability  to  record,  process,  summarize  and  report 
financial  data  consistent  with  the  assertions  of  management  in  the  finarwial 
statements. 

The  tenet  to  management  shall  also  disclose  any  material  non-compliance  with 
finance-related  legal  or  contractual  requirements. 

Irregularities  &  Illegal  Acts: 

The  auditor  shall  be  required  to  maice  an  immediate  written  report  of  all 
irregularities  and  illegal  acts  of  which  it  becomes  aware  to  the  Mayor  and  the 
Chairperson  of  the  Council. 

Pricing: 

An  estimate  of  total  hours  is  required  for  each  auditors  report.   The  separate 
reports  as  stated  above  under  "Additional  Reports"  may  or  may  not  be  required. 
Notification  under  that  section  requires  that  interested  organizations  notify,  in 
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writing,  thie  auditor  prior  to  the  end  of  the  fiscal  year  to  be  audited,  as  well  as  prior 
to  the  cofBmencement  of  any  field  work.   The  auditor  must  provide  a  fixed  number 
of  hours  for  each  optional  report.   The  central  auditor  normally  performs  several  of 
these  reports.   A  firm  commitment  cannot  be  extended  at  this  time  because  of  the 
independent  nature  of  the  agencies  involved. 
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THE  DISTRICT  OF  COLUMBIA 
WASHINQTON.  aC.    20001 

MAHJON  lANRY.  jn. 


AUG  0  8  1995 


Honorable  James  T.  Walsh 

Chairman 

District  of  Columbia  Subcommittee 

Committee  on  Appropriations 

U.S.  House  of  Representatives 

Washington,  D.C.,  20515 

Honorable  Janrws  M.  Jeffords 

Chairman 

District  of  Columbia  Subcommittee 

Committee  on  Appropriations 

U.S.  Senate 

Washington,  D.C.,   20510 

Dear  Sirs: 

This  Is  In  response  to  your  letter  of  July  21st,  regarding  the  District's  baseline 
audit.  As  you  note  in  your  letter,  the  City  Administrator  wrote  GAO  on  June  27th, 
formally  requesting  their  assistance.  Though  there  had  been  a  number  of 
discussions  about  the  scope  of  work  prior  to  that  letter,  the  District  has  not 
received  a  formal  response  from  GAO.   However,  staff  have  been  advised  that  the 
audit  services  should  be  secured,  by  utilizing  the  D.C.  Financial  Responsibility  and 
Management  Assistance  Authority  (the  Authority)  as  the  procurement  vehicle. 

Therefore,  at  this  time  an  RFP  has  been  Issued  on  the  District's  behalf,  by  the 
Authority,  and  It  Is  expected  that  a  vendor  will  be  selected  by  the  Authority  on 
August  18th,  with  work  commencing  by  August  28th.  The  RFP  will  need  to  be 
revised  to  reflect  your  as  of  June  30th  recommendation,  regarding  the  interim 
closing.   I  have  directed  Mr.  Rogers  to  work  with  the  Authority  In  making  this 
change.   Despite  the  slow  start,  with  the  Authority's  assistance,  we  are  well  on 
our  way  to  completing  these  two  tasks.  The  interim  closing  field  work  is  scheduled 
to  be  completed  by  October  30,  1995,  with  a  final  letter  being  available  by 
November  15,  1995.   Financial  Statement  audit  work  is  scheduled  to  begin  on 
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November  30,  1995,  with  a  finer  manaoement  letter  iaaued  by  April  19,  1996. 
In  cloalng-  '  thank  you  for  your  patience  and  underatandlng. 


Sincerely, 


John  Hill 

Executive  Director 

O.C.  Finencia!  Responsibility  and 

Menaeennent  Assistance  Authority 

Michael  C.  Rogers 
City  Administrator 


"Tnv.Alc 
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Peat  Marwick  llp 


2001  M  Street.  N  W 
Washington.  DC  20036 


Independent  Accountants'   Report  on  Appiying  Agreed-Upon  Procedures 


Disoict  of  Columbia  Financial  Responsibility 
and  Management  Assistance  Autbority: 

We  Have  peifixmed  the  procedures  eaumerated  below,  which  vmt  agreed  to  by  the  District  of  Columbia  Fmaocial 
Responsibility  and  Management  Assistance  Authority  (DCFRA),  solely  to  assist  you  with  respect  to  the  estimaiioa 
of  vendor  acoounis  payabte  of  the  District  of  Columbia's  (ibe  District)  General  Fund  as  of  September  30,  1995. 
This  engagement  to  apply  agreed-upon  prooedures  was  petfonned  in  aocotdaKX  with  standaids  established  by  cbe 
American  Institute  of  Certified  Public  Accountants. 

The  sufBciency  of  the  procedures  is  solely  the  responsibility  of  the  DCFRA.  Consequently,  we  make  no 
representatioG  regarding  the  sufiideQcy  of  iteptccedures  described  below  either  for  the  purpose  for  which  this  repcn 
has  b»n  requested  or  for  any  other  purpose. 

The  procedures  and  results  were  as  follows: 

Rrocedure  1  Mail  open  accounts  payable  coofirniadons  to  a  noa-soiisdcal  sample  of  major  vendors  and  o6»a 

vendors  of  the  District  as  of  Septembo-  30, 1993.  An  open  confirmatioa  requests  the  voidor  to 
provide  infotmation  as  to  all  unpaid  invoices  at  the  specified  dale.  Major  vendors  are  defined  as 
those  commercial  vesKlors  who  received  over  $300  thousand  from  the  Distria  in  the  first 
11  months  of  fiscal  year  199S.  Specifically,  drawing  from  a  Financial  Management  System 
(FMS)  disbursements  data  file  prepared  by  the  District's  Office  of  Financial  Information 
Systems  (OFIS),  identify  the  firms  that  provided  goods  and  services  to  the  Distria  during  199S, 
and  then  identify  75  m^yor  and  34  odier  vendors.  Mail  these  109  vendors  c^)ea  confiimatioos 
requesting  the  vendor  to  list  all  of  its  unpaid  invoices  to  the  District  as  of  September  30,  1995. 
Idendfy  an  additional  number  of  vendors  (29)  with  potential  accounts  payable  dirougb  a  review 
of  articles  in  77ie  Washington  Post  and  mail  open  confirmations  to  those  vendors. 

Investigate  responses  to  determine  whether  the  unpaid  invoices  identified  by  die  vendors  were 
lecorded  as  accounts  payable  by  the  Distria. 

Results  1  Of  the  sample  of  1 38  vendors,  78  vendors  replied,  providing  the  information  requested.  Fourteen 

of  die  78  confirmatioos  provided  only  infonnatioa  concerning  accounts  payable  of  the  Capital 
Projects.  Enterprise,  or  Component  Unit  Funds  wbidi  is  outside  the  scope  of  these  procecbxes 
and  therefore  was  not  induded  in  she  maibemadcal  calculatian  in  Procedure  4.  We  thus 
investigated  64  confirmations.  As  depicted  in  Table  I,  the  results  of  these  procedures  indicate 
potentially  unrecorded  accounts  payable  of  S3  million  out  of  confirmed  accounts  payable  of  S33 
million.  This  yields  an  error  rate  of  9  percent. 

Procedure  2  Select  a  statistical  sample  of  vendor  accounts  payable  lecoded  in   the  Ooieral  Fund  at 

September  30.  1995.  and  confirm  diose  sampie  vendor  accounts  payable  invoices  with  the 
selected  vendors.  Specifically,  use  a  matenaiity  threshold  of  $5,000,000,  a  desired  confidence 
level  of  95  percent  plus  or  minus  5  percent,  and  an  expected  tolerable  enor  of  $1,600,000, 
which  results  in  a  sample  of  289  invoices.  Draw  the  sample  from  an  (^S  data  file  of  all 
vendor  accounts  payable  as  of  September  30.  1995.  including  those  invoices  received  through 
October  15.  1995  that  have  been  recorded  as  of  September  30.  1995. 


Results  2 

Procedures 

Results  3 
Procedure4 

Results  4 
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As  depicted  in  Table  2,  the  results  of  these  ptoceduics  indicate  an  overstatement  of  accounis 
[»yabie  of  $297  thousand  based  on  the  sample  of  S74.8  million.  This  yields  an  encr  rate  of  .4 
percent. 

Obtain  from  every  Disffict  agency  a  signed  written  accounts  payable  reptesentatioo  letter  similar 
to  the  one  included  in  the  District's  1995  closing  package  instructions  and  Table  4  of  this  repott 

As  indicated  in  Table  3.  out  of  62  District  agencies.  62  have  provided  us  with  this  letter. 

Using  the  error  rales  cited  in  results  I  ai>d  2,  perform  a  mathematical  calculation  of  the  range  of 
vendor  accounts  payable  at  September  30. 1995.  SpecificaUy,  beginning  with  recorded  accounts 
payable,  consider  the  overstatement  error  to  arrive  at  the  low  «ad  of  the  range  and  the 
understatement  ertw  to  arrive  at  the  upper  end  of  the  range. 


$232        $232 

$231 

xLQ2 
$253 


Tlie  range  is  mathematically  calculated  as  follows  ($  in  millions): 

Year-end  accounts  payable  balance 

Overstatement  error  rate  (.004) 

Low  end  of  range 

Understatement  error  rate  (.09) 

Upper  end  of  range 

This  calculation  indicates  that  the  Distiia's  Gcn^  Fund  vendor  accounts  payable  balance  as  of 
September  30.  1995.  is  in  the  range  of  $231  milUon  to  $269  miUion.  However,  this  laoge 
may  not  be  reliable  because  the  mathematical  calculation  is  not  based  on  statistically  valid 
methodologies. 

We  were  not  engaged  to.  and  did  not,  perform  an  audit,  the  objective  of  which  would  be  the  expression  of  an  opinion 
on  the  District's  General  Fund  vendor  accounts  payable  balance  as  of  September  30.  1995.  Accordmgly.  we  do  not 
express  such  an  opinion.  Had  we  performed  additional  procedures,  other  matters  might  have  come  to  our  attention 
that  would  have  been  reported  to  you. 

This  report  is  intended  solely  for  the  use  of  die  DCFRA  and  should  not  be  used  by  those  who  have  not  agreed  to  the 
procedures  and  taken  responsibility  for  the  sufficiency  of  the  procedures  for  their  purposes. 


^lA^'^^Ji^^^  u,f 


December  14.  1995 
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Results  of  Procedure  2 

Conrirmation  of  a  Sample  of 

Recorded  Accounts  Payable 

September  30, 199S 


Conilrmation 
Number 


Vendor  Name 


Agency 


Coonrmadon 
Received 


Accounts  Payabk 
Understatement 
(Overstatement) 


to 

U 

12 

13 

14 

IS 

1« 

17 

IS 

19 

20 

21 

22 

23 

24 

2S 

U 

27 

2S 

29 

30 

31 

32 

33 

34 

35 

3« 

37 

3S 

39 

40 

41 

42 

43 

44 

4S 

4« 

47 

4S 


51  N  Associaiej  L  P  Admm.  Svci. 

51  N  AssociaiesLP  Admin.  Svcj. 

Allison  Basil  B.  Sr.  Fam.  Tr.  Admin.  Svcs. 

American  United  Life  Insurmce  Admin.  Svcs. 

American  Uniled  Life  Insurance  Admin.  Svcs. 

Capital  Bank  N.A.  Assignee  Admin.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  &.  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admm.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admm.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  &  Potomac  Tele.  Co.  Admm.  Svcs. 

Chesapeake  St  Potomac  Tele.  Co.  Admin.  Svcs. 

Chesapeake  Potomac  Tele.  Co.  MD  Admin.  Svcs. 

Chesapeake  Potomac  Tele.  Co.  MD  Admm.  Svcs. 

Curtis  Properties  Inc.  Admin.  Svcs. 

Curtis  Properties  Inc.  Admin.  Svcs. 

DAC  Corp.  Admin.  Svcs. 

General  Services  Administration  Admin.  Svcs. 

Green  Fuel  Oil  Company  Inc.  Admin.  Svcs. 

Green  Fuel  Oil  Company  Inc.  Admin.  Svcs. 

Giccnhoot.  Inc.  Admin.  Svcs. 

Greenhooi.  Inc.  Admin.  Svcs. 

Greenhoot.  Inc.  Admin.  Svcs. 

Gieenhoot.  Inc.  Admin.  Svcs. 

Judiciary  Plaza  Admin.  Svcs. 

Judiciary  Plaza  Admin.  Svcs. 

Parcel  18.  Limited  Partnership  Admin.  Svcs. 

Parcel  18.  Limited  Partnership  Admin.  Svcs. 

Pscel  18.  Limited  Partnership  Admin.  Svcs. 

Povmac  Bcctnc  Power  Company         Admm.  Svcs. 

Potomac  Electrtc  Power  Company         Admin.  Svcs. 

Potomac  Electnc  Power  Company         Admin.  Svcs. 

Potomac  Electnc  Power  Company         Admin.  Svcj. 

Potomac  Becthc  Powa  Company         Admin.  Svcs. 

Potomac  Electric  Power  Company         Admin.  Svcs. 

Potomac  Electric  Power  Company         Admm.  Svcs. 

Potomac  Electnc  Power  Company         Admin.  Svcs. 

Potomac  Electric  Power  Company         Admin.  Svcs. 

Potomac  Electnc  Power  Company         Admin.  Svcs. 

Pouxnac  Eecinc  Power  Company         Admin.  Svcs. 

Potomac  Electnc  Power  Company         Admin.  Svcs. 

Potomac  Electnc  Power  Company         Admm.  Svcs. 

Potomac  Electnc  Power  Company         Admm.  Svcs. 


(30) 


(42J21) 
(79,744) 
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Results  of  Procedure  2 

Coonmiatioa  ot  ■  Sampk  of 

Recorded  AccouBti  Payable 

September  30, 1995 


ConnrmalloB 
Number 

Vendor  Name 

Agency 

ConflrmatloB 

Received 

AocooBU  PayaMa 

49 

Potomac  Qecmc  Power  Qxnpany 

Admin.  Svcs. 

^^."vrsiawmemj 

SO 

Potomac  Becmc  Powo-  Company 

SI 

Potomac  Bccsnc  Power  Qmipiiiy 

Admin.  Svca. 

52 

US  Property  Development  Corp. 

Admin.  Svcs. 

S3 

Virginia  Elec  &  Pwr.  Co.  Inc. 

Admin.  Svcs. 

V 

54 

Washington  Gas  Light  Company 

Admin.  Svca. 

SS 

Washington  On  Light  Company 

M 

Washington  Real  Estate 

Admin.  Svcs. 

V 

57 

Washingun  Real  Estate 

Admin.  Svca. 

V 

5S 

Webster.  Edward  R. 

Admin.  Svcs. 

V 

59 

Webster.  Edward  R. 

Admin.  Svcs. 

V 

M 

Westwood  Management  Corp 

Admin.  Svcs. 

V 

61 

Westwood  Management  Cocp 

Admin.  Svcs. 

V 

a 

A.  L  Nellum  &  Associates 

Correctians 

V 

C3 

A.  t.  Nellum  &  Aiinriaies 

Correctioiu 

V 

M 

Bhw  Ribbon  Food  Service 

Concctiana 

V 

(2J088) 

•S 

Capital  Resource  Funding.  Inc. 

Conectians 

Cf 

Digital  Products  Corp. 

CcMTetmais 

«T 

Correctuns 

(S 

Ecolablnc 

Comctmis 

V 

(9.790) 

<t 

Federal  BiBcau  of  Prisons 

Conectkau 

V 

7* 

Federal  Bureau  of  Prisons 

Conoaians 

V 

71 

Hope  Village  Inc. 

CoiTBctiani 

V 

1S434 

72 

MTWDisoibunr 

Convctiant 

V 

73 

National  Nurses  Service 

CocTectxm 

V 

74 

Nephrology  Assoc  of  No.  VA 

CoRvctxm 

V 

(161,049) 

75 

Pta/Providence  Labonofy  Auoc 

Conectioni 

V 

7< 

See  Inc. 

Corrections 

V 

77 

Supplies  Umlimiied 

Corrections 

V 

(9fi3») 

7> 

Urban  Fmaneial  Services 

Corrections 

7» 

Xerox  Cotporuiim 

Correctians 

M 

American  Telephone  &  Telegiaph 

CoundlofdieDC 

V 

SI 

BeU  Atlantic 

DC  Coot  System 

n 

US  ManhaU  ServkB 

DC  Couit  System 

_ 

n 

OCFiieDepi. 

V 

M 

Conimuniiy  CanaacyoBs.  Inc. 

DC  Housing  Auih. 

as 

Na(riiia.i.Inc 

OepofRecieatjaa 

V 

_ 

SS 

Dep(ofErap.Svcs. 

_ 

S7 

ASAP  OfTiee  Services  Inc. 

Dqpi  of  Emp.  Svcs. 

. 

SS 

Bankcn  Cotoier 

Depl  of  Emp.  Svcs. 

_ 

s> 

Ben  Smidi  A  Co.  CPA 

Dtps  of  Emp.  Svca. 

_ 

flS 

Capitol  Services  Msnagcmem 

Depl  of  Emp.  Svcs. 

V 

_ 

•1 

Crawford  Edgewood  Managers  Inc. 

OepiofErap.Svca. 

_ 

92 

Professional  Consulting 

Dept  of  Emp.  Svcs. 

_ 

93 

WHC  Pastoral  Can 

DepcofEnp-Svcs. 

_ 

94 

Aeaia  Life  &  Casually 

OepiofEmpi.Svca. 

V 

_ 

9S 

Aetna  Life  A  Casualty 

Depl  of  EmpL  Svcs. 

V 

_ 

9S 

Acma  Life  ft  Casually 

Dept  of  EmpL  Svcs. 

V 

- 
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Results  of  Prtictdurt  2 

Conflnnatloo  of  ■  Sampk  of 

Recorded  Accounts  Payable 

September  30, 1995 


Conflnnatloa 
Number 


Vendor  Name 


_ACa2L 


AccoubU  Payabh 

Coaflrraadon  (JodcrsUUraeat 

Received (Oversutement) 


91  DC  Dept  Employment  Svcs.  Rec 

9S  NalionsBaiik 

99  NaiicnsBank 

100  Ran(cr  Iniurancc  Co. 

101  Safeway  Slora  Inc. 

102  Xerox  Corpomion 

103  Multistale  Tax  Connnission 

104  Allied  Medical  Consultants  Inc. 

105  Anchor  Mental  Health  Assoc. 
lOi  Anchor  Menial  Health  Assoc. 
107  Andromeda  Inc. 

lOS  ASAP  Office  Services  Inc. 

109  Bank  Highland 

110  Bureau  Rehabililalion  Inc. 

1 1 1  Catholic  Chahiies  Mdl  Cis.  Ctr. 
lU  Cky  Health 

113  City  Lishu  Incorporated 

114  Coaies  &  Lane  Eaieiprise* 

lis  Community  Multi-Services  Inc. 

lU  DC  Care  Coosonium 

117  DCAsan-forRetaided 

lit  DC  Randolpii  Sheppaid  Nominee 

119  David  M  GiifTith  A  Assodaies 

120  David  M  Griffith  A  Assodaies 

121  DC  Center  for  Independent 
123  Devereux  Foundation  Inc. 

123  Deveicux  Foundation  Inc. 

124  Easier  Seal  Soc  for  Disabled 

125  Ea«em  Shield  Security  System 
12<  Eastman  Kodak  Company 

127  Fint  American  Bank 

12>  Fint  Health  Services  Corp. 

129  Fnt  Health  Services  Corp. 

13*  Fnt  Health  Services  Corp. 

131  Oosa.  Edna  R. 

132  Oreen  Door,  Inc. 

133  HBO  *  Company 

134  Healthcare  for  the  Homeless 

135  Imprest  Fund  Cashier,  Ja-lf-tO 
]M  Imprest  Fund  Cashier.  Ja-If-60 
137  Industrial  Bank  of  Washington 
131  Industrial  Bank  of  Washington 

139  Intmational  Business  Machines 

140  Intmational  Business  Machines 

141  Intmational  Busuieu  Machines 

142  Intmational  Business  Machines 

143  IRS 

144  IRS 


Dept  of  Empl.  Svcs. 
Dept  of  Empl.  Svcs. 
Dept  of  Empl.  Svcs. 
Dept  of  Empl.  Svcs. 
Dept  of  Empi.  Svcs. 
Dept  of  EmpL  Svcs. 
Dept  of  Finance  &  Rev 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svca. 
Human  Svcs. 
Human  Svcs. 
HimianSvcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Hunan  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
Human  Svcs. 
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RwUti  or  Proccdon  Z 

Coaflnutloa  or  ■  Sanplc  of 

lUcardad  Accoyati  Pavabic 

StpUab*rJ0,l9*S 


TabbZ 


Carflraadoi 
Nambcr 

1 

VtadorNtM 

AtcacT 

Conflnnallaa 
RectWcd 

AocauMs  Payabli 
UaderttMauMM 

I4S 

Keailwanh  PBfcnfe  Raideat 

Human  Svo. 

V 

I4< 

Kiddlmcmatianallnc 

Human  Svci. 

V 

■■ 

147 

UJPKcanedylmtitaie 

Human  Svo. 

" 

14* 

National  Capital  Poiaoo  Ccniv 

Human  Svct. 

V 

~ 

14f 

New  Yortt  Ave  Pna  Otr.  Wde. 

HmaaSvca. 

~ 

IS* 

HununSvcs. 

V 

ISI 

Oocolnc 

Human  Svca. 

V 

152 

Pnes  Treaancnt  Center 

HmaiSvcL 

~ 

IS3 

Human  Svcs. 

~ 

1S4 

ItEMidielCa 

Human  Svo. 

V 

155 

Snd  Ridce  Bank 

HnanSvo. 

V 

1S« 
157 

Sand  Ridfe  Bank 
Said  Ridge  Bank 

Human  Svct. 
Human  Svcs. 

V 
V 

(8J949) 

I5S 

Said  Ridge  Bank 

Human  Svo. 

V 

159 

Symtaral  Foundatton 

HmnanSvo. 

IM 

Synam  Asfeaanent  &  Reac«k 

Hum«iS«ca. 

V 

l«l 

Human  SwcL 

V 

Itt 

Total  HealdKare  RcaouRc  lac 

Human  Svo. 

I«l 

Trifu  Coipaiatiaa 

HununSvcs. 

M4 

Tiibi  Caponiioa 

HumaiSvcc 

MS 

U3.DiitrioCoiat 

HnatSvd. 

IM 

Uidiy. 

HununSvGL 

V 

1C7 

Uaiied  Planning  Orgaaizatiaa 

HuounSvct. 

1« 

UitanShdien 

Human  Svo. 

V 

M» 

WaafaingtanHanianeSoe. 

HomaiSvci. 

V 

170 

Whianan  Walker  Clinic  Inc. 

HumaiSvcs. 

V 

171 

WluBnan  Walker  Clinic,  fat 

HwunSvc*. 

V 

173 

Wooda  Schooli 

HmaaiSvct. 

173 

WoodaSchaob 

Human  Svci. 

174 

WoodiSdiooif 

HununSvcs. 

175 

AppteConipuicn.be. 

niUic  Schooli 

V 

17< 

Apple  Cdmputen.  lac 

Public  ScboolB 

V 

17T 

Apple  Computea.  lac 

Pufahc  Schooli 

V 

171 

Apple  CampuKa.fac 

rorac  jcnoou 

V 

17» 

Baaeao  Communicatiaai 

rabbc  Schooh 

V 

IM 

Pttbbc  Schools 

181 

ChiMmi-iScadio  School 

Public  Schools 

in 

College  Board 

Ptabhc  Schools 

V 

Id 

DC  Pufafic  School*  Fnaidalioa 

Pttbbc  Schools 

V 

114 

DC  Public  School!  Foundaiioa 

Public  Schools 

V 

IS5 

Digital  Equipnicm  Corp. 

Pubbc  Schools 

V 

IM 

Galaad 

Public  Schools 

It7 

Gaiand 

Public  Schools 

in 

High  Succea  Network  Inc 

PtabbcSchoob 

l» 

Houghton  Miftlin  Company 

Public  Schools 

V 

IM 

Houghton  Miniin  Company 

Public  Schools 

191 

Inaoaoli  Iniematnnai  Inc 

Pubbc  Schools 

V 

in 

Joatens  Learning  Corporation 

Public  Schools 

_ 
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Results  o(  Proccdurt  2 

Cooflrmatkin  of  a  Sarapit  of 

Recorded  Accounts  Pajrable 

September  30, 1995 


Accounts  Piyabk 

Coadmatloa 

Connmatlon 

UDderstaUmcat 

Number 

Vendor  Name 

Agencir 

Received 

(Ovcrstttcmcat) 

193 

JWP  Isyi  Security  Syitons  Inc. 

Public  Schoob 

_ 

194 

Moore.  Chayl  C. 

Public  Schoob 

V 

- 

195 

MuncU.  Travu 

PubUc  Schoob 

- 

19< 

Natknal  Chldms.  Cir.  Inc. 

PubUc  Schoob 

- 

197 

Ri(by  Educauon 

Public  Schoob 

V 

- 

19S 

Servkemasier 

PubUc  Schoob 

- 

199 

Seivicuiiaster 

PubUc  Schoob 

- 

200 

Serviconasicr 

PubUc  Schoob 

- 

20! 

Scrncanasier 

PubUc  Schoob 

- 

202 

Scrvicanisicr 

PubUc  Schoob 

- 

203 

ScrvtcemasUT 

PubUc  Schoob 

- 

204 

Sei  V  tLUli9SVB 

PubUc  Schoob 

- 

205 

Sl  Johns  Community  Services 

PubUc  Schoob 

V 

- 

206 

Sunspecmun  Outpiuem 

PubUc  Schoob 

- 

207 

SyNan  Leanuni  Sysiemi  Inc. 

PubUc  Schoob 

■J 

- 

200 

Sylvan  Leanuni  Sysiems  Inc. 

PubUc  Schoob 

V 

- 

209 

Sylvan  Lesrung  Sysions  Inc. 

PubUc  Schoob 

V 

- 

210 

Thomas  Pnnan|snd  Publishing 

PubUc  Schoob 

V 

- 

211 

Aoo-U-Fu-b 

PobUc  Works 

V 

- 

2U 

Bob  Smith  Auio  Repair 

PubUc  Works 

- 

2U 

C  A  F  Consouctian  Co. 

PubUc  Walks 

V 

- 

214 

Fairfaji  County 

PubUc  Wo«ks 

V 

- 

2U 

Fairfax  County 

PubUc  Works 

V 

- 

21< 

Fairfax  County 

PubUc  Works 

V 

- 

217 

Fairfax  County 

PubUc  Works 

V 

- 

218 

General  Svcs.  Administration 

PubUc  Works 

V 

- 

219 

Henon  Enierprues 

PubUc  Works 

- 

220 

Lcn  Paifccr  Mechanical 

PubUc  Works 

- 

221 

Long  Fence  Company  Inc. 

PubUc  Works 

V 

- 

223 

Palma  Auto  Boot 

PubUc  Works 

V 

- 

233 

Prince  Construction  Co  Inc. 

PubUc  Works 

- 

234 

Prince  Consouctian  Co  Inc. 

PubUc  Works 

- 

235 

SCS  Engineering  Cansuucton 

PubUc  Works 

- 

22« 

Slraloa  Bevsior  Inc. 

PubUc  Works 

V 

- 

237 

Comracicial  Satlcmeai  Inc. 

Hous  A  Cora.  Oev. 

>; 

- 

23S 

EiKnARoroe 

Hous&Com.Dcv. 

sl 

- 

229 

Waahingion  Urban  League 

Hous  Sl  Com.  Dev. 

sl 

- 

230 

Waahinglon  Uiban  League 

Hous  Sl  Com.  Dev. 

V 

- 

231 

Washington  Uiban  League 

Hous  Sl  Com.  Dev. 

sl 

- 

233 

Ammciman.  Biuce  i.  Ammerman 

Met  Police  Depi. 

V 

- 

233 

Boaion  Whaler  Inc. 

Met  Police  Dept. 

V 

- 

234 

IBM 

McL  Police  Dept. 

- 

235 

Mobilemedia  Paging 

Met.  Police  Dept. 

- 

23« 

Software  AG 

Met  Police  Depc 

- 

237 

Toshiba  Amenca  Inc. 

MeL  Police  Dept. 

sl 

- 

23S 

AARP 

Off.  of  Aging 

- 

239 

Barney  Neighborhood  House 

Off.  of  Aging 

- 

240 

Downtown  Ousiei  Congregalwiu 

Off.  of  Aging 

sl 

- 
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RoolH  of  Procedure  2 

CoaflimathM  of  a  Sanple  of 

Recorded  Aceouats  Payable 

September  30, 1995 


CoaflnnaUoB 
Namber 


Vendor  Name 


Anency 


Accouols  Pajrabh 

Connrmailoa  t'odcrMauncat 

Received  fOver^UtemenO 


241  Fonily  and  Child  Service! 

242  FiniNaLBankorMuyluMl 

243  Indiuoiil  Bank  of  Wuhingun 

244  United  Planning  Organization 

245  Waahingion  Center  for  Aging 
24*  Weihtngion  Center  for  Aging 
247  David  Training  Technical  A»L 
24S  Miller  Reporting  Company 
24*  Gladden  A.  Mandenon 

250  MRI  Medical  Cooiulunu 

251  Coopen  &  Lybimd 

252  Coopen  &  Lybtand 

253  General  Service  Adminiitration 

254  IBM 

255  Solutions  That  Malc«  Sense  Inc. 
25<  VA  Taxation  Depi 

257  VA  Taxation  Oejx 

25S  Various'Vendor  Sununary'Bmy 

259  Various'Veador  Summary'Entry 

2M  Various'Vendor  Sumniary*Eaiiy 

Ul  Various*Vendor  Sununaiy*Entry 

2<2  Various'Vendor  Summary*Entiy 

263  Various*Vendar  Summary*EnDy 

2(4  Vaiious*VeiidarSunimary*Enary 

2(5  Various'Vendar  Suiiimary*Entry 

1M  Various'Vendor  Summary'Eniiy 

2(7  Various'Vendor  Suniinaiy*Eniry 

2(S  Various'Vendor  Suininary*Entiy 

2(9  Various'Vendor  Siinunary*Eniry 

270  Various'Vendor  Summary'Eniry 

271  Xerox  Corporation 

272  Xerox  Corporation 

273  Xerox  Corporation 

274  Btae  Cross  and  Blue  Shield  NCA 

275  Ocorse  Washington  University 
27(  George  Wathingion  Univenity 
277  Oraqi  Health  Association  Inc. 
27S  Group  Health  Asstxiation  Inc. 
279  Health  Plus 

2M  Kaiser  Foundation  Healdi  Plan 

251  Kaiser  Foundation  Health  Plan 

252  Mead  Oau  Central 

283  Ambassador  Book  Service  Inc. 

2M  McGuire  Woods  Battle  &  Booihe 

2S5  Bell  Aj)sociales 

ZU  BeU  Associates 

257  Harris  Geoffrey  O. 

258  US  Marshals  Service 


Off.  of  Aging 
Off.  of  Aging 
Off.  of  Aging 
Off.  of  Aging 
Off.  of  Aging 
Off.  of  Aging 
Off.  of  Corp.  Coun. 
Ofir.ofCorp.Coun. 
Off.  of  Disability 
Ofr.afDisabiUcy 
Off.  of  Ftn.  MgmL 
Off.  of  Fin.  MgmL 
Off.  of  Fin.  Mgmt. 
Off.  of  Fm.  MgmL 
Off.  of  Fin.MgiiiL 
Off.  of  Fin.  MgmL 
Off.  of  FiiL  MgmL 
Off.  of  Fin.  MgmL 
Off.  of  Fin.  MgmL 
Off.  of  FhL  MgmL 
Oflt  of  Fra.  MgmL 
Off.  of  FiiL  MgmL 
Off.  of  FiiL  MgmL 
Off.  of  FitL  MgmL 
Off.  of  Fin.  MgmL 
OffL  of  Fin.  MgmL 
Off.  of  FiiL  MgmL 
Off.  of  FiiL  MgmL 
Oft.  of  FitL  MgmL 
Off.  of  Fin.  MgmL 
Off.  of  FiiL  MgmL 
Off.  of  FitL  MgmL 
Off.  of  Fin.  MgmL 
Off.  of  Perwnnei 
On.  of  Pcnonnel 
Off.  of  Personnel 
Off.  of  Personnel 
Off.  of  Petsuunei 
Off.  01  Personnel 
Off.  of  Personnel 
Off .  of  Personnd 
People's  Council 
Public  Library 
Public  Library 
School  of  Law 
School  of  Law 
Superior  Coun 
Superior  Court 
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Rcuills  of  Proodurc  I 

CoDflrmaiton  of  *  Sampl*  of 

Recorded  Accounts  Ptjrabk 

Scpwmbcr  JO,  1993 


Connraiidon 
Numlwr 

Vendor  Nunc 

AltncT 

ConHnnadoa 
Received 

Accoaatt  Payabh 
Uadenuumeat 
(Ovenutemenl) 

2S9 

US  Manhtis  Service 

SupoicrCoun 

S 

Total 

(297.392) 
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Stalas  of  Maaagcmcnt  RcprcscoUtlons 
as  to  Accoantt  PayabU 


AwncY 

Director  /  Controller 

Received 

Not 
Received 

Executive  Office  of  die 
Mayor 

Bany  Campbell  Chief  of  Staff 
Freddie  Owens.  CcntroUer 

V 

Council  of  tbe  District 
of  Columbia 

Fbyllis  Jones.  Secretary  lo  die 

Council 
Joan  Dyer,  CnniraUer 

V 

Office  of  the  DC. 
Auditnr 

Rossell  Smidi.  D.C.  Auditor 
Robin  Yeidell.  Financial  Officer 

V 

Office  of  tbe  Inspector 
Genend 

Thomas  Brown.  Jr..  (Acting) 
Inspector  General 

CouroUer 

V 

Office  of  die  Oty 

AumDistfslor 

Michael  Rogers.  City  Adminismtor 
Daniel  Manyindo.  Financial  Manager 

V 

Lorilyn  SimUns,  Oiief 

V 

Administmive  Services 

James  Gastco.  Diiector 

Phil  Knapilr,  Acting  Controller 

V 

Office  of  die  Chief 
Financial  Officer 

Andxny  Williams.  Chief  Financial 

Ofncer 
Fied  Williams,  Controller 

V 

Office  of  die  Scottafy 
of  die  District  of 
Columbia 

Marianne  Coleman  Niks,  Seoetiry 
Freddie  Owens.  Cooiroiler 

V 

Office  of 
Commimicatioos 

Johnny  Alkm.  Diiecior 
Freddie  Owens.  Controller 

V 

OGBce  of  die  Budget 

Rodney  Pahner.  Director 
William  Lynch,  Jr.,  Budget 
Cootdinaior 

V 

Office  of  Plamiiiig 

fdl  Dennis,  Director 

Emily  Puroell.  Financial  Officer 

V 

Office  of  Personod 

Larry  Kii^.  Diiector 
Carol  Jackson  Jones,  Fuiancial 
Officer 

V 

OfTice  of  Financial 
Management 

Robert  Reid,  Coouoller 

V 
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Stalaa   of  Maoagcmcnt    RcprcscnUtioas 
••  to  Accoaats  PayaMa 


TaMa  3 


*B"«y 


Mractor  /  Cowtrollar 


Received 


Not 
Received 


OfiBceorBankiiigMKl 
Financial  Institutions 

Zoning 


OCBce  of  Emoxencjr 
Pic^jjiniiifAi 

Office  of 

Intergovenmieoial 

Relations 

OSiceofCinais 
MaoagcQieat  nd 
Develoiiaieat 

OflioeoflncmMrtowd 
Business 

D.C.  De{M(tnient  of 
Human  Services 

D.C.  General  Hoipiial 


D.C.  Energy  OfBce 

D.C.  Depvnneai  of 
Public  Works 

Water  &  Sewer  Fund 
DC.  School  of  Uw 

DC.  National  Guard 


D.C.  Depanment  of 
Conections 


).  Andiony  Romero,  m.  V 

Snpwintfadent  A  ConMolkr 

Madeline  Rabinson.  Acting  Diiector  V 

KMby  Wright 

Samuel  Jordan,  Acting  Diractor  V 

Johnny  Green.  Acting  Controller 

nnnai'il  Demczuk.  Duecur  V 

Freddie  Owens.  Acting  Financial 
Manager 

Robert  Lester,  Direcior  >/ 

Teny  Lewis,  Adiiiinisinitiwe  Officer 


Linwood  Jolly,  Director 


Venion  Hawkins.  Interim  Director  V 

Detoras  ShephanL  Controller 

John  Faiiman.  Executive  Director  V 

Desmond  Yoik.  Diiectar  of  Budget  & 

ReunbonemciK 
Henry  Vaughn.  CbntoUer 

Charles  Cfinton.  Diiector  V 

Lxvoone  Retd-Gfant.  Acting 
Financial  Officer 

Lany  iOng.  Diiector  V 

Gerald  ToUiver.  Acting  Controller 

Larry  King.  Acting  Adminisintor  V 

Getvge  Thomas.  Controller 

William  Robinson.  Dean  V 

Siefriianie  Brown.  Awciciatr  Dean  for 

MG  Wanen  Freeman.  Director  V 

Angie  Moore.  Fmandal  Officer 

MaigaRt  Moore.  Director  V 

Sieiihanie  Mitchell,  Contioller 
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statu  of  Management  ReprescnUtioni 
as  to  Acconnis  Payable 


Agency 


Director  /  Controller 


Received 


Not 
Received 


Supehor  Court 
D.C.  Coun  of  Appeals 
D.C.  Coon  System 
D.C.  Public  Schools 


UnivcfSity  of  the 
Distiict  of  Columbia 


EducaikM  Liceosoie 
Commission 


D.C.  Depottmem  of 
Recreatioa  &  Paits 

Human  Rigbis  & 
Minority  Business 
Development 

D.C.  Retiremeoi  Board 


OfBoe  of  Ibe  Deputy 
Mayor  for  Ecsoomic 
Development 


Wasbinglcn 
Conveobon  Center 


D.C.  Metropolitan 
Police  Depottment 


D.C.  Fire  Department 


Ulysses  Hanunood.  Executive  Officer  >/ 

John  Scbolibeis.  Fiscal  Officer 

Ulysses  Hammond,  Executive  Officer  V 

John  Scbolibeis.  Fiscal  Officer 

Ulysses  Hanmood.  Executive  Officer  V 

John  Scfaultbeis.  Fiscal  Officer 

Dr.  Fiviklin  Smidi.  Supehniendeat  >/ 

Dr.  Michael  Rice.  Oaief  Fmancial 

Officer 
Rung  Pham.  ConiroUer 

Dr.  TildonLeMeile.  President  '^ 

A.W.  Danner.  Vice  Piesideai  fot 
Fmanoe 

Reginaid  Hevy.  Acting  Executive  V 

Diiecior 
(vacantX  Acting  Hnandai  Officer 

Betty  Jo  Gaines,  Acting  Director  V 

Reg^Mld  Basden,  Rnnaal  OfBoer 

Steven  Jumper,  Acbng  Director  V 

Donald  Taylor.  Acting  Controller 


Jeaona  Cnllins,  Executive  V 

Keidi  Mnrphy,  Accounting  Officer 

MenickMalane,  Assistant  City  V 

AdmiiHstniar  for  Economic 

Devdopmeat 
Edward  Hayes,  i=inancial  Analyst 

George  Dcmarest.  General  Manager  V 

Kay  MdCeydMo.  Controller 

LmySouhby,  Chief  of  Police  V 

Barbara  Jumper.  Finance  and  Budget 

Division  Director 
Michael  Flowers.  Controller 
Donald  Douglass.  Accounts  Payable 

Manager 

Joseph  Quander.  Acting  Fue  Chief  V 

Morns  Thorpe.  Fmancial  Manager 
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Stata*  of  ManagcRMiit   Representations 
as  to  Accoanta  Payable 


Table  3 


^**«'r 


Director  /  Controller 


Received 


Not 
Received 


OetMurmem  of  Housing 
and  Community 
Devdopmeot 

DC.  Lottery  A 
CbaritaMe  Games 
Cooirol  Beard 

Board  of  Parole 


Public  Service 
Commiuioa 


Office  of  die  People't 
Counsel 

Board  of  A()peab  aod 
Review 

Board  of  Ekctioos  and 
Ethics 


Coounissioa  for 
Women 


Office  on  Aging 
OOice  on  Latino  Afbirs 


Department  of  rinanof 
and  Revenue 

Office  of  die 
Cotpotation  Counsel 

Public  Library 


Department  of 
Eflipioymem  Services 


Menidc  Makne,  Dircocr 
Aaion  Harris,  Acting  Comptroller 


Anthony  Cooper.  Executive  Director 
WUliMn  Robinson.  Controller 


Margaret  Quick.  Chairperson  V 

Zelia  Carter.  Administrative  Officer 

Edward  Meyers,  Acting  Qiairman  V 

Felicia  Fauaitoy  Bowman,  Executive 

Diredor 
Daptane  McKoy,  CooaoUer 

Efizabetb  Noel.  Peoples'  Counsel  V 

Eric  CoanL  Fmaodal  Officer 

Fiancine  James,  Executive  Officer  V 


Emmett  Fremaux.  Jr,  Executive  V 

Director 
Eugene  Johnson,  Fmancial  Manager 

Ayo  Bryant,  Director  V 

Freddie  Owens,  Acting  Fuundal 
Manager 

Jearline  Williams,  Executive  Director  V 

Sannie  Gawad,  Financial  Manager 

Mannd  Uriane,  Direcior  V 

Freddie  Owens,  ConttoUer 

PanI  Wrighc  Acting  Direcior  V 

Carta  Carter.  Controller 

Charles  RnCf.  Corporation  Counsel  V 

Victoria  Syphax.  Controller 

Hardy  FianUin,  Director  V 

Charles  Simpaoo.  Budget  & 
Accounting  Officer 

Joseph  YeldeU,  Direoor  V 

Logan  Wybe.  Controller 


3A 
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status   of  Management    Representations 
as   to   Accounts   Payable 


Tabic  3 


_Asenc2_ 


Director  /  Controller 


Not 
Received  Received 


Public  Employee 
Relations  Boaid 


Office  of  Employee 
Appeals 

Office  of  Campaign 
Finance 

Oepaitment  of 
Consumer  and 
Regulatory  Affairs 

Office  of  Cable 
Televisioa 


Julio  Castillo.  Executive  Director 
Patricia  Waller,  Administrative 
Officer 

Warren  Cruise,  Executive  Director 
Cyril  Byron,  ConnoUer 

Altbea  Smith,  Interim  Director  & 
Financial  OfiRcer 

Hampton  Cross,  Director 
James  Reynolds,  CootioUer 


Doteen  Tbompsoo,  Executive 

Director 
Setrena  Peiiiu.  Administrative  Officer 


D.C.  Sports 
Commission 


D.C.  Taxicab 
Commission 


James  Dalrymple,  General  Manager 
Precy  Arindaeng,  Cbief  Acaxmiing 
Officer 

Karen  Jones  Herbert.  Chairperson 
Adolf  Tengen,  Accounting  Officer 
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Accowia  Payable  Rcprescnutioa   Letter 


Decefnba6, 199S 


KPMG  Peat  Marwick  LLP 
2001  M  Street.  N.W. 
Washington.  O.C.    20036 


Dear  Ladies  and  Gentlemen: 

I  am  writing  at  your  letjiKsi  to  confirm  my  umlasiaudii^  that  you  have  pettemed  cenain  preoedna 
relating  to  the  accurate  and  comptoe  leconling  of  aocounu  payable  of  the  Distfia  of  Columbia  Govenaneat 
as  of  September  30. 1993.  Those  pnxeduiei  were  performed  for  the  purpose  of  testing  the  accounts  payable 
balanceof  the  District  of  Cohimbia  Government  as  of  that  date.  Some  of  those  pnxxduies  may  have  been 
perfonned  at  this  agency.  We  ftinher  undenand  diat  you  will  lepon  the  results  of  your  accounts  payable 
tests  to  the  District  of  Columbia  Fmancial  Responsibility  and  Management  Assistance  Authority. 

We  acknowledge  that  the  agency  is  responsible  for  the  acaoaie  and  complex  recording  of  the  acxxaunts 
payable  of  the  agency  as  of  September  30. 1993.  Foftber,  we  confiim  to  you  the  following  as  of  and  for 
the  year  ended  September  30. 199S. 

1 .  To  the  best  of  my  knowledge  and  belief,  when  tequesMd.  the  agency  made  available  to  you  all 
financial  records  and  idated  dva. 

2.  If  applicable,  lo  the  best  of  my  knowledge  and  belief,  the  agency  made  available  to  you  when 
requested,  all  minutes  of  meeting  of  any  goveming  board  of  the  agency  and  committees  thenof 
or  sufiunaries  of  recent  meetings  far  which  miiaiies  have  not  been  prepared. 

3.  To  the  best  of  my  knowledge  and  belief,  there  have  been  no  material  financial  or  ethical 
irregularities  involving  any  member  of  management  or  employee  who  has  a  significaiit  role  in 
the  accounting  system. 

4.  To  the  best  of  my  knowledge  and  belief,  there  have  been  no  material  expenditures  not  subjected 
to  die  agency's  system  of  iiuemal  control 

5.  To  the  best  of  my  knowledge  and  belief,  except  as  leoonled  or  included  in  the  agency's  ckwng 
packages,  there  have  been  no  communicatjons  from  other  govenimental  entities  concerning 
noncompliance  with  or  dcfirimrira  in  the  agency's  finaociai  accounting  or  reporting  practices 
that  could  result  in  a  material  adjustment  of  the  agency's  accounts  payable  or  revenue. 

6.  To  the  best  of  my  knowledge  and  belief,  except  as  teoorded  or  included  in  the  agency's  cktsing 
packages,  there  have  been  no  violations  or  possible  violations  of  laws,  regulations,  or.  if 
applicable,  debt  related  covenants  that  could  result  in  a  material  adjustment  of  the  agency's 
accounts  payable,  expenditwes,  or  revenue. 
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Accounts  Pajrable  RcprcscnUtion   Letter 

7.  To  the  best  of  my  knowledge  and  belief,  except  a5  reconled  or  included  in  the  agency's  closing 
packages,  iheie  are  no  maierial  unasserted  legal  claims  against  the  agency. 

8.  To  the  best  of  my  knowledge  and  belief,  except  as  leocnled  or  included  in  the  agency's  closing 
packages,  there  are  no  material  liabilities,  gain  contingencies,  or  loss  conungencies  (written  or 
oiaO,  or  other  unrecorded  liabilities. 

9.  To  the  best  of  my  knowledge  and  belief,  except  as  reconled  or  included  in  (he  agency's  ck>sing 
packages,  there  are  no  events  between  September  30,  199S  and  loday  that  would  lequire 
adjustment  to  the  agency's  accounts  payable. 

10.  I  undetaand  that  the  agency  is  responsible  for  identifying  and  complying  with  all  aspects  of 
laws,  regulations,  contracts,  and  grants  ihat  coukl  have  direa  and  maierial  effea  on  accounts 
payable. 

11.  To  the  best  of  my  knowledge  and  belief,  the  agency  has  complied  with  the  District's  accounts 
payable  guidelines  and  standards. 


Agency  Director 

Controller 


WITNESSES 


Page 

Anderson,  Phyllis 759 

Avant,  A.L  1 

Baury,  Mayor  Marion 603 

Brimmer,  Dr.  A.F 119,  603 

Cambosos,  Rich  759 

Clarke,  D.A 603 

Greene,  Richard  399 

Kerry  Hodge 759 

Hill,  J.W.,  Jr 119,  444,  603 

HoUoway,  G.M 759 

Hummel,  J.H 1 

Reid,  R.N  1 

Rogers,  Michael 444 

Williams,  A.A 1,444 

Wright,  J.A  399 


(i) 
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